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Figure 1.1: Cost-benefit analysis as a sub-set of the business case
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1.2  Business analysis prior to IT investment
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Figure 1.2 The multi-dimensional high-level picture is then drilled-down for detail
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Figure 2.1 An overview of the IT Business case
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2.2  The elements of an IT business case

Risk – project and systems
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1, 2, 3 and 4 in the outcome space

represent different possible results, all of

which comply with the required objectives

of the proposed information system

Figure 2.2: Outcome space and formative evaluation
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Figure 2.4: The IT business case as a process
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Figure 3.1: Reiterative process of formative evaluation

��� '	�������
��	�
��������
������������#������!�����#����!��	��������!��!�	����!������	����!���
��� ��!��"��	��������	��������(���������������	������!���&���!��	��"
���!���� !��� �#����!��	� ���������� ��"��'����	�&��	!�!�!�#�� ��
&����!�!�#���#���	����	�����!����!����#����!��	�������������	!�	�$
������� �������(
�	�
�	�����!��������"���!��&��	!�!�!�#���	��&����!�!�#���#���	�����
 ��"������(�����"�	�	�������!�'�!���!��!����� ��!��"�!���'�����'����
�	�!�����!��'�����!��	��"�!����������	������������������	!��	������%
&��	!�!�!�#���������	#��!'�	!��!�!��!������������ �%���/����!��	��	
�	#��!'�	!��	��	�!� ����	!�#��������!�(�������������!��(������������$
��������	���!�����	���� !����(�������'�%����������!�������#�%�!% �
�#���	�����������!������ �	����!��&���!��		�������������������������
��'����!�&��	!�!�!�#�(�;�!��	�����!��	�!��!�����	�'�����!���������
��������� �	��	����	���	�	
�!����!��!�
������
	'�	!��!����!�/�������
'�	�
�'�	!���!�(����������������&����!�!�#�(�������� �	��	������+��!
����' ��!�	!����!���&��	!�!�!�#�� ��!��"�!����������	��������(
.�!���
�� !��� �������	���� ����� ��� 
�	�����%� �	�%� �������� �!� !��
��!��!��"�!��� ��+��!���!���	������#��������	�'�����"�!�'��(��	�"��!��!
'�%������
����!��!�!����������	���������������������#�������!�����
'�+���'����!�	������	
� !��� ��+��!(����������������� ��������� $
 ������!��!�����#�����"�!����������	��������(���������������!�����
�'�	!
������	�!��	�!��!�!����������	������������
�	�����%��	�%� ���������!�!�����!��!��"
!��� ��+��!�����	���'����� ��!����!�����������!��(�1�'�!�'��� ��+��!�������!��!��
��!���!� �	%�����	���� ����� �	�� �"!��� �� �������"� !�'��'�	�
�'�	!� ������ "��� �
����	���������!��+��!�"%�!�����	!�	���������#��� '�	!(�1�'����	���!�	!���� ��!
!��!�!��%���#�����	����/�	
��	��� ��+��!�"�����#�����%�������"����������	��������
������&�����(
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Figure 4.1 An overview of the IT Business case

Risk – project and systems
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Figure 4.2: The three steps in the business outcome
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Macro model Details

1.1 Name of the proposed intervention Limit this to around 10 words

1.2 State the perceived problem or opportunity Limit this to around 100 words

1.3 Why is it a problem or opportunity? Limit this to around 75 words

1.4 What is the nature of the intervention? Limit this to around 50 words

1.5 What will be the result of the intervention? Limit this to around 75 words

1.6 Identify the users/owner List up to five possible users/owners of the

intervention

1.7 State the timeframe required

Figure 4.3: The macro model form to be completed
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�����������	
��		���
����

Macro model Details

1.1 Name of the proposed intervention Electronic credit control system

1.2 State the perceived problem or opportunity There has been a steady deterioration in the perform-

ance of the credit control activities of the organisa-

tion. Whereas the average rate of bad debts was

0.025% during the 1980s the rate during the 1990s

has been 0.040%. In addition the average number of

days in debtors during the 1980s was 35 and this

number has increased during the 1990s to 47 days.

There are no doubt several reasons for this including

the tough economic and financial climate generally

experienced during the 1990s.

1.3 Why is it a problem or opportunity Credit control activities have not been given as much

attention in recent years as perhaps they should have

been. As a result of a benchmarking exercise it is now

established that the industry average for bad debts is

0.02% and the average number of days in debtors in

the industry is 40.

1.4 What is the nature of the intervention To establish an electronic link to the local credit rat-

ing operators.

To provide an on-line interface between the sales or-

der processing activities and the billing and debtors

activities which will highlight if a particular client is

about to be given further credit when their account is

overdue or over their credit limit.

To make on-line reports available to credit chasers

to ensure that payment is made within the agreed

number of days.

1.5 What will be the result of the intervention? The organisation’s credit control activities will be

brought into line with the industry averages.

The outcome of the new sales and credit process will

be an improvement in profit and cash flow, which will

produce a payback of less than one year and an ROI

of 120%

1.6 Identify the owner-users Chief accountant, Credit controller, Sales manager,

Credit rating controllers, Credit chasers

1.7 State the time frame required This needs to be achieved within a six-month period.

Figure 4.4: The macro model form after completion

4.2  Outcome statement or statements
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4.3  Example of the macro model for a sales administration system

Slow payment Credit sales
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Figure 4.5 An integrated high level macro model
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Figure 4.6 Diagrammatic view of the problem

Figure 4.7 Diagrammatic view of the macro model for the proposed system
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Figure 4.8 Example of macro model expressed in words
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Industry average gross sales invoice value

