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THE MANAGEMENT
INFORMATION SYSTEMS
ORGANIZATION*

Until January 1993, Cisco Systems, Inc. maintained a traditional information sys-
tems (IS) department. Considered a cost center, it reported through the finance
department. However, in an effort to increase information technology’s (IT’s) con-
tribution to the bottom line, Cisco made three organizational changes: IS began
reporting to Customer Advocacy; it introduced client-funding, charging project
costs to the client department and reducing the portion charged to general and
administrative expenses; and IT investment decisions that had been made by an
IS steering committee were now made by line organizations. Cisco’s new budget-
ing method made each of the business executives think seriously about IT expenses
and how they should be allocated.! :

Cisco still manages IT centrally, and even client-funded projects are managed
by the central IT organization. The chief information officer (CIO) has authority
over all IT staff and contractors. Cisco management believes that its organizational
strategy helped stabilize the company during a period of fast growth.

IS organizations come in all shapes and sizes. Each is built around processes
that it performs or supports. These processes fulfill specific needs of internal cus-
tomers. For instance, a telecommunications company with a large technology infra-
* structure may require distributed processing capabilities, whereas a regional
manufacturing plant may require only back-office support.

Although each IS organization is unique in many ways, all have elements in
common. The focus of this chapter is to introduce managers to the typical activi-
ties of an IS organization in order to facilitate interaction with management infor-
mation systems (MIS) professionals. Managers will be a more effective consumer

" The author wishes to acknowledge and thank David M. Zahn, MBA *99 for his help in researéhing
and writing early drafts of this chapter.

1 R, Nolan and K. Porter, “Cisco Systems, Inc.” Harvard Business School case 398-127, April 2000.
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of services from MIS professionals in their organization if they understand, in
general, what they do. This chapter examines the roles and tasks of the IS organi-
zation. In addition, it addresses recent issues surrounding IS organizations—in par-
ticular, outsourcing, return on investment, and decentralization.

» UNDERSTANDING THE MIS ORGANIZATION

Consider an analogy of a ship in a regatta to help explain the purpose of an IS organ-
ization and how it functions. A ship transports people and cargo to a particular des-

tination, in much the same way that an IS organization directs itself toward the

strategic goals set by the larger enterprise. Sometimes the IS organization must nav-
igate perilous waters or storms to win a regatta. For both the IS organization and
the ship, the key is to perform more capably than any competitors. This means
employing the right resources to propel the enterprise through the rough waters
of business. Each of these resources is discussed below.

Chief Information Officer

If an IS organization is like a ship, then the CIO is at the helm. The CIO is an exec-

utive who manages IT resources in order to implement enterprise strategy. The
Gartner Group defines a CIO as one who is: ‘ .

To provide technology vision and leadership for developing and mb_mEmbmbm IT ini-
tiatives that create and maintain leadership for the enterprise in a constantly chang-
ing and intensely competitive marketplace.?

This definition may seem clear, but to understand what the CIO does, we
should explore the historical origins of this position. The CIO function is a rela-
tively new position when compared to the more established chief executive officer
(CEO) or chief financial officer (CFO), which have existed in the corporate struc-
ture for.decades. In fact, the CIO position did not really emerge until the early
1980s, when there was a perceived need for an executive-level manager to focus
on cutting the ever-increasing costs of I'T. Cost-cutting measures typically took the
form of outsourcing arrangements, which is addressed later in this chapter.

The evolution of the CIO’s role closely follows the evolution of technology in
business. Throughout the late 1980s and into the 1990s, technology grew from an
expensive necessity to a strategic enabler. As technology’s role has risen in impor-
tance, so has that of the CIO. In fact, many organizations include the CIO as an

integral member of the executive-level decision-making team.
‘ CIOs are a unique breed. They have a strong understanding of the business
and of the technology. In many organizations they take on roles that span both of -
these areas. More often than not, CIOs are asked to play strategic roles at some
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part of their day, and operations roles at other times, rather than spending all of
' their time on one or the other. Eleven responsibilities define .mpm CIO role:

« Championing the organization—promoting IT within the enterprise as

a strategic tool for growth \ .

e Architecture management—setting organizational direction and
_priorities : o
o Business strategy consultant—participating in executive-level decision

making

 Business technology planning—bridging business msm technology
groups for purposes of collaborating in planning and execution

o Applications development—overseeing legacy and emerging enterprise
initiatives, as well as broader strategic business unit (SBU) and divisional

‘ initiatives .

e IT infrastructure management (e.g., computers, printers, and
networks)—maintaining current technologies and investing in future
technologies .

e Sourcing-—developing and implementing a strategy for outsourcing (ver-
sus retaining in-house) IT services and/or people

e Partnership developer—negotiating relationships with key suppliers of
IT expertise and services v "

¢ Technology transfer agent—providing technologies that .mbmzm the
enterprise to work better with suppliers and customers—both internal and
external—and consequently, increase shareholder value

¢ Customer satisfaction management—understanding and communicat-
ing with both internal and external customers to ensure that customer sat-
isfaction goals are met . .

