However, changing the business processes
alone (enabled by the new system) is not
sufficient. New work practices and
organisational structures are required to
deliver the new technology-enabled business
process. This will require job role redefinition;
training to get new skills; and structuring
the team differently.

Performance measurement, rewards and
compensation, and management systems
need to be changed to reflect and reinforce
the new organisational requirements and
objectives.

Old culture — values, beliefs, attitudes,
behaviours, mindset, norms — must be
assessed and challenged to see which ones
are to be kept and built upon.

In other words, we have to take a holistic
approach to manage IT-enabled change.

Change is a learning process. Many
organisations realise that the ability to
orchestrate change cannot be bought, it must
be first learnt, and then developed by the
organisation. Successful change requires a
commitment to learning. After all, how can
an organization change and improve without
first learning something new?

Key questions for the CEO to ask:

e Have our recent change initiatives been
successful? Why? Why not?

» Have we managed change holistically?
e Do we instill a learning culture?

If we want to be one of the 30% that are
successful in managing change initiatives,

then we must learn how to manage change
holistically.
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Conclusion:

In a fast changing competitive landscape, it
is important that the CEO appreciates how
our customers themselves are deploying IT,
how competitors are using IT to attract
customers, and how technological advances
are influencing our industry. One of the
foundations of business strategy today is
understanding the technological context of
the marketplace. In today's technology-
driven marketplace, CEO and board
members with a deeper sense of the business
impact of technology may have better insight
into the future of a company than those who
have known the business for a long time.
But, rather than relying on resident experts
in IT exclusively, the CEO and the board
should grapple with these key questions
personally.

If this inaugural issue has raised more
questions than it has answered, well, that
was the intention. In ensuing issues of
CEOXchange, we will drill down on some
of the more specific CEO concerns.
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CEO Imperative:

Top 8 Questions CEO should be asking about
Information Technology

Information Technology (IT) is fast becoming a CEO and board-level concern. Not about
technology per se, but about its business use and strategic value.

CEO and board members have a fiduciary duty to safeguard critical assets and resources
of the company. Increasingly, these include IT assets and capabilities. We are today at a
watershed in terms of IT capability. The technologies underlying the Internet are re-
writing the business rules in the industry. This disruptive technology is providing "unfair"
advantage to a few companies on one hand, and bankrupt the ill-prepared on the other.

CEO and board members must familiarise themselves with IT's strategic potential in
order to appreciate its value and to leverage IT in their business strategy.

"Are we using IT strategically?” and "Are we getting value from IT?" Simple enough
questions. But ones which cannot be answered directly because the value of IT lies in
its use.

The following analysis takes a balanced-scorecard view to survey these issues and define
the critical questions for every CEO.

Disasters come in the most unimaginable
shapes and sizes and at the worst of times.
Power disruptions, fire, security breaches,
and sabotage are common situations that
may shut down your company’s systems for
hours or even weeks. In such situations, are
you able to continue your business operations
in full, in critical areas, or not at all?
Furthermore, how long can you hold on,
without losing your customers and your
business? Some firms have limited disaster
recovery plans and do not have business
continuity plans. How long does it take for
you to recover your systems, data, and
operational capabilities? What are the

7. What are our

The CEO and
board members
have a fiduciary
responsibility for
the company's
key assets. They
must ensure that IT capabilities are not just
adequate, but competitive.

IT capabilities include the IT infrastructure,
applications, the process of managing IT and
IT investments, people, and skills of the team.

Key questions for the CEO to ask:

e What is the role of our CIO (Chief
Information Officer)? If IT is critical

consequences if you cannot recover?
As the September 11 incident has shown, a
business that has taken many years to be
built can be destroyed overnight, if it does
not have recovery or continuity plans in
place. Is your business continuity plan
established? How can you be sure that the
plan works? Do you have a strong partnership
with your IT partner to ensure sufficient
coverage of business risks and reliable
execution of the plan? Do you periodically
test your firm’s disaster readiness?

If your plans for coping with disasters are
not yet established, it is imperative that you

IT capabil

to our business, is the CIO part of my
executive team? Is he involved in
discussion of strategic business issues?
Is he a catalyst of business change
through introduction of technology
enablers?

e How do we structure and govern our
IT organisation? Have we structured in
such a way that it will provide both
centralized and decentralized
capabilities?

e Do we have an enterprise infrastructure
to support our growth? Is it modular,
connectable, and scalable? These include
network infrastructure, e-mail systems,

8. How are we managing

As we near the
21st century there is a
massive need for business change.
Globalisation, deregulation, increasing
competition, increasing customer
expectation, and new technologies, just to
name a few.

|IT-enabled

Businesses are bad at changing themselves.
As many as 70% of corporate change
initiatives fail, either totally or in part.

