
What the customer buys and considers value is never a
product. It is always utility, that is, what a product or a
service does for the customer.

PETER DRUCKER

Chapter 1
Business Value Disadvantaged

Abstract Despite the current emphasis on benefit in stakeholders’ minds, there is
still a focus on cost management when it comes down to the day-to-day work in
modern software development. This works counter to underlying assumptions in
modern development methodology. We motivate a more deliberate approach to ben-
efits management during development, but it is the combination of cost and benefits
management that saves the day.

1.1 A Paradoxical Emphasis on Cost

Modern development ideals focus on business value. In agile management and de-
velopment, the mantra is ‘Value for the customer’. The product owner is involved
along the way and backlogs are prioritized, with the best intent to produce bene-
fit. Yet, it seems that, in many information technology development projects, there
is still bewilderment regarding how exactly customer value should be expressed in
process decisions.

Routines for cost estimation are common, and cost estimates and productivity
outlooks are routinely updated and monitored. Earned value measures and burn-
down charts can tell you when to start cutting back the scope. However, chances are
that benefit is treated haphazardly compared to cost [5], which is a paradox, given
the focus that business value is supposed to have.

This book promotes the idea that one should treat benefit with at least the
same systematic attention as one treats cost. Moreover, benefit and cost estimates
should be combined to give estimates of benefit over cost in a manner that enables
benefit/cost-driven development.

The absence of an explicit treatment of benefit can lead to decisions based only
on cost when one actually wishes to make decisions based on business value. It
would be good if one could use a burndown chart to cut or promote functionality on
the grounds of benefit rather than cost only.
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Further, one is in danger of perceiving an expensive piece of functionality as also
representing a lot of benefit. This fallacy piggybacks on the folkloristic common
law of business balance [13], that is, the principle that one cannot pay a little and
receive a lot: one should have to pay more for more of a product (ten bottles of wine)
than for less of that product (two bottles of the same wine). The principle applies
to software development as well; it is reasonable to expect to pay more for more
software than for less software.

However, more software does not necessarily provide functionality that deliv-
ers more benefit. The confounding of cost with benefit transforms the reasonable
principle above into a fallacy.

Clearly, then, there is another dimension to take heed of, in addition to the amount
of software or even the amount of functionality. Thus, unless one has a sensible
measure of benefit for one’s backlog, one will not be able to manage construction
with respect to benefit and will potentially regress to merely producing amounts of
software instead.

1.2 Taking Control ...

Management based explicitly on benefit, in addition to cost, implies steering de-
velopment activities toward the intended goal. It should also help you to avoid phe-
nomena such as the escalation of commitment to a failing course of action in general
[15, 16], and in software development in particular [7, 8]. This phenomenon involves
people continuing to pursue activities in the face of clear signs that the activities are
not achieving the goals, due to an (often emotional) attachment to the effort already
invested in the activities. Related to this are the sunk cost effect and the Concorde ef-
fect, wherein a rationale is created to continue an ostensibly failing course of action,
with the argument of not wasting what has already been invested [1].

A business strategy with plans that express development metrics explicitly in
terms of business value and cost is a valuable tool to counter such effects. Suppose
the strategy states that development will cease as soon as potential business value is
no longer produced. Suppose, also, that metrics are in place that keep track of not
only the amount of software produced (and money spent), but also the amount of
benefit that the software is expected to give. Then, it should be impossible to enter
into the realm of wilfully producing waste without at least someone in the steering
group noticing.

1.3 ... with Agile

Agile promotes the frequent deployment of functionality. When agility is combined
with wise architectural design in the form of parts of functionality that provide in-
tegral benefit (product elements), stopping development should be much less scary.
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One should cease development when the benefit to cost can no longer be defended.
If backlogs are ordered so that elements with high benefit over cost are realized
first, then, by design, what has been produced and deployed until then already holds
benefit. It is not so that everything goes to waste by stopping, so there is much
less vulnerability to the sunk cost effect. In fact, what is then happening is not the
premature cessation of development, but the cessation of development just in time.

Case 1. In 2013, a public sector welfare administration terminated its informa-
tion technology modernization programme prematurely after about one and a half
years’ development. The total budget was about EUR 400 million at the time of
writing, to be spent over six years. The sunk cost at termination was about EUR
180 million, of which EUR 36 million was spent on functionality that was never
to be used [10, 11]. Generally presented in the press as yet another informa-
tion technology scandal, the termination of the programme before all was lost
was also applauded as a remarkably mature decision [19]. When things began to
downhill, programme management took the courageous decision to stop before
further losses, thus countering the sunk cost effect.