Average gross

sales invoice

values too low

Figure 4.9 Macro model for the sales administration system – graphic form

Product base
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Time frame

Three months

from start of

project

Four months

from start of

project

Six months

from start of

project

Responsibility

Credit control-

ler

Sales manager

Chief account-

ant, credit

controller,

sales manager

Specific

metric

Number of

interactions

with lawyers,

lower legal

fees, less bad

debts

Number of

interactions

with lawyers,

lower legal

fees. less bad

debts

Cash, profit,

etc

Specific

benefits

Less bad debts

Less bad debts

Faster cash

flow, more

interest earned

at bank, more

supplier

discounts

available, less

bad debts

Business

outcome

Better return

on the firm’s

sales efforts

Protection of

profit margins

Collect cash

and slow down

or stop credit

to doubtful

debtors

Output

Credit

history of

prospective

client

Reports on

law suits

Monthly

receipts

report

Measurement

method

Reduction in

accounts

handed over

for collection

and less write

off

Reduction in

accounts

handed over

for collection

and less write

off

Cash balance.

lower cost of

purchases,

reduction in

accounts

handed over

for collection

and less write

off
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Output

Reports on

sales per

client

Unfulfilled

orders

reports

Vehicle

tracking

reports

Speed of

servicing

of client

complaints

Cost

reports

Time

frame

6 mths

6 mths

3 mths

6 mths

6 mths

Responsi-

bility

Sales

manager

Corporate

planner

Commercial

manager

Sales

administrator

Accountants

Specific benefits

Better customer

service

Better utilisation

of inventory

Better employ-

ment of transport

fleet

Better job satisfac-

tion of personnel

from sales

administration

Lower administra-

tive costs
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Business

outcome

Better return on

the firm’s sales

efforts

Forecast clients’

requirements

Improve

utilisation of

corporate assets

Better utilisation

of corporate

resources

Lower cost

profile

Measurement

method

Customer satis-

faction surveys

(1) Distributed

questionnaires

(2) Personal

interviews

Inventory and

sales statistics

Vehicle tracking

system

Matching vehicles

to customer

orders

Staff satisfaction

survey

Accounting

system

Specific metric

SERVQUAL

Determination of expected

service and the service which

the customer perceives

Qualitative data to be analysed

using interpretative techniques

Inventory turnover. Number of

days’ sales in inventory

Petrol consumption

Number of deliveries per day.

Number of vehicles on the

road vs. number of deliveries

Gap between expectations and

performance

Cost per invoice/credit note,

etc.
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4.5  How to develop a meso model
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4.6  Generic categories of IT benefit
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LowHigh

Cost benefit

analysis
Management
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Figure 4.12 IT benefit matrix
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Figure 4.13 Benefit measurement techniques
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4.7  Micro model
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Figure 4.14: A micro model showing cost-benefit analysis

Cost displacement statement £’000

Investment costs
Hardware 19000
Software 2200
Communications 750

Commissioning 150
Total start up cost 5000

On-going costs
Maintenance 300

People 150
Consumables 120
Accommodation 50

Total operating expenses 620

Estimated benefits

Staff no longer required 950
Office expenses 450
Reduction in finacne charges due to capital release 550

Total 1950

Net benefit 1330

ROI 26%
Payback 4 years

4.7  Micro model
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4.8  Summary
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5.2  The importance of stakeholders
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5.4  The three major groups of stakeholders
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Figure 5.1: The major sub-groups within the user/owner stakeholders

Users/owners
❑ Top managers

❑ Senior managers

❑ Middle managers

❑ Supervisors

❑ Operatives

❑ Trade union representatives

❑ Clients or customers

❑ Suppliers

5.5  The users/owners as stakeholders
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5.6  IT professionals as stakeholders



 � ���������	
����
���

��%
��
%
��)"
������������"����	��!���!
������!
�
!#��-
�����")��$
���"�����
%
�� �����"����-�(

�� ��� �
�
���-
��"� ������� ���"�����"
��%
��)�"�)��
������������
�!�*���#�����	���
�&'��#
��������'���-
�� ���"�����"�����
�"�� �-�)"
���#���	������	�&'�
2#
���"
����������$
��)�
"�(�������
���������
2�
�����#
�#�
������� ���"�����"��'�
"

"�)��
"��	�&'�
2#
���"
���
�"��������8� )�
�9���

IT professionals
❑ Internal staff

❑ Departmental IT staff

❑ Contractors

❑ Consultants

❑ Outsource contractors

❑ Vendors

Figure 5.2: The more usual sources of IT expertise
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5.7  Financial managers and administrators as stakeholders
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Financial services
❑ Financial managers

❑ Accountants

❑ Capital budgeting staff

❑ Corporate treasury staff

❑ Corporate planners

❑ Corporate strategists

❑ Internal auditor

❑ External auditors

❑ Buyers

Figure 5.3: Some of the financial managers and administrator stakeholders
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5.8  Different stakeholders – different views
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Figure 5.5: Dimensions of stakeholder involvement
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Stakeholder group: Capital budgeting officers
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Figure 5.9: Example stakeholder interests and action assessment
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5.11  The stakeholders and the IT business case
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6.2  Strategy? What strategy?
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Figure 6.1: The five competitive forces in industry model (after Porter)
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Figure 6.2: Generic strategy model (after Porter)
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6.7  Strategy and the value package
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6.8  Specific IT applications and benefits
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6.9  The question of strategic alignment
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Function/Process Low Cost Differentiation

Product design and Product engineering systems R&D databases

development Project control systems Professional multi-media workstations

CAD E-mail

CAD

Custom engineering systems

Integrated systems to manufacturing

Operations Process engineering systems CAM for flexibility

Process control systems Quality assurance systems

Labour control systems Systems to suppliers

Inventory management systems Quality monitoring systems for

Procurement systems suppliers

CAM

Systems to suppliers

Marketing Streamlined distribution systems Sophisticated marketing systems

Centralised control systems Internet marketing

Econometric modelling systems Market databases

Telemarketing IT display and promotion

Web enhanced systems

Competition analysis

Modelling

High service level distribution systems

Sales Sales control systems Differential pricing

Advertising monitoring systems Office to field communications

Systems to consolidate sales Sales support

function Dealer support

Strict incentive monitoring system Systems to customers

Administration Cost control systems Office automation for integration

Quantitative planning and of functions

budgeting systems Environmental scanning and

Office automation for staff reduction non-quantitative planning systems

Figure 6.7 The Function/Process-Strategy Table – a list of applications to support the

two generic strategies
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Function/Process Best product Best total cost Best total solution

