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1. Introduction

I have to be honest with you.  I’ve delayed writing this report for a long, long time.

Not because I’m slothful or unknowledgeable about the cost justification process, but because I wanted to present a definitive step-by-step report for what is required in cost justifying a systems project.

But I have to tell you, deep down inside, something kept telling me I was on the wrong track.  That giving you that kind of information was not in your best interest.  That I would have misrepresented what was most important in this part of the lifecycle of a project.  Even though there are some projects which are definitely approved because of a thorough and complete return on investment analysis, the fact is that many many more of them are not.

And as a software/technical/engineer/computer/systems kind of guy, I have naturally gravitated towards finding a formula for solving a particular problem.  But in this case, whenever I tried to reduce the cost justification process down to a formula, equation or algorithm, it always seemed so “incomplete”.  That there were variables missing as a part of the cost justification equation which I couldn’t put my finger on that I definitely knew influenced the entire approval process.

So I decided to scour the journals, magazines, libraries, books, texts and Internet looking for anything that had to do with the cost justification process.  I searched under “cost justification”... “return on investment”... “Economic Value Added”...“project investment funding” or anything else that came to mind in the moment.  And I got quite an education...

From an accounting perspective.

But I found nothing that aided my search for structuring a project presentation from a cost justification perspective which aided/supported the ultimate goal....

To Get A Project Funded!

And that’s really what we’re going for, isn’t it?  We want to structure our projects such that we do two things:

1) Confirm the fact that our project is a financially and organizationally viable venture.

2) Make sure it gets approved for funding by upper management.

So what I’m really trying to say is that although there is no “concrete” methodology for cost justifying a project, there is a process which can be tailored to your specific organization and project.  It is highly variable depending upon the context and situation in which it is required.

So my purpose in writing this report is to give you “everything” I’ve learned from my experience in how to cost justify projects.  The kind of critical information which you won’t find in the libraries under accounting, systems or project management.  

You see, over the years, as an independent systems integrator, I have made it part of my business to help potential Clients justify their project to upper management.  Because in the beginning (when I was in my early twenties), I naively and naturally assumed once I had given a proposal to my potential Client that he/she would know how to get upper management to say “Yes, this is a worthwhile project.  Here’s the money you need to implement it...and when can we see it in production?”  But much to my surprise, the potential Client would tell me I had done everything right, it’s just that....

a) It’s on management’s desk waiting to be reviewed, or...

b) The board of directors doesn’t meet for another two months, or...

c) Management says the project is not “cost justifiable” (whatever that means to them) at this time,     
or...

d)  There are other more cost justifiable projects waiting to be implemented,

e) A myriad of other excuses/reasons, the project did not get the go ahead.

This really pained me.  Because I would usually spend extraordinary time trying to determine what the prospective Client really wanted and what is the best way to deliver it to them.  How much time you ask?  Well, up to several months sometimes (without a nickel of compensation I might add).

So over time, I modified my strategy for getting projects cost justified and approved.  I changed from “a let’s see what upper management thinks” mindset to proactively and deliberately providing the forum to determine how a project could be cost justified and approved.  As a result, I’ve learned dozens of techniques....

To make sure I got to implement the project of my dreams!

And I’m going to share those with you here now.  Some of these ideas may stir some emotions in you for which your response will be “I could never do that” or “That’ll never work in my company” or “I don't understand your point”.  That’s OK with me.  Because at the time I learned these ideas, I didn’t appreciate the power of these concepts either.  

So as you read on, keep an open mind, and remember that these ideas are not meant to be read, 

They are meant to be applied!

I don’t write these kinds of reports because I like spending my summer afternoons slaving behind a computer system.  I write them because I want to help you get the project of your dreams too.   Most importantly, you only do that by going out applying what I’ve written here.   And if I’ve helped in some small way, I will have succeeded in helping you.

So let’s get started....

2. Five Myths Regarding The Cost Justification of a System

You may not be aware of this, but I speak around the country at the major systems tradeshows and conferences.  Inevitably, there will be at least one cost justification workshop as a part of the event.  I’ve personally attended dozens of them (as a speaker and part of the press, I’m lucky ‘cause I get free conference passes...).  

