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1
Introduction

1.1 Purpose 

This Guide to Developing a Business Case is intended to be used by a project team in turning the initially posed problem statement into a supportable, validated business decision.  This Guide provides an overview of the tasks that must be performed to evaluate a project.  It outlines the structure and administration of the business case development team.  This Guide also describes the main elements that comprise the business case – the analysis of benefits and costs – and how to interpret these financial factors over time, with uncertainty, and in the face of alternative solutions to the problem statement.

A business case provides financial justification for an investment decision.  To effectively provide this justification it is critical that the process, scope, and biases of the business case developers be clearly understood and communicated.  This Guide describes a standard process for identifying and analyzing alternative solutions to meet the goals identified in the problem statement.  It is expected that the business case will be used throughout the life cycle of the project.  Specifically:

· This business case is used in the initial decision to invest in a project.

· It specifically guides the decision to select among alternative approaches.  

· The business case also is used to validate any proposed scope, schedule, or budget changes during the course of the project.  The business case should be a living document – as project or organization changes occur they should be reflected in updates to the business case. 

· Finally, the business case should be used to validate that planned benefits are realized at the completion of the project.  This information should be used in further decisions to sustain or enhance the solution.  This information should also be used to refine estimation of benefits and costs for future projects in the organization.

1.2 Objectives

A successful business case development effort should be correct, clear, unbiased, and efficient.  The specific objectives of this Business Case Development Guide are listed below.

· Correctness – This Guide should lead to the development of business cases that accurately reflect the best estimates of future benefit and cost streams for each analyzed alternative.  All meaningful costs and all meaningful benefits should be included and validated against the best available data sources.  Uncertainty and variances in estimated values should be consistently captured and reported.  Intangible factors should be presented and analyzed consistently.

· Clarity – This Guide should produce business cases that are easily understood by all project stakeholders including project sponsors, project managers, process owners, and subject matter experts.  The project approach, analysis of alternatives, and recommended decisions should all be clearly presented.  There is significant complexity in understanding and presenting the impact of any large systems investment.  There is similar significant complexity in the financial analysis of alternatives.  This complexity should be managed in presenting the business case by carefully defining terms, approach, and results.

· Unbiased – all meaningful alternatives should be presented and analyzed in a consistent manner.  Where there are political considerations (and there always will be) and where there are simply greater awareness and comfort with some approaches and tools, these biases / experiences should be presented.  

· Efficient – There is considerable cost in developing a comprehensive and valid business case.  An objective of this Guide is to effectively manage the costs of developing the case.  Three keys to efficient business case development are:

· Drive efficiencies through organizational standardization and learning.  Use a common process, tools, and metrics repository for all business cases developed in an organization.  Base these common processes and tools on proven best practices.

· Fund business case development (as well as the overall project) in an incremental and iterative manner.  Define checkpoints and tollgates for the project that enable sponsor review and redirection of effort and expenses.

· Understand the inherent costs of information acquisition that drive the business case decision process.  The only way to confirm all costs and benefits for each alternative is to implement all alternatives – which is not only too costly, but generally impossible.  Recognize which benefits and costs drive the financial model and focus efforts on clarifying these critical cost or benefit drivers.  Look for proven solutions that validate benefits and cost estimations and seek to emulate those solutions.  Understand what is truly unique and innovative about the current business problem and manage this innovation aggressively.

The goal of this Business Case Development Guide is to proactively identify and analyze expected benefits and costs early in the project and throughout the project’s lifecycle in order to make the correct investment decision, to select among alternative approaches, and to avoid surprises.  As shown in Figure -1 below, the effective development of any business case is a trade-off between time and budget vs. accuracy.  This Figure shows higher variance of estimates (that is, the range between the lowest and highest estimates) earlier in the estimation process and that variance reduces as the estimation process progresses
.  

Understanding the significance of accuracy is critical to managing the business case development effort.  Note that while correctness is a primary objective of this Guide, accuracy is not.  As stated, the only way to guaranty accuracy of benefit and cost estimates is to implement all alternatives.  Instead this Guide drives the development of business cases that clearly capture and present the accuracy of benefit and cost estimates and that enable evaluation of alternatives based on the projected uncertainty.  
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Figure 1 – Estimation Approach and Accuracy across a Project Life Cycle 

Reprinted from Successful Estimating Methods from Concept to Bid, by John D. Bledsoe (Robert S. Means Co:  1992), p. 4.