Product design CAD and CAM Integrated systems R&D databases

and development to manufacturing Professional multi-media

Web marketing workstations

systems Email

Custom engineering systems

Operations Process engineering Labour control systems CAM for flexibility

systems Inventory management Quality assurance systems

Process control systems Systems to suppliers

systems Procurement systems Quality monitoring systems

CAD and CAM for suppliers

Systems to suppliers

Marketing Streamlined Sophisticated marketing High service level distribution

distribution systems systems systems

Centralised control Internet marketing Competition analysis

systems Market databases Modelling

Econometric IT display and promotion

modelling systems Web enhanced systems

Telemarketing

Sales Sales control systems Differential pricing Systems to customers

Advertising monitoring Office to field

systems communications

Systems to consolidate Sales support

sales function Dealer support

Strict incentive

monitoring system

Administration Cost control systems Office automation for Environmental scanning and

Quantitative planning integration of functions non-quantitative planning

and budgeting systems Office automation for systems

staff reduction

Figure 6.8: The function/process-strategy table – A list of applications to support the

three value package strategies

6.9  The question of strategic alignment
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Staff reduction

Lower assets

More sales

Market reaction

Access to new staff

Faster information

Positive staff reaction

Better information

LowHigh
Measurability

High

Low

Tangible

Figure 6.9 IT benefit matrix
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6.11  From benefit identification to benefit quantification
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Work study

Opinion surveys

High

LowHigh

Cost benefit

analysis

Management

ranking/scoring

Market surveysLow

Tangible

Measurability
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Figure 6.10 Benefit measurement techniques

6.12  Summary
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7.3  Create a technology statement
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Figure 7.1: The hardware requirement
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Figure 7.2: The software requirement
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Figure 7.3: People required to realise the solution
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Figure 7.4: Budget for the technology required for the IT investment
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8.2  Defining risk
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Figure 8.1:Key risks jigsaw
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8.3  A 3 x 3 risk framework for IT project risk
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8.3  A 3 x 3 risk framework for IT project risk
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Figure 8.2: Matrix showing different degrees of risk (Source: McFarlan 1990)
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Figure 8.4: Management activity required with different risk profiles
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8.5  IT systems risk
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Figure 8.3: Management approaches to projects with different risk profiles
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8.6  Incorporating risk in the business case
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8.7  Summary



� ��������	
���	�

���
���
���������	
����	

���	�����	������������������	�
���������
����������������

������

��������	
��

�����������������	��
����
	�
��
	�
���������
	�
�����
���	
�	�
�

�������������������������������������	
�



��� ��
����

���
����� ���!������"������!������#��"��#���$��%&�����������������'���(
������������"��� "��"��������)������#�����!�������������������
��������������"�����!����������)��#����������������������������#��"�
#����!���� ��)�!�� �"��)��)���������������� ��� ��*���� ���"��������"�
�� ���������+�&"���"���'������#�������������"����!������������,"�)(
����-���������������)������"��!����!��� ��#������������#����!���������
�"������������'��������!�����!!������ ����!���('���#�����������+

��� ����
	������
�
&"����!"������������#����"�����)���#������������!�����!�)�����������(
������))��������."�!"����������"��!��!���������#�#����!�������������!"
��� �"��)��'�!*�� �"�� ���������� ����������� �/0%
�� �"������)������
��������12
������"�����������������#���������%//
+	
%������������)��!��!��������������)����!������#����!����������������
��!���������'��� ���"��� ���)����!�� ����������##������ �!����������
#����!����)�!�����+���.����������������"����������������%&�������(
�����'��� ��##����������#��"�������"��!�����"���������������� �������
)����!�� �� #����!���� ���������� �"�.�� �."��� �"�� ����������.����
���*���*���#�����!����������*��������"��������������������������+

	�3���4))����5��� #�����#��������������5)�����������#� �"�� ��� ���#� ����������
)��#�����!����������!� �����������������'�������+



��� �		��������	
���	�

���
���

%�������������� �"���."��(�#� ����������� �"�.�� �."���.����"�))��� �#
������#� �"�� �����)������ �������� ��������� �"����� �!!��)���� �"�
��!��������+

��� ���
��
�	��������	���	��������	
���	�

���
���
&"���������������##������#����!����!��!�)�������������������������
'��������!�����!!������ +�%�� ������������� �"������� �"�������������'�
��������������"��#����!������������+�6���*��%&�'���#������"��!��!�)�
�#�%&�!��������.��������������������"���#���������������������'�(
�������#�������+���.�������"�������������'����#���##������#����!���
������� �"�����������'��!����������."���)��)���� ����%&�'�������
!���+�&"������!����7
◆ �������!����
◆ 0))���������!����
◆ 8�� �����!����
◆ &�����������#������
◆ ���!�������!��"�#��.
◆ %�������������������������������!�����#�!�)����
◆ ����9�������!�����!���#�
◆ &�������������+

����� ������	
��
�
4�"������!�����������������'������!�����#�%&��"����������#�!���))���
�������"�����)�����������#��!������'����������������#�!��)�������(
����+�4!!����� � ���:���!�!*�� �	

	
��)����������������������!�
!�������������������!�������������'��"�����������"����!���������
��������!"�����+���������"��������)����������������������!���������
�"��#�����#�����������#��"����#���#����%&�)����!�+�4���"����)�!���#�%&
"���'�!����'������������������"���������!"������������������ 
�#�%&�!�����������"���������!�)��#���!��������'��"�����+
)�:"��(�#�������������������������#��������������������������������+�4��"�� "�#���
���������� �)������#����.��"��������������!����!����!���'��"�."��(�#�������������
������������ ������������ ������ �� �������� #��!����� ��� �"�� ������ �"��� �"��� ����!���
"�.��"�����!�����.����!"�� ����������##�����������)�����+