. .H.-.&bmﬂﬂulwwoﬁmgm training to IT users, as well as senior executives who

must understand how IT fits with enterprise strategy

A CIO must work effectively not only within the technical arena, #.E.ﬁ also M_
overall business management. This unique skill set demands a specialized meu -
ground. The following nine skills are considered essential for success as a CIO:

e A strong orientation towards business in the enterprise industry or through
" related activities, such as consulting v
¢ Ability to realize the benefits and manage the cost and risks associated wi
IT )
e Ability to bridge any gaps between available technologies and business
needs
e Familiarity with the needs of nontechnical internal clients
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* Strong organizational skills to manage localized IS resources and applica-
tions as well as broader SBU and divisional resources and initiatives

* Ability to conceive, build, and implement multiple IT projects on time and
within budget

* Ability to articulate and advocate for a management vision of IT
* Ability to mesh well with the existing management structure
* A strategic vision for the enterprise that extends beyond IT

Where the CIO fits within an enterprise is often a source of controversy. In
the early days of the CIO position, when the CIO was predominantly responsible
for controlling costs, the CIO reported to the Chief Financial Officer (CFO). Since
the CIO was rarely involved in enterprise governance, this reporting structure
worked. But as IT burgeoned into a source for competitive advantage in the mar-
ketplace, reporting to the CFO proved too limiting. Conflicts arose because the
CFO misunderstood the vision for IT or saw only the costs of technology, or because
management still saw the CIO’s primary responsibility as controlling costs. More
recently, CIOs report directly to the CEO, President, or other executive manager.

Confusion often occurs regarding whether the CIO is more of a strategist or
operational manager. He or she is often asked to be both. Since the CIO is the top

IS professional in the hierarchy, it is imperative that this person also be a strategist.
The title CIO signals to both the organization and to outside observers that this exec-
utive is a strategic IS thinker, and is responsible for linking IS strategy with the busi-
ness strategy. And with the increasing importance of the Internet to every business,
the CIO is increasingly asked to assist, advise, and participate in discussions where

- business strategy is set. However, just as the CFO is somewhat involved in opera-
tional management of the financial activities of the organization, the CIO is involved
with operational issues related to IS. That includes activities such as identifying and
managing the introduction of new technologies into the firm, setting purchasing and
vendor policies, and managing the overall IT budget. Actual day-to-day management
of the data center, the vendor portfolio, and other operational issues is typically not
handled diréetly by the CIO, but by one of the managers in the IS organization.

However, some organizations choose not to have a CIO. These organizations

typically have an individual responsible for running the computer systems, and pos-
sibly for managing many of the activities described later in this chapter. But they
signal that this person is not a strategist by givingthem the title of data processing
manager or director of information systems or some other reference that clearly
differentiates this person from other top officers in the company. Using the words

“chief” and “officer” usually implies a strategic focus, and some organizations do-

not see the value of having an IS person on their executive team.
What, then, does-a CIO do? Although there is no such thing as an average day
in the life of a CIO, the following example provides a reference point. In 1996, Levi

Strauss & Company sought a new CIO.# Although Levi Strauss’s IT was in accept-
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able shape, problems existed. First, the IS oﬁw:ﬁﬂ&ﬂ: €§EMMHM&=NM MMMMM%MHM
i f the enterprise, but one |
stepchild, a necessary component o : 0 t contribuce
i i Strauss was working to recover
materially to its success. Second, Levi : g to recouor from o e
i izati ieri decade. which had cost millions of dollars :
sive reorganization earlier in the ;W . ; g
i i lin ering resentment, and gene
dreds of jobs, as well as waning morale, ling . g wb.
inall hed to the strategic goals of the company.
Finally, the role of IT was poorly matc . AT NSRRI
, CIO faced a daunting job: solve Levi Strausss P ,
.HH%MOMW,I\..E% as those that could produce the new custom-fit jeans QEMW wmnmo““u\
Pair to retail outlets—develop new metrics for Jm&M.bm Hmﬂcm value, and forge
jonshi ith external and internal business leaders. .
w@Fn%MM zwﬂﬁwp Linda Glick, was a 21-year veteran of H..mS Strauss known *_.wﬁ
her practicality, partnering capabilities, and mEEW to _mmn mwm _MU m.oWo PWMN@MV uﬂwﬂ ow
i , i ibed her as fearless. In her jo ,
the president of Levi Strauss, descri 1 s e B et
, -maligned IS dep
d the Y2K problem, brought a new attitude to the much-m
Momwnm mbmowwmm% to form the executive-level partnerships am@c:.m.m to vooowsw_mmm
wm<omm$ for IT within the Levi Strauss ou.mmENmmNW. mrmswﬁw FMS mﬂwﬁm”m:mo&@
i i ine store. No
to enter the world of electronic commerce wi mE online. ! :
Mwowam_m M=m0m Levi Strauss’s problems overnight, but Glick’s situation typifies the chal

lenges CIOs face.

Chief Knowledge Officer and Other Similar Roles

’ i i ise toward the future, this respon-
Although the CIO’s role is to guide the enterprise towar: .
&GENW@W too great to accomplish alone. Many ow.mm::Nwﬂon w%wmww_ﬁwwmmwwwm %H.M
i anizati ire more focus .
certain strategic areas of the IS org on require e o iodgs
iti ion of new positions, such as the chie
recognition has led to the creation o . the chief knowge
i CTO), chief telecommunica
officer (CKO), chief technology officer ( , ch ). Ses
i CNO), and chief resource officer .
o O e bmgomm omwoma A : ibilities. Each of these positions typ-
Figure 8.1 for a list of their different responsil - Bach of theso posfions W
i i ith the occasional exception of the ¢
ically subordinates to the CIO, ,S.E occasiona, et share the
: fficer. New “chief” roles spring up &Eo% y as enterpris .
MOMWM—@MMM& growing responsibilities of managing IT. m.oﬁnr mxﬁ:ﬁovmwmwﬂ._ %A%WM
blished divisional CIO positions that report to the corporate . i
W»Mdmmﬁwé mmmmBanmm the CIO altogether in favor of some ooummﬁwﬂow OM._ the Qim_
ically subordinate positions. These enterprises hope that flatter organizations

prove more effective.