1.3 Scope & Context

Business case development occurs in the Initiation Phase of the project.  It follows the organizational approval of the Problem Statement.  Development of the business case can require a significant amount of time and resources depending on the size and complexity of the business problem / opportunity.  Minimally, there is a need to translate the relatively informal problem statement into a formal set of parameters and metrics that allow financial measurement and analysis.  These measures should be confirmed and validated to a reasonable level – basically, that level that supports the project sponsors in making effective decisions as to whether to continue investment in the project and which alternative to pursue.  The business case typically is directly incorporated (by reference) in the Project Charter.  As such, it provides context for and bounds the project approach.  The business case also sets the framework for measuring eventual project success.  The business case also should be used to validate any change requests that have schedule, budget, or functional implications.

1.4 Guiding Principles

In order to be successful, the principles listed below guide the use and implementation of the Business Case Development Process that is described in detail in section 5.0 of this document. 

· Decisions will not be revisited once made (unless substantively new facts become available).

· Escalation of issues follows a defined and controlled process.

· A single owner is assigned responsibility for each development task even if several people work on the task.

· Work and communicate progress on highest impact alternatives, benefits, and risks first.

· Set realistic due dates and then work to meet the dates.

· Mitigate issues at the appropriate level (i.e., program, team, sub-team).

· Document the planned data sources and evaluation approach.  This documentation serves as a key component of the decision process.  

· Identify and communicate any biases or pre-existing knowledge / relationships that impact the analysis and decision process.  

1.5 Outline of this Document and Supporting Documents and Tools
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This Business Case Development Guide should be used in concert with the separate templates and examples to drive the development of business cases.   

Figure 2 – Business Case Development Tools 

Descriptions of each of these tools and templates are defined in the following table.

Table 1 – Business Case Development Tools

	Document
	Description

	Business Case Development Guide
	Defines the process for creating a business case.

	Business Case Template Document
	Predefined form for capturing and presenting a business case.  This document provides sections for capturing textual description of the project and for inserting charts and tables from the financial model captured in the business case template spreadsheet.

	Business Case Template Spreadsheet
	Predefined form for capturing and presenting financial model of the business case and major alternative solutions.  The spreadsheet includes key financial analysis models as well as statistical models for analyzing the impact of uncertainty and variances in estimates.

	Sample Business Cases
	Examples of completed business cases that serve as guidance for developing new business cases.  Note that as new business cases are created they should be captured in this repository and made available to guide future business case development.

	Benefits and Costs Metrics Repository
	Estimates and, where available, actual costs and benefits derived from projects that serve as benchmark targets to emulate in future business case development.


1.6 Reference Documents

This Business Case Development Guide builds on a wealth of standards, examples, and guidelines that are available in the commercial and government sectors.  These include:

· OMB Circular A-94, Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs.  http://www.whitehouse.gov/OMB/circulars/a094/a094.pdf 

· OMB Circular A-76, Performance of Commercial Activities.  http://www.whitehouse.gov/OMB/circulars/a076.pdf
· OMB Circular A-130, Management of Federal Information Resources.  http://www.whitehouse.gov/omb/circulars/a130/a130trans4.html 

· NIH IT Management Guide.  http://irm.cit.nih.gov/itmra/itmgmtgd.html
· VA Information Technology Capital Investment Guide (specifically Appendix F, Cost Benefit Analysis Guide).  http://www.va.gov/oirm/ITplanning/IT_Capital_Investment_Guide.asp 

· Making Hard Decisions with DecisionTools Suite.  Robert T. Clemen, Terry Reilly, and Terence Reilly.  (Duxbury Press, 2000).

· Cost Estimation, From Concept to Bid.  John D. Bledsoe, (R.S. Means, 1992).

· The Business Case Guide, 2nd edition, Marty Schmidt, Solution Matrix, (www.solutionmatrix.com).

· Numerous sample business cases.

2 Overview of the approach to developing a business case 

2.1 Identify and Estimate Key Alternative Solutions

Business case development is a process of analyzing the objectives defined in the given Problem Statement to derive quantifiable as well as qualitative benefits and to determine likely costs under alternative “solution” scenarios.  The business case should provide convincing evidence that justifies an investment decision.   To be convincing the benefits and costs should be credible, unbiased, and presented in a format that follows financial, accounting, and statistical standards and norms.  