Today, many corporations are going through
IT-enabled change — changes brought by
implementing information technology like
new ERP systems, Intranet for internal use,
e-commerce via Internet.

start with a business continuity assessment
right away. Distinguish the different
criticalities and risks in your business
operations, and develop clear procedures for
all the relevant scenarios in your business
continuity plan. Even if you have a disaster
recovery plan in place, ask fundamental
questions about whether the plan is up-to-
date in its coverage of today’s business risks,
and whether it is able to sustain your business
operations for much longer periods of time
than you are accustomed to. If disaster strikes,
the cost of being unprepared far outweighs
the cost of investing into business continuity
capabilities.

1ties?

desktop standards, information
architecture, business applications.

e Should we develop our own IT
organisation? Are we able to retain good
people? Or should we try to work with
best-in-class technology partners?

e Have we considered outsourcing?
Outsourcing will allow us to focus on
core business; give us ability to manage
technology change more effectively;
attract and retain excellent IT
professionals.

If the answers are vague to you, it may be
time for an IT Capability Audit.

change?

These changes have an impact on
business processes. For example, by
implementing a new ERP system, it may
introduce new ways of operating from
customer fulfilment to supplier
management. These ERP systems bring
with them new and best-practice
processes — the main reason why it was
implemented in the first place.



5. Are we exp|OItIng IT

{

Though IT is
very pervasive
= in our business
fabric, its full

potential has yet to be exploited.

Are we exploiting IT to bust paradigms of
constraints and change the rules of the game?
Busting the constraints of: space, distance,
time & people — are all possible through the
effective use of IT. The results: increased
effectiveness, efficiencies and customer service
levels.

ATM —an old technology — is a classic example
of how IT can bust the constraint of space
(banking facilities without bricks and mortar).
IT busts the constraint of distance (bringing
the bank closer to the customers). IT busts
the constraint of time (banking 24 hours, 7
days a week) to increase the convenience of
banking to the customers. IT busts the
constraint of people (banking without tellers).
E-Banking has gone one step further — instead
of you going to the bank, now, the bank comes
to you — anytime, anywhere.

AMAZON.COM has also revolutionised
the bookstore. It also busts the constraint of
space, distance, time and people via Internet
and e-business. You can buy books anytime,

to bust the paradigms?

anywhere from the world's largest virtual
bookstore at an attractive price with
guaranteed delivery. More importantly, it
has redefined competition.

Within the enterprise, IT can be applied
effectively to:

 standardise and integrate your business
processes;

e provide tighter control and transparency;
e improve cycle time and time-to-market;
e reduce manufacturing costs by better

inventory management and plant

utilisation;

e reduce cost by improving productivity
— higher accuracy, reduce redundancy.

With your extended enterprise — suppliers
and partners — IT can be applied to:

e tear-down inter-enterprise barriers by
streamlining the end-to-end supply chain;

« reduce transaction cost and reduce cycle
time;

e collaborate new product development;

e share information to improve
communications

IT-enabled reengineering of business
processes can bring you increased customer
service levels, effectiveness and efficiency.

IT can be leveraged to manage knowledge
of an enterprise — capture, codify, distill,
store, share both explicit and tacit knowledge.
Knowledge about customers, product and
competitors are critical assets.

Key questions for the CEO to ask:

e Are we exploiting IT to bust the
paradigms and change the rule of
competition?

e Are we harnessing IT to maximise
operational effectiveness and efficiency?

e Are we leveraging IT to manage and
share knowledge to increase
competitiveness?

Challenge your team to exploit IT to achieve
customer intimacy, operational excellence
and product leadership.

6. whatit d1Saster strikes?

The terrorist

attacks on

September

11, 2001

created a

social and

economic catastrophe of immense scale.
A few thousand lives were lost with the
collapse of the twin towers of the World
Trade Center in New York City. The many
financial firms at the World Trade Center
lost a few billion dollars’ worth of
technological equipment, including more
than ten thousand servers. Along with
that, huge amounts of data, intellectual
property, and professional skills were lost

forever. Some firms were completely
obliterated.

The outcomes for World Trade Center
companies that have the capability to cope
with the disaster contrasted with those for
companies that do not. Morgan Stanley,
the largest tenant at the twin towers, was
fully operational less than 48 hours after
the tragedy, after relocating to backup
facilities in New Jersey and Brooklyn.
Merrill Lynch, headquartered at the World
Financial Center adjacent to the twin
towers, was similarly able to switch critical
business functions to a backup command
center in New Jersey within minutes of

the attack. Many other financial firms at
the disaster site did not have the same
levels of preparedness.