The cost justification workshops which I’ve attended all share one common theme:

How to economically/financially quantify the value of the system.

Which is a very important component in the process, but one that would leave you grappling for more information if your project could not be justified solely on financial terms.  

What gets me is this:  At several of those workshops, if you had said that your project could not be cost justified, they would tell you to “give it up”.  That the project will never be implemented because it will never pay for itself.

What’s worse is that I used to say the same thing.  In fact, here’s exactly what I used to say:  “These days, if your system can not be cost justified in less than twelve months then your management will not see the value in it.”

But I’ve changed my tune.

What did it, you ask? Well, whenever I couldn’t justify the system, I would walk away from the project. And then...

One of my competitors would end up implementing the system instead of me!

Which left me scratching my head wondering how they got the system justified.  When I found out that they hadn’t justified the project either but they still got the nod anyway,  this caused me to revise my thinking.

Which leads me to my point: 

 There are a lot of myths out there.

I’d like to debunk the major ones here which affect whether your project will get approved.  

2.1. Myth #1:  You Need A “Return On Investment”/Cost Justification To Do A Project/System

As I said above, early in my career, I also held the view that a “return on investment” was necessary in order to get a systems project approved.

The fact is: It doesn’t.

Not that it doesn’t matter.  It does.  A lot.   Management definitely wants projects to pay for themselves.  But sometimes there are projects which are approved for a whole host of different reasons.  For instance....

· The company wants to appear more “cutting edge” to the marketplace.  Therefore your project may be appropriately positioned.

· One of company’s best customers supplies the major component in your system.  Therefore not approving the project may look as though the company does not appreciate the business of the customer.  

· Your project is one of the owner’s pet projects.

I could go on and on, but are you starting to get the picture? I assure you that these are not uncommon reasons. Nor are they “unrealistic”.  

They just don’t have a return on investment to back them up.

2.2. Myth #2:  A Good Return On Investment Will Sell Your Project

Now if we swing the pendulum in the other direction, there is a line of thinking that goes: “A good return on investment will sell your project”.  Meaning that justification based solely upon the “numbers” will automatically grant you a project.

No way.

Just because a project can be justified doesn’t mean that it’s a wise decision for management.  There may be other things at play, including:

· The company may not have the ready cash to pay for the system.

· The company’s management may have higher/other priority projects.

· The company needs its financial to look good for a specific purpose and may not want to spend the money.

· The company may not want to invest in high technology because it has been “stung” in the past.

Again, there are lots of reasons.  But I’ve seen many project managers lulled into the strategy that all I have to do is justify the system.  Again, it is important to justify the system.  It’s just not the be all and the end all.  (Later, I’ll tell you exactly what you can do in addition to cost justifying your system.)

2.3. Myth #3:  A Return On Investment Must Be Based Upon Hard, Economic, Tangible Numbers

Not even close.  And again, I used to think this way, too.

But not any more.

Sometimes it’s better to justify the system based upon intangible numbers or other uneconomic criteria.  The real question you have to ask management is this:

“What would it be worth to you if I could make this specific problem go away?”

...or...

“What would it be worth to you if we could seize this specific opportunity?”

That’s exactly what’s going on with Internet system projects.  Many of them haven’t seen a return (yet) but they were justified to upper management as a way of getting closer to their customers, reducing costs, marketing, etc...

My point is that the projects were not grounded in economic, tangible, hard reality.  Somebody someplace, guessed, estimated or hypothesized that there was a potential return on their investment.  Maybe they’re right and maybe they’re wrong.  Only time will tell.

2.4. Myth #4:  Tangible Economic Benefits Are More Important Than Intangible Benefits

Again, I used to think this too.  That was until I worked on the FPM Heat Treating project six years ago.

FPM is a heat treater (people who temper metal by subjecting it to intense heat in furnaces) here in Chicago who wanted to implement a system to help track their customers’ material during the heat treating process.  It seems that FPM’s heat treating process has the following additional attributes:

· Since heat treating is one of the last processes in a manufacturing process, the product would most likely show up at FPM’s dock door late with intense demands to “turn it around” quickly.  