Other Information Systems Organizational Roles .

In addition to the CIO role, MIS organizations are home to many &Mmmami types
of professionals. This section describes some of the most common roles.
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Title Responsibility
Chief knowledge officer (CKO) Create a knowledge management infrastructure
Build a knowledge culture

Make corporate knowledge pay off
Chief technology officer (CTO) Track emerging technologies
: Advise on technology adoption
Operate in some companies at same level as CIO

Chief telecommunications Focus on technology across all MIS functions

officer (CTO) Contribute to strategy formulation ,
Chief network officer (CNO) Build and maintain internal and external networks
-Chief resource officer (CRO) Manage outsourcing relationships

_"_mcwm 8.1 .H_um. CIO’s lieutenants.

1S g»ﬂw%o-.m )
Under the CIO and his or her lieutenants are IS managers. While the strategists
set a direction for the enterprise, the managers implement the strategy. 1S man-
agers lead systems implementation projects and various IT departmental efforts.
They must understand both sides of the technology/business fence and closely align
themselves with the general managers of the enterprise. They also must understand
both the big picture and the details of the operation. For example, in an Oracle
General Ledger implementation project, an IS manager might assume responsi-
bility for budget, progress, problem resolution, and contract issues. He or she would
ensure that project operations reflect strategic directions set at the executive level,
The business counterpart to the IS manager is the general manager. General
managers set business strategy, identify business opportunities, and, most impor-
tantly from an IS perspective, work with IS managers to implement those strate-
gies. A partnership between general managers and IS managers is essential if IT
is to fulfil'its role as a strategic business enabler. To use the example of the Oracle
implementation cited above, a general manager would work with the IS manager
to solve such problems as a lack of sufficient detail in the general ledger system or
software bugs that prevent the production of key reports.

Systems Developers

Systems developers write new software applications, upgrade existing ones, and
‘maintain current systems. They come with a broad skill set, but typically need pro-
gramming abilities, an understanding of general business concepts, familiarity with
systems development and related lifecycle methodologies, creative problem-solving
talents, and cross-technology knowledge. In the Oracle General Ledger imple-
mentation project, the systems developer would code modifications to various
Oracle application modules and interfaces with legacy systems, as well as solve tech-

Understanding the MIS Organization < 167

Business Analysts , ‘

Business analysts translate business requirements into implementable IT solutions.
They work closely with business leaders and systems developers to ensure coordi-
nated development and maintenance efforts. Business analysts’ skills include an
understanding of core business requirements, an equivalent understanding of the
technological possibilities at hand, and the ability to communicate effectively at all
levels of the IS and business organizations. In the Oracle implementation project,
a business analyst would manage the defining of operations, the gathering and map-
ping of business requirements, and the delivery of solutions to the business customer.

Database Administrators : .

Database administrators (DBAs) implement and maintain the software and hard-
ware that houses networked business applications and data. They keep the systems
running smoothly. It is often said that the best DBAs are never seen, since DBAs
typically surface when problems occur. A DBAS skill set focuses on technology—
specifically, multiple operating systems, hardware products and services, program-

‘ming languages, networking, telecommunications, and other technologies that utilize

databases. In the Oracle implementation project, the DBA would build the relational
database management system (RDBMS), install software .mbm server upgrades,
develop system backups, and troubleshoot development and production problems.

Operations Personnel

These men and women run, monitor, and maintain the production hardware and
software applications within an IS organization. They are often found in data cen-
ters, where mainframes or servers are housed. Their skills vary but typically involve -
specialized knowledge of hardware or software sufficient to monitor and maintain
it. Operations personnel often possess such detailed knowledge that they are con-
sulted about the adoption of emerging technologies. In our running example, an

- operations person would take over most server monitoring responsibilities once the

general ledger system was implemented.

Support mvowm.o.ubm—, ‘ ‘
Support personnel fill roles thoughout the IS organization, including the help desk,

* project management, and desktop services. Their skills vary. In the Oracle exam-

ple, support personnel might take responsibility for recruiting new project team
members, installing new PCs and software for them, and developing a process for
providing product support to business system users. :

Developers .

Most organizations have a group dedicated to developing new processes, method-
ologies, products, and services. People in these groups often employ multidisci-
plinary skills to develop or identify next-generation products. They may form
cross-functional teams to better meet the needs of a particular development effort.
They might develop a new project management system for use in our general ledger
implementation effort. This system would feature a software component, but also
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swrswmaﬁ Web Designer, Web Developer, and Other Web-Based Roles
- With the proliferation of the Internet into just about every aspect of business comes
a new series of roles for most IS organizations. Many do similar functions to those
described above, only they focus on the Web. However, with the Web comes a new
type of responsibility for IS organizations, namely to build systems that are both
seen by internal employees and external customers, shareholders, and others. That
means systems must be designed, developed, and managed differently. And that

responsibility falls on the IS organization. A webmaster is typically the top person -

in the organization who bears the primary responsibility for all web activities. This
person is typically one of the early adopters of the Web, and has extensive knowl-
edge in many areas including coding, design, hyper-linking, and web trends. The
.,.zmv designer is the person who designs the interfaces for each web page, and typ-
ically Fﬁ some background in user interface design, graphic arts, or other visual
expertise. The web developer is the person who actually codes the web pages since
the developer has knowledge of Internet-based languages such as html, Java, and
C++ (see Chapter 7 for more on these technologies) and of the ﬁmormmo& mmor-
ground needed to put web pages on the servers. Other web-based roles crop up
m.mm:mb.m% as organizations seek ways to identify the individuals charged with
responsibility for their organization’s website. Many are given outrageous names

mco,r as czar of the Web (like a CIO only restricted to the Web), content guy AEmem
sure the content that needs to be on the web page is on the page), digital yenta
Au.s&nom matches between web specialists and organizations that bomm them), and
vibe evolver G.mmummmm new trends to put on the web). , u