9.3  Concepts required for business case accounting



����		��������	
���	�

���
���

����� �����
���
 	
��
�
&"���))���������!�����#������������������)����!������"����������"�
#����!�����������#��"���������������.���������������"���.��+�&"��
�"���))��������� !�����#��� !��)����� ��������� "��'�� �"��������
�"���!�����'����������#��"��#�����.�����������������"��!����'��������
����#��"��#�����.����)��!����������))��)������'��*��!!����+

����� !������"	
��
�
,���('���#�����������������������������)��#�������������� �����!���
������������'����+�&"����������"������'��������'���������"������(
�'���!��������!������.��"��"����.�%&� ����������������"��� �"����5(
!�������"�� �����������"���+�:"������!�������'���#��������������
�"�������������))����������"����������.�����5����'���#�����"�����'�
��!�����+�&"������ ����� !����� ��))���!"�)�����������'���!����(
�� ��#����"����"��!��������"����)���������+

����� #�$�	%�"��	��	$��� 
&"��!��!�)���#��"��������������#���������#��������"��#�!���"��������
���������.���"����������"���� �����������"����������������.+�%����
����"����������#��"��������������#��������"������!�������!��"�#��.
���'������."�!"���������#��"���������)����������"����#����"�������(
�������#����������������)��)����+

����� &��
���
��	
���	�"�'
���!�������!��"�#��.�����"��.����"����"��!��!�)���#��"������������
�#�����������)�������������+�,��"�#��.�������!�������'��!��!������ 
����)��������������."�!"�����������"���������'������!���'����������#
������������������������"���� ���������$��������������))�������������+
&"������!������ ���������#�����!"�������"��������*�������'����������
��*���"��)������+

����( ��
����
	��
�	��	����"�	��
�	��	
��
	��	
���
�"
&"�������������������"��������������!�����#�!�)����������"������##�����
������ #��� �"�� ������#� ��������� �"��� �������� ��� �"�����!������� !��"

9.3  Concepts required for business case accounting



��( �		��������	
���	�

���
���

#��.�!��!�������+�:"��������������������#����"�������������������"�
���'�������������� ��� ��)������� �"�� �����."�!"� �"���� ���������
!������������"��#���������������!������+�&"����"��������������������
��#�������������"�����������������#�������+

����) ����*��	��	+
���$�
	"���
&"������9������;!�����!���#���#��"�����������������"��)������#��
."�!"�������'���������"����"�������������.����'���##�!����������"���#��
."�!"����.�������������!�����!�������+�&"�����������#��"���������##�(
!�����������������������#������%&�����������+

����, #��$���"	%�"��
&"������������������#�������������������"���������#���."�!"��"�
����������� !�����'�� ����� ��� �"�� �����#� ���� �!�����!� ��#�+� %�� �"��
���)�!��%&������������#����������"������������������������������+

��� &�
��"��	
��
	�
�$�
&"��#����.�� ������#������!��)��"�������������#��"��������!������"��
�����#������������������ "����!��7
◆ ����!��!������#�"���.����������#�.����)��!"������"��������������<
◆ ,������#�!������!������������������'�������)"����������� ����

�����+
◆ ,�����#�%������������:�'�!����!�����<
◆ 3�))�����������������!��!���������"������������("������)�!���(

���������"���()������������<
◆ ,������'���� ��!"� ���"�������*������*�������,�(/�����)������

��''�����������!������ ������!<
◆ 4�!��������� �!!��������� ��!"� ��� ��.� #��������� #��� !��)����

.��*�����������!�����!�"�����#���)������������������)��'���)�.��
��))������!�'��� <

◆ �������!"�� ���#����!!�������"���.����������#�.���<
◆ ,�������!������'��%3�)������ ������ �������������)�����������(

�����)�� ������ <

9.4  Detailed cost items



��)�		��������	
���	�

���
���

◆ %3� �)�!������� ���##� !������ ��!����� � ��!��������� ���� ������� � ��
.���������������<

◆ ,�����������������������!�����!����!�����#�����"����)�����#����<
◆ &������ ������������ �!�������!������'�����(%3����##�."��������(

�� ���������"����.�������<
◆ &�����)����'�����(%3����##��������� ������#���������)�� ����(

�����!�� �������������� ��"��������<
◆ &�����)����'�����(%3����##��������� ��������������� �����)��'(

���������"����.�������<
◆ 8���#�!�����������"��������'������ �������##�!�����!�����������!(

!����������"����.�������<
◆ &����������!�����."���!�������� �����"����.���������#����!����(

����� ��!"� ��� ��.����� � ��#�.����� ������ ��)� #����� ��������'�����
!�������� ��5����� �������)���������)���������#���.������������(
�����������#����)���������##������ ��"���������������)"�������!<

◆ 3�))�����$�!"�� ���#������������������������������#��������!��)�(
�����<

◆ 0��(�##����##�)�������������!���� �����������������"����.����(
����������������!��)���������#��))��!�'��<

◆ %������!��!"�� ���#��������������� ������"������)���������!��(
�����������������#���!�����#��"������)�������������#������!��#����
�� ��#�!����)�����<

◆ ,"�� ���#���)����������#�'�!*�)�����)�������������!�������!����
#����"��)����'�������#��������#������<

◆ ��!����������� !����� #��� ��������������)����� ���� #����� ��� 
�)����������� ��������������<

◆ ,������������������) ����� ���#�.��������"���.���<
◆ ���������!���������� �����������������������!�����!����<
◆ ,������������"���� ����������.��"����������� ��.�"�!�)�!�������

�������"���� ������(������������������������ ��)�!�������������<
◆ ,���������������##�!������)�����������!"����)����!��"�#��.����!*

�#��!!��������#���������#���)������ �������!��������*�� <

9.4  Detailed cost items



��, �		��������	
���	�

���
���

◆ ,��������� ���������� ��� ������� ��)������������� �"���'�� ����� 
�"��'���#�����"�������"����)����'���'���� ����������"���)�����<