Companies like Morgan Stanley and Merrill
Lynch demonstrated compelling cases for
disaster recovery and business continuity
planning. A disaster recovery plan helps the
firm to cope with a disaster in the short term,
and gets the firm’s most critical functions to
resume operations immediately. A business
continuity plan is a more comprehensive
approach that helps the firm to cope with
the disaster over the longer haul, and gets
the all of the firm’s functions to resume
operations as soon as possible.

Financial

Customer
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1. Are our IT projects on-track to Succeed?

The FoxMeyer
Corporation used
to be one of the
largest wholesale

drug distribution

companies in the US, with
more than US$5 billion in
annual revenue. Attempting to improve
its competitive position and prepare for
growth, it decided to implement an

Enterprise Resource Planning

(ERP) system. By 1997, after

FoxMeyer had invested two and a

half years of effort and more than

US$100 million, it failed in

delivering its promise. The

company fell into bankruptcy and

was acquired for a mere US$80

million.

Is this an extreme case? Clearly. Is this
unusual? Sadly, no.

Mobil Europe spent hundreds of millions
of dollars on its system only to abandon
it when its merger partner objected. Dell
Computer found that its system would not
fit its new, decentralised management

model. Dow Chemical spent seven years
and close to half a billion dollars
implementing a mainframe-based
enterprise system; now it has decided to
start over again on a client-server version.

Why these failures? Reasons are many.
Primary being failure to align technology
and business.

10%

Overrun Cancelled
55% 35%

Despite frequent failures, ERP systems
bring proven, tangible benefits to
organisations: improved capabilities and
significant cost reductions. Improved
capabilities often include best-practice
processes, integrated control, reduced cycle
time and improved service levels. Cost

reductions are based on reduced legacy
systems costs, decreased indirect, direct
costs and inventory costs.

ERP system is much more than mission-
critical. It has become enterprise-critical
— central in controlling and integrating
the core operations and processes of an
enterprise, on a day-to-day basis.

Many companies are in the middle
of ERP-related projects of
unprecedented size, cost,
complexity, risk and potential
business value. Many of these ERP
projects are struggling throughout
the world, including those in Asia
Pacific. They take too long, cost
too much and fail to deliver.
Independent market research (by
the Standish Group) revealed that the
average cost overrun was 178%; the
average schedule overrun was 230%; and
the average slide in functional
improvements was a 59% deficit. Worse
still, 35% of ERP projects got canceled;
55% overrun; and only 10% meet
corporate goals, on-time and on-budget.

On-time, On-budget, Meet Strategic Goals



For success, companies should follow six
principles that are specific to ERP
implementations:

e Focus on business drivers

e Build an integrated business model
e Choose an appropriate package

e Change the process not the package
e Get expert help

e Manage change holistically — strategy,
process, technology, people,
management systems and culture

In order to ensure the project does not
spin out of control — the CEO must be in
charge. CEO vigilance is essential. On-
going project monitoring is needed. A
regular independent audit does not hurt.

2. Have we considered

IT In our M&A?

According to the

Fortune magazine,

there were about 200 mergers a week in

1998. The mega deals included were:

US$86 billion between Exxon and Mobil;

US$73 billion between Travelers Group

and Citicorp; US$71 billion between Bell

Atlantic and GTE; US$40 billion between
Daimler-Benz and Chrysler etc.

IT assets and capabilities are part of the
business fabric. IT must be considered as
part of the major corporate initiatives:
Mergers, Acquisition and Divestment.

Ignoring IT considerations in M&A can
result in;

e Higher post-Merger or Acquisition
cost — caused by difficulty in
integrating the processes and systems
of the two firms and the cost of making
the systems acquired to Y2000 ready;

¢ Lost deals — caused by underestimating
the potential value of a Merger or
Acquisition when overlooking the fact
that new IT capabilities will help your
organisation to leap-frog;

The board should use its influence to
sustain the organisational momentum
behind key IT projects. Or alternatively,
kill off runaway projects before the price
tag gets too high.

Remember to question the project status
in your next business review.

e Under-valuing the Divestment —
neglecting the value of your own IT
assets and capabilities derived from
many years and millions of dollars in
investments;

* Not raising enough funds in the
capital markets — neglecting the IT
investment requirements.

Do not forget about IT in your next M&A,
or you will live to regret it.

3. arewe CO-Creating value

with our customers?