· Because of the customers’ demands, customer service people were constantly getting calls to determine the status of the customer’s jobs.  This would require them to go out and find out exactly what step the job was at.  Their facility was about 130,000 sq. ft. and it was no easy task.

· On average, there would be about 600+ orders in house at any one time.  On those 600+ orders, the company would receive about 300 calls per day.

· There were “promised” jobs.  These jobs were so important that a separate list was created every shift to make sure the jobs were expedited.

My company submitted a proposal to implement a “work in progress” tracking system.  The project was easily cost justifiable based upon tangible costs, such as:

· Labor required to track and document the status of the customers’ jobs.

· Telephone costs to respond and support 300 calls per day.

When the system was implemented, it actually justified itself in about nine months. (It was about a $150,000+ investment.)  Needless to say, management was pleased.

But it gets better....

Because of the system, the following events also happened:

· FPM’s customers noticed that FPM was more responsive to their inquiries.  As a result, they gave FPM more of their business.  How was this so?  It seems that manufacturers are distrustful of over relying upon one heat treater because they’ve been “burned” in the past.  Customers want heat treaters who are small that will be able to handle their business.  As a strategy, they consistently “second source” their jobs so that they will not get lost within somebody’s plant.  But because of the system, FPM’s customers felt as though their jobs were under control.  Bottomline:  They substantially increased the company’s business because manufacturers no longer needed to second source.

· I have been told that directly because of the system, Ford has given FPM a Q1 rating, making FPM the only heat treater in the country to receive Ford’s highest quality rating.

· They became the first heat treater to become ISO 9000 certified.

· They brought on-line two other plants within the past five years.

The company’s future was dramatically impacted because of the system, to the tune of literally millions of dollars over the past five years.  This amount dwarfs the original $150,000 investment they made.

It was all because one person was able to envision what the value of the system could be to the company and its customers above and beyond the one time cost to the company.  

2.5. Myth #5: The Return On Investment Must Be Based Upon Accurate Data

If you think that you need accurate data in order to get your project approved, you’ll be waiting a very long time.  Because most of the data you’ll need is not found in the computer or on some spreadsheet.  For instance:

· How much does it cost the company when a shipping error occurs?

· How much does it cost the company when product is lost within the warehouse and can not be located or even sold to a customer?

· How much does it cost the company when the company can not anticipate its labor needs for manufacturing?

· How much does it cost the company to ship a product from the point an order is taken to the point the product is received by the customer?

There’s only one way to come up with the answer:  To base your justification logic upon indicative data that is available at the time of your presentation to upper management.

It’s OK if it isn’t entirely accurate.  It’s the qualitative data you’re going for, not the quantitative data.

Now am I making a case for being sloppy?  Absolutely not.  If you are, people (i.e. management) will shoot holes in your numbers faster than you can blink.

You want to have logic behind your reasoning.  And the data you do have will indicate that your system’s strategy and conclusions are sound and worthy of merit.

3. Developing Your Overall Strategy

Let’s get down to business.  So let’s say you have a project which has a lot of merit.  If I were you, detailed below is what I’d do in getting my project approved.  Remember:  Cost justification is just one part of the justification process.

3.1. How Have You Done It In The Past?

First off, one of the things I’d do is see how previous systems projects for the company of the magnitude I am anticipating were approved.  Here are some of the questions I’d ask myself:

· Who approved it specifically?

· Who was a part of the process?

· What kind of dollars were involved?

· What did the process involve?  A document?  A presentation? 

· How did they go about cost justifying the project?  What was the cost justification criteria?  A one, or two, or three year return on investment period?

· How long did the approval process take?

· Were there any unforeseen hurdles to be jumped?

· How many times was the project proposed before it was finally approved?

· What was the business climate like?  Was the company profitable at the time?

· Are there any similarities between your project and the one that was approved?

· If there are dissimilarities do you think that they would impact your project positively or negatively?