◆ &"��!�����#�#��������#��"���������)���������##�!������������!���������
�����#��!������������"���.���������#�.����)��'����+

&"�� �'���� ����� ��!������'��"�"���� ���� ��#�� !����+������ !����� ���
�"����."�!"�������������� �����'��������������'��� ������'���'�����
�"��%3�����."�!"������������!�)������'���"��#���$���!!������ ����(
���+�4��� �"����!���������)�������������������#���"���.�������
��#�.��������%3����##�������������.��������"��!�����#������������#�!�(
������!��������������!+
3�#�� !����� ���� �"���� !����� �"��� !������'�� �������� � ����� ��� '��� 
����!���������'���'�������"��%3��##��������."�!"����������������������(
#��'�������"��#���$���!!������ ���!����+�3�#��!�������!�������������!"
��������$���������������� ���������������$��������������� �����)��'(
����������!���)����!���������!�������������� ��"��������� ��5)���(
��!���#�����.��������'���)�����������!+

��� -�

���	��	
��
�
%��������������� ����������"����"��������'�������#�!�����."�����)��(
������ ���.�%&���������"���!"�� ����������!�����������"��)�����=
�����+�%����� ���������������������"����"���� ������������!�����"���
��!�������#�����'�����=>�����=>+�0#�!�������"���������.����!��(
������#������������������+�&"������!��������"�.�����?� ����
+	+

1970 1980 1990 2000

Hardware costs

Software costs

Organisational costs

Figure 9.1 Change in the distribution of costs incurred during IT implementation

9.5  Pattern of costs
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Using IT to automate jobs, 1 year  All costs in 000s

Cost displacement Year 0 Year 1

Set up costs

Hardware including PCs, LANs 125

and other peripherals

Software including spreadsheet, 98

WP, database and comms.

Training 75

Installation and testing 52

Total 350

Monthly on-going costs

Staffing, including support 28

Maintenance and upgrades 20

General 8

Total 56

Monthly benefits

Reduction in clerical salaries 42

Reduction in supervisory salaries 8

Reduction in other staff costs 13

Office space released 5

Other office expenses saved 3

Total 71

Improvement per month 15

Annual net benefit 180

Annual ROI  51 %

Simple payback 2 Years

Figure 9.2: The cost displacement approach – 1 year

9.8  Different approaches to business case accounting
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Using IT to automate jobs, 3 years  All costs in 000s

Cost displacement Year 0 Year 1 Year 2 Year 3

Set up costs 1 2 3

Hardware including PCs, LANs 125

and other peripherals

Software including spreadsheet, 98

WP, database and comms.

Training 75

Installation and testing 52

Total initial cost 350

Monthly On-Going Costs

Staffing, including support 28 29 31

Maintenance and upgrades 20 21 22

General 8 8 9

Total costs 56 58 62

Monthly Benefits

Reduction in clerical salaries 42 44 46

Reduction in supervisory salaries 8 8 9

Reduction in other staff costs 13 14 14

Office space released 5 5 6

Other office expenses saved 3 3 3

Total benefits 71 74 78

Improvement per month 15 16 17

Annual net benefit -350 180 189 198

Simple annual ROI 51% 54% 57%

Simple payback 2 Years

Cost of capital 20%

Discounted annual net benefit -350 150 131 115

Discounted payback 3 Years

Net present value 46

Internal rate of return 28%

Profitability index 1.13

Figure 9.3: The cost displacement approach – 3 years

9.8  Different approaches to business case accounting
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Using IT to automate jobs, 5 Years  All costs in 000s

Cost displacement Year 0 Year 1 Year 2 Year 3 Year 4 Year 5

Set up costs

Hardware including PCs, LANs 125

and other peripherals

Software including spreadsheet, 98

WP, database and comms.

Training 75

Installation and testing 52

Total initial costs 350

Monthly on-going costs

Staffing, including support 28 29 31 32 34

Maintenance and upgrades 20 21 22 23 24

General 8 8 9 9 10

Total costs 56 58 62 64 68

Monthly Benefits

Reduction in clerical salaries 42 44 46 49 51

Reduction in supervisory salaries 8 8 9 9 10

Reduction in other staff costs 13 14 14 15 16

Office space released 5 5 6 6 6

Other office expenses saved 3 3 3 3 4

Total benefits 71 74 78 82 87

Net improvement per month 15 16 17 17 18

Annual net benefit -350 180 189 198 208 219

Simple annual ROI 51% 54% 57% 60% 63%

Simple payback 2 Years

Cost of capital 20%

Discounted annual net benefit -350 150 131 115 100 88

Discounted payback 3 Years

Net present value 234

Internal rate of return 47%

Profitability index 1.67

Figure 9.4: Cost Displacement over five years

9.8  Different approaches to business case accounting
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Using IT to automate jobs, 5 Years  All costs in 000s

Cost avoidance Year 0 Year 1 Year 2 Year 3 Year 4 Year 5

Set up costs

Hardware 345

Software 299

Training 345

Installation and testing 179

Total 1168

Monthly on-going costs

Staffing, including support 55 58 61 64 67

Maintenance and upgrades 78 82 86 90 95

General 44 46 49 51 53

Total 177 186 196 205 215

Monthly benefits

Staff not required 120 126 132 139 146

Other costs avoided 85 89 94 98 103

Total 205 215 226 237 249

Improvement per month 28 29 31 32 34

Annual net benefit 336 353 370 389 408

Annual ROI 29% 30% 32% 33% 35%

Simple payback 3 Years

Cost of capital 20%

Discounted annual net benefit -1168 280 245 214 188 164

Net present value -484

Internal rate of return -2%

Profitability index 0.59

Figure 9.5: The cost avoidance approach

9.8  Different approaches to business case accounting
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Place Time Quality Appropriate Efficient

Information Decisions Actions Results

Results Effective Effective

Figure 9.6 Decision analysis model
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Using IT to improve performance  All costs in 000s

through more information, 5 Years

Decision analysis Year 0 Year 1 Year 2 Year 3 Year 4 Year 5

Set up costs
Hardware 555
Software 450
Initial training 250
Commissioning 150
Installation and testing 300
Total 1705