Creating an effective business case requires an understanding of the “as-is” / “business as usual” scenario, as well as of alternative prospective scenarios.  This requires a team that has adequate knowledge of existing operational processes and metrics, an understanding of organizational goals, vision, and strategy, and an ability to incorporate and assess existing, proven solutions from other organizations and, if reasonable, to envision innovative solutions.  For each potential solution to the problem, the team must be able to identify benefits and costs, and to analyze these financial metrics to create the business case.

In evaluating each alternative solution, the business case development team must determine which estimation approach is available and valid and then build the cost / benefit model using the best available data sources.  As indicated in Figure-1 above, standard estimation approaches include project comparison estimates, “parametric” estimation models (for example, based on number of customers, users, sales orders, lines-of-code, etc.), and “bottom-up” assembly and system estimates.  A key source of error in estimating benefits and costs, and of the resulting business cases, is presenting overly detailed estimation models that are not supportable.  

The team should follow a disciplined approach in identifying comparable, benchmark solutions and in then translating the benefit and cost metrics from those projects to the current project.  Emulating proven solutions in comparable organizations that match the problem statement provides a highly credible basis for decision-making.  Where emulation is not possible, and innovation is called for, recognize the increased risk and validate alternative solutions more comprehensively.  

2.2 Address Modeling Complexities

Developing a business case requires expertise in financial modeling and presentation of financial model results as well as in the underlying core business process and organizational knowledge.  Key concerns that must be addressed by the team in developing the business case are:

· to effectively quantify project benefits and costs (e.g., increased revenue or decreased operational costs that lead to increased cash flow or economic value add).  This is especially difficult where benefits or costs are “intangible” or very difficult to measure quantitatively.

· to categorize these metrics in a manner that is consistent with organizational financial reporting standards (such as matching chart of accounts).  This rationalization of costs and benefits is critical to validating the business plan by measuring actual organizational results.

· to address tax implications, as well as recognizing capitalization and financing alternatives.  There can be significant cash flow implications of tax or lease alternatives that impact the validity of the business case.

· to predict time periods in which cash flows will be realized.  This can greatly affect the validity of a business case as well as the analysis of alternative solutions that differ based on time period in which costs or benefits will be experienced.

· to address inflation and time-value-of-money issues with appropriate discounting approaches.

The financial modeling must also address the sensitivity of the business case.  Both benefits and costs are estimates under uncertainty, and this uncertainty should be directly presented in the resulting report to guide the investment decision.  Ideally each uncertain estimate should be represented by the likely distribution of expected values.  This enables static and dynamic analysis of the model to confirm the likelihood that the selected alternative solution meets the businesses goals.  Note that a more certain alternative that has a lower expected return may be preferable to an organization than an alternative that has higher excepted return but more uncertainty.  

2.3 Manage the Business Case Development “Project”

The development of the business case is itself a “mini-project” and should be governed by the same investment justification process as the “real project”.  There should be a defined schedule and budget for creation of the business case, with defined checkpoints for completing and reviewing key deliverables and making ongoing “go / no go” decisions.  Ideally the business case development process follows a spiral, incremental and iterative process.  There is a significant cost in increasing the quality and reducing the uncertainty (variance) of the benefit and cost metrics for each alternative scenario investigated.   This business case development cost needs to be justified against the potential benefits of improving the decision making process.  In making the decision as to how much money, effort, and time to spend on refining a business case it is important to remember that the only certain benefit and cost data are available only after the project is completed and is operational (and then only for the alternative selected).  

Ultimately, the value of the business case is driven from both “being right” and from following a process that leads the team and sponsors to effective decision-making.  A bad decision process may lead to correct results, but this is less likely and in any case not defensible.  In large, complex capital investment decisions best practices and organizational mandates require the use of disciplined, business case analysis.  Providing decision makers with a clear understanding of the range of potential alternatives and with a disciplined presentation of potential benefits and costs of each alternative is necessary.