..H.r.mwm are many other roles within an IS organization, including networking

MMMSMWMVHMH@_QEm:Smon %oz.miﬁmb? and vendor-relationship specialists. The
implifie organization chart in Fi i i i
e onhips th mﬁ plzation shown in Figure 8.2 gives a view of the reporting

‘Chief
Information
Officer
- ]
& h 4 @ -
Chief Chief Chief
xsoi._maum Technology Network
Officer Officer Officer
Y v v
General
Managers > IS Managers
@ N Y
- e 3 e « _
ystems . ’
Developers/ W:m_:mwm Database _uM__‘._m_%,ﬂM_\ Oth
. nalysts Administrators er
\Um<m_ou¢a Operations :
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» INFORMATION SYSTEMS ORGANIZATION PROCESSES

The general manager needs to understand the processes internal to the IS group
in order to interact effectively with that group to accomplish businéss goals. Several
processes that typify most IS organizations are discussed in the following section.

Systems Development

The primary processes done by most IS organizations is that of developing systems.
Systems development itself will be discussed in more detail in Chapter 10, the chap-
ter on-project management. In general, designing and building systems is a core
process for most IS organizations. In some cases, it means analyzing needs, design-
ing the software, writing or coding the software, and testing to make sure the soft-
ware works and meets the business objectives. However, with the proliferation of
software companies offering a wide range of packages off the shelf, there is a trend
toward buying, rather than making, systems. In that case, systems development
processes identify and acquire outside software packages to fill a need for individ-
uals in the organizations. This process also includes installing the package and set-
ting any necessary options and parameters to ensure the system runs properly.

Systems Maintenance

Once installed, systems do not function entirely on their own. Many people work
toward their continued maintenance. For instance, once a general ledger system
is installed, support personnel or DBAs monitor the daily processing of transac-
tions and reports. Developers and business personnel address post-implementa-
tion needs, such as writing additional reports or reconciling system errors. Systems
developers provide upgrades as they become available. Business managers inter-
act with process managers to arrange access to new reports, or to report problems
they experience with systems functioning.

Data Center Operations

Data centers are common among enterprises that take a more centralized approach
to IS organization. The data center J%wo&wv\ houses large mainframe computers or
rows of servers. Most of the company’s data and business applications reside some-
where in the data center alongside remote-access technologies that connect the
enterprise to the outside world.

Data center personnel vary in skill, but most maintain familiarity with the nuts
and bolts of the installed hardware and software. Often, the most technical of peo-
ple can be found in data centers due to the mission-critical nature of the tech-

"nologies that reside there. :

General managers rarely have direct contact with data center personnel unless

they experience processing problems. Such problems are usually reported to IS
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Although these reports are sometimes m: :
s are ade electronically, lar;
require direct contact. A typical report looks similar to EME@ m%m.wnozmam often

Internet and Networking Services

Such H.mow.pbo_ommom mm intranets, extranets, web pages, and e-mail are becomin
mmmmmﬁ& in most business environments. General managers must interact with Hm
mewwmumcoz Bm.EVmQ who develop and maintain Internet capabilities. Since lev-
ese services will vary greatly with each organization, working with the right
MMGOM_ is essential. %mmd Internet business needs remain ambiguous unless the
neral manager and IS isi
e ger an staff can collaborate to develop a strong vision for the
In order to implement a successful website, the IS manager and the general
manager must agree on a team to support a variety of activities. At a minimum
mwowmmmom needed by an organization to run a robust web page include the site
I mm_mb process mb.m the site maintenance process. Increasingly, companies are con-
sidering outsourcing many of their web-based activities, which means that some-
one must manage and coordinate these services in order to ensure that the right
wwmomm Mﬁm provided. For .oxmBE@ should managers decide to use a web-based
ormamwvw ,M,Mw someone ﬂw either the IS organization or the business itself must be
) Bgm . . . §
charged with 1 ging the vendor, and with ensuring the appropriate level of serv-
Since the early 1980s, networks have g ting .
cet , grown tremendously, resulting in a growth
Mm Mmg_wagm groups as well. When there are problems connecting to %6 Honmm area
: Mm EMMQ AH._WMCV or when a new user needs to set up new PCs for a department
. orking group eventually processes the re t. This si v
ization is visible to most end 5@%. oest This side of the 15 o
:ngm_Mg.\om_abm groups design network architecture and build and maintain the
m:gMu in mw.mmgo.e.wm‘ keeping abreast of the latest technology and anticipating
future needs. Upgrading networks is often expensive and slow, so anticipating future
nee is an important concern. Networking people tend to be in high demand. The
e range of technologies on the market and the variable nature of networks

Problem - Description Resolution
Ticket#  of Problem  of Problem Contact mﬁmﬁcm« MM“MMM“MM.@
~ PR-17390 Job # 182 2200 hours—  Sally Closed - Delay did
, ended Problem Operator wm.mow et
abnormally detected rocessi
due toadisk 2300 hours— . .oMnmmEm
failure " Bad disk e
" replaced
2310 hours—
" Job restarted

FIGURE8.3 Morning problem report example.
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require personnel who can stay abreast of new technologies and understand how
to use them within a given network architecture.