Monthly on-going costs
Staffing, including support 292 307 322 338 355
On-going training 50 53 55 58 61
Maintenance and upgrades 95 100 105 110 115
General 120 126 132 139 146
Total 557 586 614 645 677

Monthly benefits
Reduction in bad debts 25 25 25 25 25
Interest earned by faster receipts 50 53 55 58 61
Reduction in obsolete Inventories 120 126 132 139 146
Increased sales due to better availability 430 452 474 498 523
Total 625 656 686 720 755

Improvement per Month 68 70 72 75 77

Annual net benefit -1705 816 842 869 897 927
Annual ROI 48% 49% 51% 53% 54%
Simple payback 2 Years

Cost of capital 20%
Discounted annual net benefit 680 585 503 433 373

Net present value 2573
Internal rate of return 41%
Profitability index 2

Figure 9.7 An example of decision analysis

9.8  Different approaches to business case accounting
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Using IT to improve salesperson’s productivity All costs in 000s

Investment costs for 10 systems

Set up costs

PCs, cellular modems and peripherals 125

Database, spreadsheet, WP and communications 23

Training 30

Installation and testing 60

Total initial costs 238

Monthly on-going costs

Staffing, including support 10

Communications costs 2

Maintenance 5

General 3

Amortisation 6

Total monthly costs 26

Monthly benefit analysis

Average no. of sales calls per day 6

Average value of sales per call 1.70

Reduction in average sales call time from 35 to 15 minutes 20

Reduction in time required for daily form filling from 60 to 10 minutes 50

Total Time Release — (50+ (6x20)) 170

Average travel time between sales calls 25

Average number of additional sales calls resulting from IT investment 3

Monthly revenue analysis

Resulting additional revenue 5.10

Profit margin % 4.00%

Daily profit improvement from 10 systems 0.20

Monthly profit improvement per salesperson (22 days per month) 4.49

Monthly profit improvement from 10 systems 44.88

Annual profit improvement 539

Annual operating cost of system 312

Annual net benefit 227

ROI 95%

Payback 1 Year

Figure 9.8 An example of impact analysis

9.8  Different approaches to business case accounting
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Figure 9.9: Strategic considerations

9.8  Different approaches to business case accounting
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Capital investment appraisal system

A deterministic model

Cash-out Cash-in

IT investment - cash out 350,000 -350000

Net IT benefits Year 1 66106

Year 2 99902

Year 3 120901

Year 4 194590

Year 5 249671

Fixed cost of capital or interest rate 25%

Y1 Y2 Y3 Y4 Y5

Forecast inflation rates 2% 3% 3% 4% 4%

Figure 9.10: Input form for a deterministic model
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Sensitivity analysis on varying fixed cost of capital

NPV PI

-9760 0.97

20% 38609 1.11

21% 28150 1.08

22% 18102 1.05

23% 8448 1.02

24% -834 1.00

25% -9760 0.97

26% -18349 0.95

27% -26615 0.92

28% -34575 0.90

29% -42242 0.88

30% -49631 0.86

Figure 9.12 Effect of cost of capital on the NPV and PI

Investment reports on IT system

Payback in years and months 3 years 4 months

Rate of return(%) 41.78%

NPV at fixed discount rate (FDR) -9760

Profitability index at FDR (PI) 0.97

Internal rate of return (IRR) 23.91%

Variable discount rates (VDR)

NPV at VDR -55414

Profitability index (PI) at VDR 0.84

Discounted payback at FDR in years and months 5 years 1 month

Figure 9.11 Results produced by the deterministic model

9.11  Using deterministic analysis
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Sensitivity analysis on NPV with varying investment and fixed cost of capital

-9760 20% 21% 22% 23% 24% 25%

300000 88609 78150 68102 58448 49166 40240

310000 78609 68150 58102 48448 39166 30240

320000 68609 58150 48102 38448 29166 20240

330000 58609 48150 38102 28448 19166 10240

340000 48609 38150 28102 18448 9166 240

350000 38609 28150 18102 8448 -834 -9760

360000 28609 18150 8102 -1552 -10834 -19760

370000 18609 8150 -1898 -11552 -20834 -29760

380000 8609 -1850 -11898 -21552 -30834 -39760

390000 -1391 -11850 -21898 -31552 -40834 -49760

400000 -11391 -21850 -31898 -41552 -50834 -59760

410000 21391 -31850 -41898 -51552 -60834 -69760

420000 -31391 -41850 -51898 -61552 -70834 -79760

Figure 9.13: Effect of variation in cost of capital and investment amount on NPV
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Input form for risk analysis

Minimum Maximum

IT Investment - cash out 350000 400000

Net IT benefits   Year 1 60000 70000

  Year 2 95000 105000

  Year 3 120000 130000

  Year 4 180000 200000

Year 5 200000 250000

Fixed cost of capital 20.00% 30.00%

Inflation adjusted Y1 Min Y1 Max Y2 Min Y2 Max Y3 Min Y3 Max Y4 Min Y4 Max Y5 Min Y5 Max

cost of capital 20% 25% 30% 35% 35% 40% 40% 45% 45% 50%

Mark variable to report with X NPV (FDR)

an X in the appropriate box IRR

NPV (VDR)

N.B. You must mark ONLY ONE box with an upper case X

Figure 9.14 Risk analysis input form
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Figure 9.16 Graphical representation of risk analysis results for NPV at a FDR

Summary statistics for NPV (FDR) Frequency Table

NPV (FDR)

Mean -43218.641 -113610.068 1

Standard deviation 28800.542 -98938.691 27

Range 146713.778 -84267.313 125

Minimum -113610.068 -69595.935 247

Maximum 33103.709 -54924.557 328

No. of recalculations 2000 -40253.179 366

-25581.802 349

-10910.424 251

3760.954 185

18432.332 104

33103.709 17

Figure 9.15 Results screen for risk analysis on NPV
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Summary statistics for IRR Frequency Table