3 Staffing Business Case Development

3.1 Team Organization

In authorizing the decision to develop a business case, the Steering Committee must assign and authorize a project manager to lead the business case development.  Note that this need not be the same project manager who will be responsible for project implementation should the project proceed to that phase.  The project manager needs sufficiently skilled resources to identify and analyze alternative solutions, to model prospective benefits and costs, and to present the business case to the steering committee and other project sponsors.

[image: image6.wmf]Initiation

Acquisition

Implementation

Sustainment

Continuous 

Improvement

Initial

Business 

Case

What

Why

Impacts*

•

Approval

•

Process Changes

•

Estimates 

costs/benefits

•

High

-

level 

requirements 

definition and 

analysis of 

alternatives 

(

AoA

)

•

Iterative 

updates based 

on high

-

level 

requirements 

and 

AoA

Updated 

Business 

Case

•

Scope Changes

•

Significant 

changes in 

assumptions & 

risks

•

Updated 

costs/benefits & 

timeline

•

Proposed RICE 

requirements

•

Changes to:

–

Costs

–

Timelines

–

Benefits/ROI

–

Assumptions

–

Risks

Updated 

Business 

Case

•

Scope Changes

•

Significant 

changes in 

assumptions & 

risks 

•

Actual 

costs/benefits & 

timeline 

•

Approved RICE 

requirements

•

Changes to:

–

Costs

–

Timelines

–

Benefits/ROI

–

Assumptions

–

Risks

Business 

Case 

Validation

•

Validation against 

Business Case:

–

Cost targets

–

Benefits/ROI

–

Document lessons 

learned

–

Planned vs. actual

*Use BCA to assess cost/benefits of significant changes to the p

rogram


Figure 3 – Business Case Development Team Organization 

3.2 Roles and Responsibilities

3.2.1 Business Case Project Manager  

The Business Case Project Manager has overall responsibility for the business case development process.  This manager has responsibility to meet schedule and budget expectations and to deliver a valid business case that presents the benefit and cost impact of alternative solutions to the business problem.  Specific responsibilities include the following activities.

· Develop the project Business Case by customizing the word and spreadsheet document templates.

· Create and maintain the business case development project plan.

· Manage project resources to meet schedule and budget expectations.  

· Identify any need to use external resources – in particular, to make use of externally available benchmark information or Requests for Information to guide the identification and validation of alternative solutions.

· Manage scope of the business case development project by determining the range of alternatives solutions considered, the level of depth of estimates of benefits and costs analyzed, and the modeling and presentational detail.

· Escalate risk and issues to the steering committee as required.

3.2.2 Process Subject Matter Experts  

The Process Subject Matter Experts are responsible for clarifying the presented problem statement, identifying alternative solutions, and estimating the benefits and costs of the alternative solutions.  Specific responsibilities include the following activities.

· Assist in developing the project Business Case by customizing the word and spreadsheet document templates.

· Identify alternative solutions in cooperation with the team.

· Confirm compatibility of alternative solutions by assessing and communicating the existing organizational processes and adaptability to change as well as alignment with defined and approved enterprise business process architectures.

· Assist in estimating costs and benefits for each alternative analyzed.  

3.2.3 Technical Analyst  

The Technical Analyst is responsible for assessing alternative solutions to ensure there is compatibility with the organizations enterprise technical architecture and strategy.  The Technical Analyst should also support the identification of alternative solutions and the estimation of costs and benefits for each alternative analyzed.  Specific responsibilities include the following activities.

· Assist in developing the project Business Case by customizing the word and spreadsheet document templates.

· Identify alternative solutions in cooperation with the team.

· Confirm compatibility of alternative solutions with existing technical infrastructure and planned enterprise technical architecture frameworks and strategies.  

· Assist in estimating costs and benefits for each alternative analyzed.  

3.2.4 Financial / Budget Analyst

The Financial / Budget Analyst is responsible for the quantitative analysis of the benefit / cost model.  This analyst should have specific project experience in performing budget preparation and analysis.  The analyst should have specific training and / or experience in modeling uncertain results, including the use of sensitivity analysis, Monte Carlo simulation, and decision trees. Specific responsibilities include the following activities.

· Develop the project Business Case spreadsheets for each alternative by customizing the spreadsheet document templates.

· Produce tables and charts that correctly reflect analysis results for presentation.

· Communicate analysis results to team members and sponsors. 