" Often the set of processes that manage the physical telephone network is called
telecommunications. Although some may not realize that telecommunications falls
under the purview of IS, it constitutes a vitally important strategic concern.
Telephone systems, certain networking systems, and access to the Internet all may
fall under the rubric of telecommunications. And as new wireless technologies
become popular, they are managed by these processes. General managers should
concern themselves with telecommunications because the quality of service pro-
vided will affect the daily operations of the business. Telephones that do not work
or voice mail systems that lose messages can affect the bottom line. Moreover,

telecommunications costs are typically charged back to the business area cost center.

New Technology Introduction

Staying abreast of new technology is one of the most important functions an IS
organization can perform, yet it is sometimes neglected. Missing technology trends
gives the competition the chance to capitalize on new costs savings or sources of
revenue. IT has assumed such strategic importance in the enterprise that new tech-
nology deserves a particular focus within IS. _

New technology groups assess the costs and benefits of new technologies for
the enterprise. They are the way many innovations formally enter an organization.
The new technology group works closely with business groups to determine which
technologies can provide the greatest benefit and how the technologies might
impact the organization. Technology personnel stay abreast of trends through online
newsletters, @o&o&o&m, trade shows, product testing, and close relationships with

user groups and vendors.

Special Projects.

IS organizations are organized to anticipate most business requests, but frequently
requests require efforts beyond the scope and capacity of the current organization.
These special requests often spur the formation of special project teams. Typically,
such teams receive a fair mmm,nmo of autonomy within the organization, and they
focus solely on the project at hand. For example, under most circumstances, the
staff who maintains the current general ledger system cannot also implement a new
system. A different group can better address the special requirements and work-
load entailed. Typically, however, maintenance staff will transfer from their current
positions to be a part of the special project. A general manager will confer with IS
managers to set systems requirements and with project team members to address

mam_mamugmmvb requirements.

Resource 3»:3!32

Business projects often require support from personnel with very specific IS skills.
On occasions when these skills are not to be found within the IS organization,
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business managers must still rely on IS colleagues to aid in the search outside the
organization. Sometimes, IS personnel directly manage all hiring or contracting for

the required services because they can leverage specialized knowledge of contract

labor houses or negotiated outsourcing relationships.

General Support

Processes in place to support day-to-day business operations vary depending on the
size of the enterprise and the levels of support required. Typically, support requests
are centralized so they can be tracked for quality-control purposes. This central-
ization simplifies the interaction between business and IS. Often, a central support
desk dispatches support personnel to address the problem at hand.

Often IS organizations maintain first client contact through a centralized help
desk even for such diverse services as networking and telecommunications. The
help desk serves as the primary point of contact for technical questions and prob-
lem reporting. Centralizing help desk activities allows IS managers to track per-
formance and results more efficiently. It also gives business people a single phone
number or e-mail address to remember in times of need.

Help desks are not usually manned by people who will solve the problem. Help |

desk personnel collect pertinent information, record it, determine its priority, con-
tact the appropriate support personnel, and follow up with the business contacts
with updates or resolution information. For help beyond daily support, most organ-
izations also maintain a customer service request (CSR) process. A paper or elec-
tronic form is used to allow a business person to describe the nature of the request,
its priority, the contact point, and the appropriate cost center. CSRs initiate much
of the work in IS organizations. .

» WHAT TO EXPECT FROM INFORMATION SYSTEMS

Managers must learn what to expect from the IS organization so they can plan and
implement business strategy accordingly. A manager can expect six core activities:
anticipating new technologies, participating in setting and implementing strategic
goals, innovating current processes, managing supplier relationships, establishing
architecture platforms and standards, and managing human resources.”

Anticipating New ;._.mn____c_o__mnm

Technology moves at such break-neck speeds that for an enterprise to leverage
state-of-the art tools, IT must keep an eye toward the horizon. Doing so is not as
simple as saying, “We need the latest version of WareSoft Version 2.1.” IT must
weigh the risks and potential benefits of early adoption of technology. IT must
understand technology trends so that the enterprise does not invest heavily in new
technologies which quickly become obsolete or incompatible with other enterprise

7 Rockart, Jobn F., Michael ]. Earl, and Jeanne W. Ross. “Eight Imperatives for the New IT
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standards. This situation is not unlike the situation many found themselves in after
investing in the Beta format for VCRs, only to find themselves with useless equip-
ment and tapes when the VHS format became the de facto standard. To correctly
assess the enterprise’s needs, business and IS staff must work closely to evaluate
which technologies will advance the business strategy. It is the job of the IS depart-
ment to scout new technology trends and help the business integrate them into
planning and operations.

Strategic Direction

IS staff can enable business managers to achieve strategic goals by acting as con-
sultants or by teaching them about developing technologies. As consultants, IS can
advise managers on best practices within IT and work with them to develop IT-
enhanced solutions to business problems. For example, Jim Dowling, the director
of corporate information systems at Bose Corporation, designated more than «oo
of his IT personnel as internal IT consultants.3 He asked them to fulfill a role sim-
ilar to that of external consultants in that they understand and address both tech-
nical and business issues. As consultants, they act with a degree of autonomy from
the current IT organization; their:status provides them E:a:& mmﬁ?&q in order
to move quickly and, ultimately, save money. - ,

IS personnel also educate managers about current technologies as well as IT
trends. Sharing business and technical knowledge between groups encourages bet-
ter, more informed decisions across the enterprise.