IRR

Mean 0.203 0.163 1

Standard deviation 0.016 0.171 12

Range 0.083 0.179 105

Minimum 0.163 0.188 249

Maximum 0.246 0.196 341

No. of recalculations 2000 0.204 335

0.212 325

0.221 306

0.229 208

0.237 104

0.246 14

Figure 9.17 Results screen for risk analysis on IRR
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10.2  The preparation of a business case is challenging
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10.4  The need for an IT investment busienss case
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10.5  The hallmark of a professionally produced business case
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10.7  A checklist for evaluating a business case



��" ��

������	
��
�
���
����
����

���������$����������0���������������%%�#������������������������������$
����������������������#����������$�#������������%����$���������%��
 ����$����������������������������%�������������������������� !�����������
#�������������������%%����"�����'%�������-�������������#����%���%�
B�����������������%�������������%���%��%��'�$��������#����������������
#��������������������%�-������������$����#���������$��1���%��%��������
�����%����������������%�����$����������%�������"�����������%�"��

Risk – project and systems

StakeholdersBusiness outcome

Strategic alignmentTechnology

Figure 10.1: The five modules of a business case
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Issues Base Score Score

Business outcome 5 4

Business case accounting 3 1

Stakeholders 4 3

Strategic alignment 4 4

Technology 3 4

Operational 4 3

Project risk1 –3 –2

Total 20 17

Figure 10.2: Matrix for assessing business case preparedness
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����������������=�"����	6����������0���%���������������������������
���%$�#������$���$�����������$��������������$������������2�����

Issue Project 1 Project 2 Project 3

(Wt = weight and Sc = score) Wt. Sc. Value Wt. Sc. Value Wt. Sc. Value

Business outcome 5 4 20 5 10 50 5 7 35

Business case accounting 2 1 2 2 8 16 2 10 20

Stakeholders 5 3 15 5 4 20 5 3 15

Strategic alignment 5 4 20 5 6 30 5 7 35

Technology 2 4 8 2 5 10 2 9 18

Operational 3 9 27 3 7 21 3 8 24

Project risk –4 10 –40 –4 3 –12 –4 9 –36

Total 52 135 111

Figure 10.3: Weighting and scoring method for prioritising projects
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11.3  A reiterative process

Figure 11.1: Reiterative process of formative evaluation
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Figure 11.2: Phases of an IT development project
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(in £’000,000)

Revenue 345

Cost of sales 205

Gross Profit 140

Gross Profit % 40%

Overheads

Administration 20

Cost of funding 20

Legal expenses 2

Marketing 11

Research and development 1

Salaries 17

Transport 5

Travel and entertainment 3

Total indirect expenses 79

Net Profit 61

Net Profit % 18%

Corporation tax 20

After tax profit 41

������	�*�		
��
�&��'	�	��	���(()
(in £’000,000)

Fixed assets 175

Current assets 125

Total assets 300

Short-term liabilities 100

Long-term liabilities 155

Owners’ equity 45

Total liabilities 300
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Macro model Details

Name of the proposed intervention

Limit this to around 10 words

State the perceived problem or opportunity

Limit this to around 100 words

Why is it a problem or opportunity?

Limit this to around 75 words

What is the nature of the intervention?

Limit this to around 50 words

What will be the result of the intervention?

Limit this to around 75 words

Identify the owner-users

List up to five possible owners/users of the

intervention

Business outcome details
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Business outcome details

"���	�����
Business Business Specific Measurement Specific Metric Responsibility

Output Outcome Benefits Method
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Using IT to automate jobs  All costs in 000’s

Cost displacement Year 0 Year 1 Year 2 Year 3

Set up costs

Hardware including PCs, LANs and other peripherals

Software including spreadsheet, WP, database and comms

Training

Installation and testing

Total initial cost

Monthly on-going costs

Staffing, including support

Maintenance & upgrades

General

Total costs

Monthly benefits

Reduction in clerical salaries

Reduction in supervisory salaries

Reduction in other staff costs

Office space released

Other office expenses saved

Total benefits

Improvement per month

Annual net benefit

Simple annual ROI

Simple payback

Cost of capital

Discounted annual net benefit

Discounted payback

Net present value

Internal rate of return

Profitability index

Business outcome details
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Stakeholder details
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Key questions Details

Who has most to gain from the project’s

success and failure?

What capacity does each stakeholder

have to help or hinder the project?

Whose attitude do you most want to

change and why?

Which stakeholder should you most

concentrate your efforts on?

Who is the project sponsor?

Who is the project champion?

Who is the project‘s main adversary?

What action are you going to take with

respect to each of the key stakeholders?
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Strategic model Details

1.1 What is the corporate strategy?

Limit this to around 50 words

������0�
	���0�����	����0	�,�	0�����
	������01	�����
Function Low cost Differentiation

������0�
	���0�����	����0	�,�	�����	���
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Function Best product Best total cost Best total solution
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Technology
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Issue Current

assessment

Is the proposed project technically doable?

Does the proposed technology conform to the organisation’s

IT architecture?

Should all or part of the project be outsourced?

What would be the primary advantage of outsourcing this project?

Are there any possible bottlenecks or obstacles, which could

prevent delivery?

Does the organisation have the IT competencies to deliver?

Can the IT team produce the required deliverables in an

appropriate time scale?

What issues could cause material delays to the proposed

timetable for this project?

Does the project budget look reasonable?

What aspects of the budget are the most exposed to over-runs?

Is the organisation capable of absorbing the implications of the

proposed system?