In essence, you are looking for a role model.  A (successful) project which you can pattern yours after.  Why reinvent the wheel?  Or maybe you can take their strategy and improve upon it a bit.  It’s up to you how you approach the process, but all I know is that when I was in high school and I had to do my English term paper, I went and found out what the teacher wanted by looking at previous term papers which were both accepted and rejected.

Note:  I know this strategy looks almost too easy.  The fact is:  It is.  That’s why I like it so much.  I am definitely not a fan of trying to create more difficult ways of getting systems implemented.  Neither should you.  

3.2. Know Your Audience

Which leads me to my next idea:  Tailor your presentation to your audience.  If you know what the criteria is of a properly proposed project to your audience, then you will be better prepared to craft a presentation which will press all the right buttons.

For instance:

· They be financially oriented and want hard numbers to back up your proposal.

· They may be customer service oriented and want to look at all expenditures from a customer service perspective.

· They may be price/value sensitive and want to see several vendor proposals.

· They may be very technologically progressive and want to see how your project could make the company look more cutting edge oriented.

One hint:  A lot of people I’ve seen tried to guess at what would be most important to upper management.  Some of them are even scared (yes, that’s the word they’ve used!)  to approach them and ask what it is that they should be presenting. Please don’t be scared or intimidated!  Upper management is expecting you to ask for some direction and then for you to do the requisite homework to justify the system.

These people have expectations and would like not to have their time wasted with more useless meetings on projects that’ll never fly.  Give them a break and press their hot buttons.  They’ll love you for it!

One example to drive home the point:

I have a Client that is the Director of Information Systems for an association of about 4,000 doctors.  The board of directors is made up entirely of doctors.  This Director of IS is very proud of the fact that all of his proposals are approved.  However, his counterparts at the association do not share his batting average.  In fact, they are consistently shot down time after time.

His secret?  Well, before I tell you, you have to understand a little bit about the psyche of doctors.  

#1) Doctors are born decision makers.  If you think about it for a moment, you’ll agree that doctors make decisions based upon incomplete, sometimes inaccurate, voluminous data and they have to do it quickly.

#2) Doctors do not like to be enmeshed in the trivial details of decisions.  They cut to the quick of it expeditiously with no wasted effort.

And they like it that way!

So what do you think my Client’s strategy is when making a proposal to the board?  Answer:  He takes a three hour extremely technical presentation and chops, slices and whittles it down to....

Fifteen Minutes!

The board has been known to make a half million dollar decision based upon a fifteen minute presentation.  My Client has figured out exactly what’s important to his audience and does it.

3.3. Find a Mentor/Sponsor

Sometimes, one of the most important things you could do is align you and your project with a mentor or sponsor.  You see, a lot goes on behind those boardroom doors which you are not privy to but which may impact your project.  It really, really helps to have someone who understands, appreciates and supports what you are trying to accomplish.  Even when you are not around.

Your mentor or sponsor will also be crucial in determining the best strategy for making your presentation to upper management.  He/she has probably seen lots of successful and unsuccessful attempts.  It would be wise to pick their brain on the best way to handle the circumstances.

Keep in mind that this person may not have purchasing authority.  That’s quite OK.  Sometimes it’s even preferable.  What matters most is that upper management respects this person and their ideas.  

3.4. Determining Why The System MUST Be Implemented

When structuring your presentation and justification, it definitely helps to ask this question:

Why MUST this system be implemented now?

Structuring the presentation around this pivotal reason definitely makes your work easier.  It’s something your management can grasp quickly and easily without the supporting detail requiring explanation and interpretation by you.    

3.5. The Importance of a Systems Requirements Specification

One of the best ways to accomplish the justification is to make it a part of a system requirements specification.  Although the subject of a requirements specification is not  the subject of this report, it’s a great place to initiate the justification process.  There are lots of reasons, including:

· You’ll make everyone a part of the justification process.  As a result, you’ll end up with high quality data which you can rely on because it was supplied by people which are a lot closer to the numbers.

· You’ll get people’s “ownership” of the numbers and the systems’ justification reasons.