Process Innovation

IT staff should work with managers to innovate processes that can benefit from
technological solutions. Such solutions can range from installing voice mail to net-
working personal computers or automating general ledger transactions. w:&.bmmm
process reviews usually begin with a survey of best practices. IT becomes an inte-
gral component of new processes designed for the enterprise. Thus, IS mvmnmoaﬁmﬂ
can play a crucial role by designing systems that facilitate these new ways of doing

business.

Internal Partnerships

No longer anonymous techies, IS staff are partners in moving the enterprise for-
ward. IS staff must seek to initiate, foster, and grow strong partnerships with their
business colleagues. Greg Walton, vice president and CIO at Carilion mmm&r
System in Roanoke, Virginia, for instance, stations his internal consultants within
the enterprise business units.® Thus, Carilion’s IT professionals both represent

8 Horowitz, Alan S. “IS Ambassadors.” Computerworld, r:wn\\égooswﬁwgoim.ooa\roim\
features.nsf/all/980420mgt, April 20, 1998.
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business concerns to the IS organization and IS concerns to the business leaders.
This tighter relationship improves integration between systems and business.

Supplier Management

As more companies adopt outsourcing as a means of controlling IT costs and acquir-
ing “best of breed” capabilities, managing these supplier relationships becomes
increasingly important. IS must maximize the benefit of these relationships to the
enterprise and pre-empt problems that might occur. Failure in this regard could

result in deteriorating quality of service, loss of competitive advantages, costly con-

tract disputes, low morale, and loss of key personnel.

One of the most famous illustrations of supplier management derives from the
experience of an originator of the concept: the Eastman Kodak Company. In 1989,
Kodak outsourced its data center operations to IBM, its network to Digital
Equipment Company, and its desktop supply and support operations to
Businessland.!® Kodak managed these relationships through strategic alliances.!!
Kodak retained IS staff to act on behalf of its business personnel with outsource
vendors. Vendor contracts created incentives for new investment in technology and
provided enough flexibility to encourage quick problem resolution. Vendors made
fair profits and received additional business if they performed well. Within a cou-

 ple of years, Kodak’s capital expenditures attributable to computing dropped by 90
percent.}? Its approach to supplier management became a model emulated by
OODMMHWWH& Bank, General Dynamics, Continental Airlines, and National Car
Rental. o :

Architecture and Standards

Given the complex nature of IT in the enterprise, the role of IS in developing, main-
taining, and communicating standards is critical. Failure could mean increased
maintenance costs due to incompatibilities between platforms, redundant or incor-
rect data, and slow processing. For example, precise naming standards are crucial
in implementing a new data warehouse or accounts payable system. Even small
variations in invoice entries—the difference between showing a payment to “IBM,”
“LB.M.,” or “International Business Machines”—could yield incomplete informa-
tion when business managers query the data warehouse to understand how much

was paid to the vendor in a given period. Inconsistent data undermines the integrity

of a data warehouse.

10 ppplegate, L. and R. Montealegre. “Eastman Kodak Co: Managing Information Systems Through
Strategic Alliances.” HBS case no. 192030, September 1995.

11 DiRomualdo, Anthony, and Vijay Gurbaxani. “Strategic Intent for IT Outsourcing,” Sloan
Management Review, June 22, 1998.
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Human Resource Management

IS must manage its own resources. Doing so means providing sufficient business
and technical training so that staff can perform effectively and retain their value to
the enterprise. Additional human resource activities include hiring and firing, track-
ing time, and managing budgets, operations, and projects. Since most IS organi-
zations lack thieir own human resource departments, individual managers bear these
responsibilities. :

Most IS activities fall within the categories described in this section. In addi-
tion, however, business managers can expect the user management activities shown

in Figure 8.4. :

» WHAT THE INFORMATION SYSTEMS ORGANIZATION
DOES NOT DO

‘This chapter has presented typical roles and processes for IS organizations.

Although most IS professionals are asked to do a wide range of tasks for their organ-
ization, in reality there are many tasks the IS organization should not do. Clearly,
the IS organization does not directly do other core business functions such as sell-
ing, manufacturing, accounting, etc. But sometimes managers of these functions
inadvertently delegate key operational decisions to the IS organization. When gen-
eral managers ask the IS professional to build an information system for their organ-
ization and don’t become an active partner in the design of that system, they are
in effect turning over control of their business operations. Likewise, asking an IS
professional to implement a software package without partnering with that pro-
fessional to insure the package not only meets current needs, but future needs as
well, is ceding control. The IS organization does not design business processes.

As discussed in Chapter 4, the use of IS for strategic advantage, the general -
manager, not the IS professional, sets business strategy. However, again, in many
organizations, the general manager delegates critical technology decisions to the

. CIO, which in turn may limit the strategic options available to the firm. There is

a role for the IS professional in the discussion of strategy. That role is one of sug-
gesting technologies and applications that enable strategy, identifying limits to the
technologies and applications under consideration, and consulting with all those

Traditional IT Activities The New [T Activities User's Activities .
(often supplied through (often supplied by (Supplied by IS person on payroll
alfiances with vendors) MIS organization) in end user department)

¢ Data Center Management ¢ Architecture, Standards * Technology scanning

o Network Management - and Technology Planning and development

 Application Design, B ¢ |T Strategic Planning * Appiications Strategy
Development and * Process innovation * Choose and maintain
Malntenance * Vendor Management ﬂ%w %.N_F

. Hardware . i hal

" Promwamens, o o Assictatar o
Instaliation, vc_‘mo:w_ Devices
and Maintenance * |mplementation
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involved .é#w setting strategic direction to make sure they properly consider the
3_@. and impact of IS on the decisions they make. The IS organization does not set
business strategy. ,