4 Funding and governance of business case development 

4.1 Business Case Development Project Charter  

The steering committee should establish clear expectations of the schedule, budget, and scope of alternatives to be analyzed when authorizing the business case development team.  This should be done in the form of a “mini-charter” for the sub-project.  This charter should clearly establish overall budget, key milestones, and planned checkpoints.  

While the primary deliverable is the business case itself, the open issue is how many alternatives and what level of depth of assessment to analyze each alternative. The business case should be revalidated throughout the project as prospective benefits and actual and expected costs are better understood.  This is demonstrated in the following Figure.
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Figure 4 – Iterative Business Case Development in the Project Life Cycle

The other key issue that should be addressed in the charter for developing the business case is to identify any constraints.  Specifically, if there are considerations that support one solution over another or that eliminate certain approaches then these constraints should be directly communicated to avoid unnecessary effort and misdirected work on the part of the business case development team.

5 The business case development Process

Note that descriptions in italics below refer to use of the provided word and spreadsheet templates.  See these template documents for further guidance on usage.

5.1 Stand the business case project team

5.1.1. Form business case development team.  Validate the expertise and availability of team members and their ability to meet schedule and budget constraints.  Provide training or add staff as required.  

5.1.2. Confirm understanding of problem / opportunity statement.  The problem statement should identify organizational objectives and provide a basis for mapping to measurable key performance indicators.  The problem statement should fit into the defined and approved enterprise architectural plan.

5.1.3. Develop detailed schedule for business case development.  Create work breakdown structure and assign resources and schedule activities.  Establish standard status, issue, and risk management reporting and escalation processes.

5.2 Identify potential solution scenarios

5.2.1. Identify comparable solutions.   This could be for the solution as a whole or this could be for components of the solution.  Look with the organization, within the industry, as well as within other industries who deal with the same problem / process.  Sources could include primary research, secondary research (including the use of organization or industry metrics repositories), and vendor guidance (either informal or through RFIs).  Ensure that approach taken is consistent with the chartered budget and schedule.

5.2.2. Benchmark key benefits and costs from comparable solutions.  Capture validated metrics from these projects, including identifying any adjustments that would need to be reflected in the likely outcome for the current project.  These metrics should be validated against project type and industry norms.  

Note the BenefitsID sheet on the business case spreadsheet template as a guide for identifying some standard types of benefits and how the financial levers relate to operational levers which in turn drive critical success factors that can be measured as key performance indicators and specific metrics.

5.3 Develop primary and alternative solution scenarios 

5.3.1. Analyze each alternative to detail benefits and costs.  Note that in many cases the alternatives provide different approaches to accomplish the same business goal – in which case benefits may be constant for all alternatives and the decision is to find the lowest cost / risk approach.  In other instances, both benefits and costs may differ for each alternative.  Also note that the estimation process for benefits and costs has inherent degrees of accuracy as understanding moves from conceptual (estimates based on comparable projects), to high-level (estimates based on parametric models), to detailed (estimates based on bottom up, bill-of-materials).

5.3.2. Capture key assumptions in spreadsheet and validate financial model.  Capture the model of benefits and costs at the level of estimation desired.  This information should be captured in the template spreadsheet document Calculate resulting summary financial and investment results including discounted cash flow, cumulative cash flow, NPV, and IRR.  Develop charts to confirm and demonstrate results.

Note that each alternative should be captured in its own copy of the business case spreadsheet template document.  The benefits should be represented on the Revenue and Savings sheets.  Costs should be captured on the Project Capital, Project Expenses, and Incremental Ongoing Costs sheets.  Note that each of these sheets allows room to capture ballpark, parametric, and / or detailed assembly benefit and cost estimates.

The Cost Benefit Summary sheet provides the ability to indicate which estimation level is selected for each expense or benefit category.   These detailed estimates are summarized in the Cash Flow and ROI analysis sheets.  Additionally, standard charts are presented in the Chart sheet.

5.4 Assess overall business case and key alternatives.

5.4.1. Package analysis results for review by team.  The business case should be formally captured using the word document template.  

The introductory material (background, subject of the business case, purpose of the business case, governing mandates, and acknowledgements / credits) should be written early in the course of the business case development project.  Similarly, the methods and approach used should be captured as each alternative solution, estimation approach, and data source is identified. As the business impact is determined for each alternative draft results should be collected and documented in the template.  