· You’ll make it, the system justification, an integral part of the entire process, thus insuring that you’ve done your homework.

(So if you’d like to know about the system requirements study and specification and what goes into them, please call my office and get my report/book “How to conduct a Systems Requirements Study - An Insider’s Guide”.)

4. Justifying The System - Key Strategies To Use

Over the years, I’ve run into different companies which have different approaches to the cost justification process.  I’ve lumped them here into groups so that you can get some idea of how to generally approach your management depending upon their unique attributes and characteristics.

But keep in mind, I’ve done this only for the sake of illuminating the idea of how to approach your management, not to stereo type your management into one category or another.

4.1. The Entrepreneurial Approach

Management which is entrepreneurial oriented from a cost justification perspective share the following mindset:

· They are far more interested in seizing opportunities than reducing costs of doing business.

· They would like all projects to be cost justified as quickly as possible (at least they will tell you that) but they want more to have projects which will allow them to grow the business by leaps and bounds.

· Entrepreneurial management are more likely to change their mind.  So if you get their approval, implement the system post haste!  (Hint:  Phase it in quickly!)

· Entrepreneurial management makes their decisions very quickly and based more upon advice from counsel than personally looking at the hard numbers.  Sometimes it will look like they are shooting from the hip.  (Maybe they are....and maybe they aren’t, you’ll never know for sure.)

· Entrepreneurial management likes to focus on proprietary (meaning they own the solution), customer service, value generation and systems which differentiate their companies in the marketplace.

4.2. The Accountant Approach

As you may have already guessed, the accountant approach espouses:

· Tangible economic data is to be treasured.

· A short “return on investment” period.

· Lots of supporting detail.  Please be aware that projects will stall out without the data to back them up, even though they may be definitely cost justifiable.

· All the detail must be present for inspection purposes.  It doesn’t matter if they haven’t looked at it yet...they will...

· Intangible economic cost justification data will usually be considered irrelevant and not grounded in “reality”. It has minimal value in supporting your case.  Use it sparingly.

· If you can structure the project/system such that it will save the company money rather than cost the company money even though the company may grow by leaps and bounds if you implement the system.

· Critical accountant oriented terms such as projected cash flows, cost of funds, equipment depreciation and net present values may be of additional support to your presentation.  But make sure you understand them and can communicate them effectively.

4.3. The Practical/Pragmatic Approach

This approach is by far the most common and balanced of all the strategies I’ve encountered.  You can spot a pragmatic approach because it has these characteristics:

· It usually takes the long term view of how the system will impact the organization.

· Management definitely wants the system cost justified on a tangible economic basis, yet will not sacrifice the project just because the system may not be cost justified.

· Upper management will appreciate the homework which was done to support the cost justification attempt even though it may not be cost justified.

· The management’s systems attitude is grounded in results, benefits, objectives rather than technical advancement for technology’s sake.

4.4. The Leverage Approach

I’ve already alluded to this approach earlier.  Find a reason why you must implement the system now.  I call this the leverage approach because whatever is forcing your company to implement the system has a lot of leverage over you.  In essence, the need for cost justification goes right out the window and what usually matters most is how much and especially....

How long will it take to implement?

I like this approach except that it sometimes forces management to take a rather shortsighted approach to the project without analyzing what the project/system could mean to the company.

The other caveat is that since these systems are sometimes unanticipated, they usually do not have the proper funding and they may have to be done on a shoe string budget.  This may force your project into unrealistic deadlines and un-ecological project phasing just to meet the requester’s demands.

5. Actually Crunching The Numbers:  Determining The Economic Return On Investment

Listed below, I’ve researched my previous requirements studies to give you some typical “sweet spots” where data collection/capture systems usually justify themselves.  The list is not inclusive, but is rather thorough if I do say so myself.  Here’s how to use the list (if I were you):

· #1:  Pick the area(s) which represent the most potential for payback or a “return”.

· #2:  Attempt to compute the tangible costs which will not be incurred if the system is implemented.  Make sure you can specifically identify how you computed the numbers, otherwise, you probably have intangible cost savings.