S

z

Dell Computer
creates Premier
Page (web page)

for any corporate
customer with more
than 400 employees. The

customer's approved employees configure
PCs online, pay for them, and track their
delivery status. About US$5 million of
Dell PCs are ordered this way every day.
Premier Page is not just good for
customers; it is also good for Dell. It cuts
Dell's costs by minimising ordering errors,
and it frees people to do things only
humans can do. Simply put, if a sales
representative is not bogged down chasing
purchase-order faxes, he will have more

time for talking face-to-face with
customers, and doing serious selling.

Cisco Systems uses the web to enable
customers to reduce downstream
installation costs by co-creating features
on the routers they purchase. Cisco Systems
generated about 40% of its US$3.8 billion
in 1998 revenue in part through the sale
of such co-created products.

Fiat, the Italian auto manufacturer, tested
its new design concept by inviting potential
customers to select from an array of features
via the Internet. More than 3,000 people
participated. As a result, Fiat was able to
capture valuable insights into the needs

and wants of a targeted consumer group.
Punto was produced — a car desired by its
targeted customers.

These are examples of how companies are
leveraging technology and partnering with
their customers to co-create customer-
value and build loyalty.

Customer-value is broadly defined as the
difference between "perceived benefit" and
"perceived cost". From the customer
perspective, there are five processes
involved in realising customer-value:
buying, using, disposing, integrating, and
co-creating. In the earlier example, Dell
delivers customer-value by making the

"buying" process convenient; enabling "co-
creation" of the end- product by the
customer; and selling low cost built-to-
order computers directly to the customers.
Co-creation, enabled by technology, is a
new source of customer-value. Co-creation
leads to customer delight and loyalty. Co-
creation adds a new dynamic to the
supplier-customer relationship by engaging

customers directly in the production and
delivery of customer value. Customers can
get involved at just about any stage of the
value chain.

Key question for the CEO to ask:

e Is there any opportunity for "co-
creation™ with our customers in our

4. Are we positioned for

e-business success?

Soon, every
business
will be an e-
business.
This trend is
sometimes
hard to notice, and perhaps even hard
to accept, given the roller-coaster
fortunes of e-business companies in
recent years. But e-business is fast
becoming a necessity, and not an option.
Increasingly, we are finding it difficult
or impossible not to use the Internet to
communicate or collaborate with our
customers, business partners, and our
own colleagues.

There has been much debate in
boardrooms and the popular press about
whether e-business is a passing fad or the
next big thing. The NASDAQ crash and
widespread demise of dotcom companies
certainly helped to tilt the debate in favour
of the pessimists. But strip away all the
hype that has distracted us from rational
decision making, discount the other
economic and political events that have
impeded the global economy in recent
years, and you will see that those who
make the right moves in e-business are
steadily winning the game.

Take Amazon.com — the poster child of
e-business — for example. The company
has grown and evolved from a pure-play

online bookseller to a sophisticated
retailing empire mixing clicks with
bricks, and books with toys, electronics,
kitchenware, and more. Amazon.com has
survived the dotcom hype to become one
of the most enduring e-business
companies today, clocking increasingly
better top and bottom lines quarter after
quarter. By practising continuous
innovation, exploiting its growing corpus
of knowledge about products and
customers, and creating new services and
business alliances all the time,
Amazon.com has been blazing a trail in
e-retailing that has left its competitors
— including some of the world’s largest
booksellers — far behind.

What we have witnessed in recent years
is, in reality, the rapid maturing of the
e-business paradigm. There has been
painful lessons but, thinking positively,
we can be glad that it took us only a few
short years to learn how we can make e-
business work for us. U.S. statistics
indicate that online retailing is now
growing 30%-40% a year, while offline
retailing is only growing about 4% a
year. Similar channel shifts would be
evident for online business-to-business
transactions. Online transactions today
can be as small as a box of paperclips
and as large as a US$40m airplane. Even
a little Californian town has been sold
on the Internet!

product and service development and
offering to increase customer value?

If you do not act, your competitors will
beat you to the punch.

Here are some key questions for the CEO
to ask:

e Are we keeping up with Internet
trends, and with what works and what
doesn’t in e-business models?

* Do we have an e-business vision and
strategy? Do we have a compelling
value proposition for exploiting online
channels for our business?

e Do we have a scalable and defensible
implementation plan for our e-
business strategy?

e Are our customers and business
partners ready to engage with us
online?

The bottom line is this — e-business is no
longer an option. Position for e-business
success before the competition outpaces
and outplaces you in your market. In the
online world, the competition is just a
click away, and can surprise you in a
different way every day. Embark on an
aggressive e-business agenda today, and
make it a core part of your company’s
strategy for growth and profitability.