Is there any other compelling reason why the project should not

be undertaken?
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Using IT to automate jobs  All costs in 000s

Cost displacement Year 0 Year 1

Set up costs

Hardware including PCs, LANs and other peripherals

Software including s’sheet, WP, database and coms

Training

Installation & testing

Total

Monthly on-going costs

Staffing, including support

Maintenance & upgrades

General

Total

Monthly benefits

Reduction in clerical salaries

Reduction in supervisory salaries

Reduction in other staff costs

Office space released

Other office expenses saved

Total

Improvement per month

Annual net benefit

Annual ROI

Simple payback Years

Cost benefit analysis
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Using IT to automate jobs  All costs in 000’s

Cost displacement Year 0 Year 1 Year 2 Year 3

Set up costs

Hardware including PCs, LANs and other peripherals

Software including spreadsheet, WP, database and comms

Training

Installation and testing

Total initial cost

Monthly on-going costs

Staffing, including support

Maintenance & upgrades

General

Total costs

Monthly benefits

Reduction in clerical salaries

Reduction in supervisory salaries

Reduction in other staff costs

Office space released

Other office expenses saved

Total benefits

Improvement per month

Annual net benefit

Simple annual ROI

Simple payback

Cost of capital

Discounted annual net benefit

Discounted payback

Net present value

Internal rate of return

Profitability index

Cost benefit analysis
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Using IT to automate jobs    All costs in 000’s

Cost displacement Yr 0 Yr 1 Yr 2 Yr 3 Yr 4 Yr 5

Set up costs

Hardware including PCs, LANs and other peripherals

Software including s’sheet, WP, database and coms

Training

Installation & testing

Total initial costs

Monthly on-going costs

Staffing, including support

Maintenance & upgrades

General

Total costs

Monthly benefits

Reduction in clerical salaries

Reduction in supervisory salaries

Reduction in other staff costs

Office space released

Other office expenses saved

Total benefits

Net improvement per month

Annual net benefit

Simple annual ROI

Simple payback

Cost of capital

Discounted Annual Net Benefit

Discounted payback

Net Present Value

Internal Rate of Return

Profitability Index

Cost benefit analysis
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Using IT to automate jobs All costs in 000’s

Cost avoidance Year 0 Year 1 Year 2 Year 3 Year 4 Year 5

Set up costs

Hardware

Software

Training

Installation & testing

Total

Monthly on-going costs

Staffing, including support

Maintenance & upgrades

General

Total

Monthly benefits

Staff no required

Other costs avoided

Total

Improvement per month

Annual net benefit

Annual ROI

Simple payback

Cost of capital

Discounted annual net benefit

Net present value

Internal rate of return

Profitability index
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Using IT to improve performance All costs in 000s

through more information

Decision analysis Year 0 Year 1 Year 2 Year 3 Year 4 Year 5

Set up costs

Hardware

Software

Initial training

Commissioning

Installation & testing

Total

Monthly on-going costs

Staffing, including Support

On-going training

Maintenance & upgrades

General

Total

Monthly benefits

Reduction in bad debts

Interest earned by faster receipts

Reduction in obsolete inventories

Increased sales due to better availability

Total

Improvement per month

Annual net benefit

Annual ROI

Simple payback

Cost of capital

Discounted annual net benefit

Net present value

Internal rate of return

Profitability index
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Using IT to improve salesperson’s productivity

Investment costs for 10 systems All costs

in 000s

Set up costs

PCs, cellular modems and peripherals

Database, spreadsheet, WP and communications

Training

Installation and testing

Total initial cost

Monthly on-going costs

Staffing, including Support

Communications costs

Maintenance

General

Amortisation

Total monthly cost

Monthly benefit analysis

Average no. of sales calls per day

Average value of sales per call

Reduction in average sales call time

Reduction in time required for daily form filling

Total time release

Average travel time required between sales calls

Average additional opportunity as a result of IT investment

Monthly revenue analysis

Resulting additional revenue

Profit margin %

Daily profit improvement from 10 systems

Monthly profit improvement per salesperson (22 days per month)

Monthly profit improvement from 10 systems

Annual profit improvement

Annual operating cost of system

Annual net benefit

ROI

Payback    Years

Cost benefit analysis
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Using IT to improve performance through more information

Transformation project All costs in 000s

Set up costs Year 0 Year 1 Year 2 Year 3 Year 4

Hardware

Software

Reorganisation costs

Initial training

Commissioning

Total initial costs

Annual on-Going IT costs of project

Staff

Maintenance

General

Amortisation

Total on-going costs

Annual benefits Year 1 Year 2 Year 3 Year 4

Additional sales

Cost of sales

Net profit

Tax

After tax profit

Amortisation

Net cash flow

Cost of capital

Tax rate

Economic life of the project in years

Net present value

Internal rate of return

Profitability index

Cost benefit analysis



�3'��������	�		
�������	
���	�����������	��������������	���	�����

 �������������	9��:�
�	
	;3<

Using IT to improve performance through more information

Transformation project All costs in 000s

Set up costs Year 0 Year 1 Year 2 Year 3 Year 4

Hardware

Software

Reorganisation costs

Training

Commissioning

Total project costs

Annual on-going it costs

Staff

Maintenance

General

Amortisation

Total costs

Annual benefits Year 1 Year 2 Year 3 Year 4

Additional sales

Cost of Sales

Net profit

Tax

After tax profit

Amortisation

Cash flow

Investment cash flow

Net cash flow

Cost of capital

Tax rate

Economic life of the project

Net present value

Internal rate of return

Profitability index

Cost benefit analysis
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Issue Project 1 Project 2 Project 3

Wt. Sc. Value Wt. Sc. Value Wt. Sc. Value

Business and finance understanding

Stakeholder commitment

Strategic alignment

Technology competence

Risk

Total

(Wt = Weight and Sc = Score)

Evaluating a business case
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Payback in time (years,months,etc) = Investment – Cumulative benefit
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Payback in time =  Investment

  Average annual benefit
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Present value of benefit  = Benefit

 (1+i)n

Where i = rate of interest

n = number of years

NPV = ∑ Present value of benefit – Present value of investment

���������������������������&'������
�	��	���
�������������(
If NPV ≥≥≥≥≥ 0 then invest

If NPV < 0 then do not invest
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PI = ∑ Present value of benefits

Present value of investment
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IRR = i such that NPV=0
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ROI =  Annual benefit

Investment amount
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