· #3:  Attempt to compute the intangible costs.  The best you may be able to do is come up with a “gut feel” for the savings or improvements.

· #4:  Determine the costs of the system both on a one time as well as an incremental/on going (e.g. Labels, equipment maintenance, etc.) basis.  

· #5:  Using the above information, determine how long it will take for the system’s use to pay for the system over time.  This will usually be between one and two years for a data collection system.  This is considered your return on investment.

Note:  I have intentionally left out the normal accounting orienting calculations.  Not because they are not of value, but because I want to put the emphasis on the more applicable parts of cost justification computation.  (If you can’t make/compute a positive case for the system using the above strategy, no amount of cash flow, NPV, depreciation is going to make a difference...just my opinion.)

5.1. Tangible Cost Justification Areas

· Clerical/Administrative Labor Savings

· Warehouse Labor Savings

· Data Entry Labor Savings

· Decreased Clerical/Accounting Errors

· Decreased Shipping Errors

· Packaging Costs

· Decreased Raw Materials Costs

· Inventory Warehouse Space Reduction

· Inventory Value Reduction

· Increased Inventory Value Accuracy

· Reduced Scrap/Rework

· Fewer Management Meetings

· Lowered Inventory Carrying Costs (Interest Expense, etc.)

· Increased Production Time

· Reduced Warehousing Errors

· Reduced Manufacturing Errors

· Reduced Overtime Costs

· Reduced Expediting Charges

5.2. Intangible (“Soft”) Cost Justification Areas

· Improved Factory Utilization and Productivity

· More Accurate Payroll Costs

· Improved Scheduling Improvements

· Increased Customer Service and Satisfaction

· Increased Communication With The Customer

· Customers That Are More “Connected” To The Company

· Increased Communication Within The Company

· Reduced Machine Maintenance Costs

· Improved Cost Data for Bidding Purposes

· More Accurate and Real-Time Management Reporting

· Better Decision Making Because of Accurate and Timely Data

· Increased Company Income

6. Summary - Closing Ideas

As I promised, the information about the cost justification process is very applicable and useful.  I hope you have found some pearls of wisdom in it.  I can tell you this, most of the information contained within these pages has come from life in the system’s trenches, if you will.  I have a few closing comments/ideas which I’d like to share with you now:

· Treat the entire process as a learning experience, so if at first you don’t succeed. . Don’t give up.  You see, the systems that get the nod are those that are not necessarily the most cost justifiable, but those where the project managers are the most committed.

· If you think you have to be an accountant in order to compute the cost justification, you’re dead wrong.  Please go into the process with your eyes wide open.  It’s not whether or not you’ll need to cost justify the system.  Assume that.  The only question is what role will the cost justification play in the approval of the system.

· Give your strategy/presentation more adequate time to come to fruition.  Unless you’ve got to implement a system in a specified period of time (the leverage strategy), you’ve got time on your side.  Use it to your advantage.  The best way I know is...to do your homework.

If I or my staff can be of additional assistance, please don’t hesitate to contact me personally at my 

office.  I look forward to speaking with you about your project.  Thanks for reading.

About The Author
Since 1982, as President of Business Technology Group, Rick Duris has been on the forefront of the systems integration industry, having designed and implemented over 300 major systems, in over 42 industries, on 16 different platforms using various technologies.   An international authority on the subject of systems integration with advanced technologies, Mr. Duris is in demand as the key note speaker at major events and companies as well as a  monthly columnist for AUTO-ID News and MIDRANGE ERP Magazine.

About Business Technology Group, Inc.
Based in a suburb of Chicago, Business Technology Group provides software development and system integration services to companies requiring a total turn-key approach.  The company’s forte is integrating new technologies such as AUTO-ID, RF, and imaging into an organization’s way of doing business, allowing them to become more competitive, productive and profitable.

For more information or reprints of this report, contact:

Rick Duris, President

Business Technology Group, Inc.

14044 West Petronella Drive

Libertyville, IL  60048

Phone:  (847)367-1310

Fax:      (847)367-1349

Email:  Rick.Duris@btgi.com