» OUTSOURCING AND DECENTRALIZATION

IS Gmbmmma.oosmnouﬂ many of the same challenges other managers face in today’s
business environment. How IS managers address them will directly affect the work
of the general managers. The earlier example concerning naming standards illus-
trates this point. Since small decisions such as a standard spelling for “IBM” on ven-
dor payments can have far-réaching effects, larger decisions, especially strategic
MMMMVME mmwwﬂu%bw,\mz further. This section discusses two key issues: outsourcing and

Outsourcing

.mmzom the 1970s, IT managers have turned to outsourcing as an important weapon
in ﬁr.m battle to control costs. IT outsourcing means that an outside vendor Hos.ﬂmm
services traditionally provided by the internal MIS department. Over ﬁ%m ears
wwém,\mﬁ certain motives for outsourcing have changed. This section mxm:&uwm the
ano.d\ of outsourcing, models for outsourcing, its advantages and disadvantages
and issues to consider in deciding whether and how to outsource. e

"The classic model of outsourcing dictates that an enterprise should outsource
only those functions that do not give it competitive advantage. For instance, main-
frame computer maintenance and monitoring are not often considered core com-
petencies of an enterprise and therefore are often farmed to vendors such as
Computer Sciences Corporation or Electronic Data Systems. In the early days of
outsourcing, such contracts ran long term—often for 10 years or more m.:w zmv“&
outsourcers took over entire IS departments, including people mm:.me%E mbvm
management responsibility. This classic approach prevailed szmr most of the
1970s and 1980s, but then experienced a decline in popularity.

In the 1990s, outsourcing practices changed such that all IT became up for
grabs—including aspects that provide competitive mm<mbnmmm. As relationshi mw&w
outsourcers have become more sophisticated, companies rm<m‘nmm=Nmm mw%n even
such essential functions as customer service.are sometimes better managed b
experts M: ﬁm o:ﬁ@m. And the ubiquity of the Internet has spawned a series 0vm
WM.MM MWM wﬂ”ﬂﬂ Mw.wﬁoo providers (ASPs) who perform similar services using web-

- The first choice an enterprise faces about outsourcing is whether to pursue it
fully or selectively. As the term “full outsourcing” implies, an enterprise can out-
mQ.b,om all its IT functions from desktop services to software development. An enter-
prise would outsource everything if it does not view IT as a strategic advantage that
it needs to cultivate internally. Full outsourcing can free resources to be mEm_o ed
in areas that add greater value. It can also reduce overall cost per Qmﬁmoﬁ%b Mzm
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to size and economies of scale.1* Many companies outsource IT just so their man-
agers are able to focus attention on other business issues. Far example, in early
1998, the Connecticut state government outsourced all its IT assets, from desktop
PCs to mainframes.!® The state CIO, Rock Regan, wanted to fix Y2K problems,
standardize processing platforms, and cut costs. Regan’s particular budget goal was
to shrink his $200 million yearly IT expenditure by as much as 15 percent. He chose
full outsourcing because he knew that he could not compete in the marketplace
for the skilled professionals he needed to accomplish his I'T goals. Also, his under-
performing IT architecture cried out for a complete overhaul.

With selective outsourcing, an enterprise chooses which IT capabilities to retain .
in-house and which to give to an outsider. A “best-of-breed” approach is taken in
which suppliers are chosen for their expertise in specific technology areas. Although
an enterprise can acquire top-level skills and experience through such relationships,
the effort required to manage them grows tremendously with each new supplier.
Still. selective outsourcing gives greater flexibility and often better service due to
the competitive market.!® To illustrate, an enterprise might retain a web develop-
ment firm to handle electronic commerce and at the same time select a large out-
sourcer such as Perot Systems to assume mainframe maintenance. This approach,
also called “strategic sourcing,” has been adopted by ‘such firms as GM and
Southland Corporation. :

What factors drive companies to outsource? The most common is the need to
save costs. Outsourcing suppliers derive savings from economies of scale. They real-
ize these economies through centralized data centers, preferential contracts with
suppliers, and large pools of technical expertise. Most often, enterprises lack such
resources on a sufficient scale within their own IS departments. A single company
may need only 5000 PCs, but an outsourcer can negotiate a contract for 50,000 and
achieve a much lower unit cost. :

A second factor driving companies to outsource is that highly qualified IT staff
are difficult to retain. An employer must invest in continuous training so that IT
staff can keep current with marketplace technologies and also provide them
with competitive salaries. Current demand is such that a skilled IT professional
need not remain long in a .disadvantageous position. Large firms such as CSC,
E&Y, PWC, D&T, and Anderson Consulting draw many talented IT professionals,
who are then assigned to many different accounts. An outsourcer often can pro-
vide greater opportunity for training and advancement in IT than a single MIS
onmb,mNm&oc. i

Third, by bringing in outside expertise, management often can focus less atten-
tion on IS operations and more on information itself. MIS department personnel
manage the relationships with outsourcers and are ultimately still responsible for
IS services. But outsourcers are separate businesses, not internal mmwmﬁsm:a.

14 Fjeld, Tom. “An Outsourcing Buyer’s Guide: Caveat Emptor.” CIO Magazine, April 1, 1997
15 Thibodeau, Patrick. “Connecticut Outsources the Works.” Ogﬁzaﬁse&. March 30, 1998.
16 Field, Tom. “An Outsourcing Buyer’s Guide: Caveat Emptor.” CIO Magazine, April 1, 1997.
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Managers are freed to devote their energies to areas that reflect core competen-
cies for the business.