The ensuing revision pointed to several causes of failure. For example, the
programme did not employ the idea of delivering integral functionality in man-
ageable increments. Rather, it defined a total of only three excessively large
projects and started with the largest and most complex of them. We also know
that programme management did not find it worthwhile to update its skills on
benefits management in the inception phase. The decision to halt the programme
was made on the grounds of loss of control of costs, functionality, and archi-
tecture, rather than on explicit arguments of failure to deliver value for all that
money.

Although the programme in the case above was halted before all was lost, this
book offers techniques to help management stop even earlier, to save those EUR 36
million and even the EUR 180 million.

Benefits management [18] concerns an information system’s entire life cycle.
Since benefit is realized by using the system, benefits management concerns not just
the system itself, but also how it is adopted and used in organizational and societal
life.

Our focus is on techniques of benefits management that are performed during
the development phases. We define our techniques in terms of incremental devel-
opment, which involves stakeholders using – and obtaining benefit from – early
deployed functionality. This means that the techniques do concern using the system,
beyond developing it. The techniques are, however, for estimating and monitoring
the system’s expected benefit during these increments, and do not address organiza-
tional concerns as such.

Benefits management can be carried out in any software development model,
including waterfall-based models. However, empirical results suggest that benefits
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management works better in a context with a flexible delivery scope, frequent deliv-
eries, and extensive collection and use of feedback (see [5, 6] for pointers).

1.4 Benefit/Cost-Driven Development Methodology

A recent study [5] has found that projects that perceived themselves as successful in
delivering the expected benefits differed from less successful ones, in that

• they applied benefits management practices before and during project execution,
• they applied core agile practices of frequent delivery to the client and scope flex-

ibility,
• their clients were deeply involved in these practices.

This corroborates evidence from other empirical studies, suggesting that companies
that engage in benefits management perform better in terms of most success crite-
ria, especially those related to better project control and greater success in realized
benefits [3, 6, 9, 12, 17]. Better project control, here, relates to updated information
on projects’ status and productivity.

However, benefits management has not achieved satisfactory uptake. In the words
of Brees, Jenner, Serra, and Thorpe [2],

It is now about 25 years since the emergence of benefits management, but hitherto it has
had limited impact on project management and even less on general management practices.
This is despite evidence that a focus on benefits improves the success rate of projects and
programmes.

Respondents to Jørgensen’s study [5] reported a lack of methodological support for
benefits management. In particular, they experienced a lack of support in quantifying
the relation between planned returns and product elements.

This book has been written to help you with that. However, just as management
by cost alone is not enough, it would not be sensible to go to the other extreme and
manage by benefit alone. The message in this book is, therefore, to combine cost
management and benefits management.

In the following chapters, we will present techniques for estimating the benefit of
the system under development and how that can be combined with cost estimates.
We address a small but vital part of benefits management and provide numerical
tools for use in various phases of benefits management.

1.5 Design

The development of our techniques follows the steps of design science [4]: design
an artefact according to design principles, deploy the artefact to the field, learn from
observations, and redesign. Here, the artefact is the techniques that we develop, and
the design principles involve the following.
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Concreteness: The techniques should be designed for performing concrete tasks.
There can be many reasons why benefit estimation is not common; a lack of
concrete techniques will leave project stakeholders and workers in the dark as to
what to do, even if they grasp the general idea of benefits management.

Noninvasiveness: The techniques should be designed to be used in the existing
process flow. If methods are too complex or too invasive in day-to-day work, they
will not be employed. New techniques are often perceived as invasive, regardless.

Satisficing: The techniques should be designed to be good enough for the tasks at
hand and in line with what Herbert Simon [14] calls satisficing, rather than opti-
mizing. This point is essential for the simple and time-efficient use of techniques.

Support for cognitive processes: The techniques should be designed based on re-
search in the field of judgement and decision making, to suit the nature of the
cognitive processes involved in assessment.

Recognizability: The techniques should be reminiscent of existing techniques of
state of practice to facilitate adoption.

Since there is a current lack of methodology, or at least a lack of reported use
of any methodology, for conducting benefits management at the level and form pre-
sented in this book, there is no empirical evidence (systematic observations or anal-
ysis) to suggest precisely how effective our ideas are. Therefore, it is essential that
projects start to use techniques so that the effects of benefits management can be
evaluated. This book contributes such techniques. In due course, then, field studies
can be conducted to evaluate the use of these techniques.
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