5.4.2. Critically assess model.  Validate assumptions and differences across predicted outcome to confirm that results are credible and unbiased (or that biases are explicit).  Ensure that results are “reasonable”.  Identify any unexpected outcomes and reconcile differences from expectations to confirm the validity of results.  Ensure there is agreement within the business case development team, or that minority opinions are captured and acknowledged.

5.4.3. Determine whether further analysis is warranted.  If so repeat step 3.  If there is a clearly accepted result – either to not proceed or to proceed with a single alternative then continue to next step.  Alternatively, take next iteration through model to refine and revalidate results.

5.5 Address uncertainty in model for selected scenario(s)

5.5.1. Perform sensitivity analysis.  Identify impact of changes to key assumptions / parameters.  Develop tornado diagrams or similar sensitivity analysis to confirm validity of model.

Note the Input Tornado sheet captures key assumptions and allows the analyst to enter a range of values for each parameter.  The spreadsheet includes a Tornado diagramming macro that assesses the sensitivity of the model to the range of values for each key parameter.  If the resulting analysis indicates that results have significant potential to be out of the acceptable range, then revisit available alternatives and consider an alternate project approach.

5.5.2. Simulate potential outcomes.  Perform Monte Carlo analysis to confirm validity of model and improve understanding of range of potential project outcomes.

Note the Simulation sheet supports the execution of multiple trials of the business case model by sampling the key parameters across their defined distributions.  The results can easily be presented in a cumulative distribution chart that identifies the likelihood that expected results will or will not be met.  If the resulting analysis indicates that results have significant potential to be out of the acceptable range, then revisit available alternatives and consider an alternate project approach.

5.5.3. Determine whether further analysis is warranted.  If so repeat step 3 and 4. If there is a clearly accepted result – either to not proceed or to proceed with a single alternative then continue to next step.  Alternatively, take next iteration through model to refine and revalidate results.  Note that the selection of a particular alternative – or even to continue the project – may be greatly influenced by uncertainty.  By comparing not just the expected value, but also the likelihood of the range of outcomes a decision maker has a much better basis to form opinions.

5.6 Package and present results.

5.6.1. Capture results into standard business case template.  The report should incorporate the business case analysis as well as the detailed description of the method used to derive results.  

Complete the word document using the template.  Link or copy supporting tables and charts from the spreadsheet to support the decision process.  Complete the Executive Summary to summarize the investment decision and recommendations.

5.6.2. Develop additional slide decks if required for sponsor review and buy-in.
5.6.3. Present results.

5.6.4. Revise based on feedback.  If required repeat steps 3, 4, and 5.

5.7 Business case closeout.

5.7.1. Secure business case approval.  Capture sponsor acceptance forms and save final documents in project library.

5.7.2. Prepare results for future project use.  The Business Case is used in Acquisition Strategy planning as well as for incorporation into the Project Charter.  Ensure the Business case is available to all project personnel as needed.  

5.7.3. Add any captured metrics into organizational metrics repository.  Provide the completed business case as well as any metrics captured through the business case development process for use by other projects in the organization.

6 Performance Measures

The business case development team should establish performance measurements to validate the efficiency and effectiveness of the business case development task.  These measures should be periodically reviewed to support the organization’s continuous improvement process.

Table 2 – Business Case Development Metrics

	Measure
	Goal
	Formula

	Budget and Schedule to develop business case
	Within authorized limits.

Consistent with organizational norms for projects of similar size.
	Internal and external budget

Hours of Effort
Duration in days

	Variance of estimated benefits and costs
	Consistent with organizational norms for projects of similar size;
	Range and standard deviation of objective function (NPV or DCF)

	Correctness of estimated benefits and costs
	Confirm investment decision
	Variance of actual results (benefits and costs) from estimates


Appendices
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� Note that while this diagram is based on construction cost estimation processes, it is directly analogous to the processes used to estimate both costs and benefits for information technology investments.  Initial estimates can be based on ballpark / comparable projects.  Much greater clarity can be derived from simple parametric estimates – for example, recognizing the benefit of an incremental reduction in call handling time on each customer service interaction.  Finally estimates are driven from detailed parts, materials, and labor work break down.  These final assembly estimates serve as a basis to measure actual benefits and costs realized if they match the organizations expense categories.  
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