Fourth, to the extent that outsourcers specialize in IS services, they are likely
to understand how to manage IS staff effectively. An outsourcer often can offer IS
personnel a professional environment that a typical company cannot afford to build.
For example, a web designer would have responsibility for one website within a
company, but for multiple sites at an outsourcer. However, to ensure that staff sup-
porting a particular project are deployed to best advantage, the outsourcer and the
management of the client enterprise must maintain a close working relationship.

Fifth, so long as contract terms effectively address contingencies, the larger
resources of an outsourcer provide greater capacity on demand. For instance, at
year-end, outsourcers potentially can allocate additional mainframe capacity to
ensure timely completion of nightly processing, in a manner that would be impos-
sible for an enterprise running its own bare-bones data center. ‘

Finally, outsourcers generally provide access to larger pools of talent and more
current knowledge of advancing technologies. For example, many outsourcers had
vast experience solving Y2K problems, whereas IS staff within a single company
only had limited experience. The vendor’s experienced consultants were more read-
ily available to the marketplace than any comparably trained and experienced IT
professionals who might be recruitable for in-house employment. It becomes the
outsourcer’s responsibility to find, train, and retain this talent, not the in-house IS
managers. \

Opponents of outsourcing tend to site four disadvantages (see Figure 8.5). A
manager should consider each of these before making a decision about outsourc-
ing. Each can be mitigated with effective planning and ongoing management.

First, outsourcing requires that a company surrender a degree of control over
critical aspects of the enterprise. By turning over data center operations, for exam-

ple, a company puts itself at the mercy of an outsourcer’s ability to manage this func- -

tion effectively. A manager must choose an outsourcer carefully and negotiate terms
that will support an effective working relationship.

Second, outsourcing decisions can be difficult and expensive to reverse. Unless
experienced IT staff can ‘contribute elsewhere in the firm, outsourcing major IT
functions means staff will be lost either to the outsourcers or to other companies.
If an outsourcing relationship becomes difficult to manage, or if anticipated cost
savings are not realized, returning to an “in-sourced” status will require the enter-
prise to acquire the necessary infrastructure and staff.

Third, outsourcing contracts may not adequately anticipate new technological
capabilities. Outsourcers may not recommend so-called bleeding edge technolo-
gies for fear of losing money in the process of implementation and support, even

+ Abdication of control

« High switching costs

* Lack of technological innovation
* Loss of ownership
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if implementation would best serve the client. Thus, poorly planned outsourcing
risks a loss in IT flexibility. For example, some outsourcers were slow to adopt
Internet technologies for their clients because they feared the benefits would not
be as tangible as the costs of entering the market. This reluctance impinged on
clients’ ability to realize business strategies involving e-business.

Fourth, by surrendering IT functions, a company gives up any real potential
to develop them for competitive advantage—unless, of course, the outsourcing
agreement is sophisticated enough to comprehend developing such advantage in
tandem with the outsourcing company. However, even these partnerships poten-
tially compromise the advantage since ownership is shared with the outsourcer, and
the advantage may become available to the outsourcer’s other clients. Under many
circumstances, the outsourcer becomes the primary owner of any technological
solutions developed. And they allow the outsourcer to leverage the knowledge to
benefit other clients, possibly even competitors of the initial client.

Finally, contract terms may leave clients little recourse in terminating trou-
blesome vendor relationships. Outsourcers avoid entering relationships in which
they might face summary dismissal. Clients must ensure that contract terms allow
them the flexibility they require to manage and, if necessary, sever supplier
relationships. ‘ ‘

Outsourcing decisions must be made with adequate care and deliberation. The
steps outlined in Figure 8.6 are recommended when considering this option.

To illustrate the ins and outs of selective and full outsourcing, consider the case-
of a company that pursued both approaches. British Petroleum (BP) selected only
a few outsourcers with short-term contracts to meet its IT needs.!” BP awarded
Sema Group management of its data center, Science Applications International
Corporation its European IT facility management and company-wide applications
support, and Syncordia its telecommunications and telex networks. This arrange-
ment was selective in that BP chose each company for its particular expertise, but
full in that BP turned over a significant percentage of its IT to outsourcers. Thus,
it gained the benefits of best of breed and competitive pricing along with fewer

» Do not focus negotiation solely on price.

- Craft full life-cycle service contracts that occur in stages.

« Establish short-term supplier contracts.

+ Use multiple, best-of-breed suppliers.

« Develop skills in contract management.

« Carefully evaluate your company’s own capabilities.

- Thoroughly evaluate outsourcers’ capabilities.

« Choose an outsourcer whose capabilities complement yours.

« Base a choice on cultural fit as well as technical expertise.

« Determine whether a particular outsourcing relationship produces a net

benefit for your company.

FIGURE 86 Steps to avoid pitfalls.

17 Cross, J. “IT Outsourcing: British Petroleum.” Harvard Business Review, May-June 1995,
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contract management worries and the ability to develop long-term relationships.
BP encouraged the outsourcers to work together to provide high-quality services.

What were the results of BP's approach? The company saw its IT costs fall from
$360 million in 1989 to $132 million in 1994. At the same time, it gained more flex-
ible IT systems and higher-quality service. BP saw its IT staff shrink by 80 percent.
The remaining staff became internal consultants throughout the company. In fact,
BP is considering outsourcing its internal consultants to other companies. Not all
outsourcing arrangements are so successful, but BP illustrates the best case
scenario.

What is the future of outsourcing? Every enterprise faces different competi-
tive pressures. These factors shape how it will view IT and how it will decide to
leverage IT for the future. Most will need to outsource at least some IT functions.

How each enterprise chooses to manage its outsourced functions will be crucial to
its success.



