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Initiating and Planning Systems
Development Projects
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Content

v Steps of Project Initiation and Planning (PIP) process

v The need for and the contents of a Project Scope
Statement and Baseline Project Plan

v The methods for assessing project feasibility
v Costs and benefits analysis

v General rules for evaluating technical risks associated
with a systems development project

v The activities and participant roles within a
structured walkthrough
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1. Project Initiating and Planning (PIP)

What must be considered when making the
decision on PIP and analysis

How much effort should be expended on the PIP
process?

Who is responsible for performing the PIP
process?

Why is PIP such a challenging activity?
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2. Process of Project Initiating and Planning

Project initiation focuses on activities designed to
assist in organizing a team to conduct project planning

Figure 5-1 Systems development life cycle with project initiation and planning highlighted

Project Identification and Selection
v~ Project Initiation and Planning
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2.1 Project Initiation @
‘\ Jona

Establishing the Project Initiation Team

Elements of Project Initiation

Establishing a Relationship with the Customer
Establishing the Project Initiation Plan
Establishing Management Procedures

Establishing the Project Management Environment
and Project Workbook

Developing the Project Charter

5/43

Project Charter

The key activity of project initiation is the
development of the project charter

A short document that is prepared for both internal
and external stakeholders

A high-level overview of the project

Useful communication tool that helps to assure
that the organizations and other stakeholders
understand the initiation of a project
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Project Charter

Contains
Project title and date of authorization
Project manager name and contact information
Customer name and contact information
Projected start and completion dates
Key stakeholder, project role, and responsibility
Project objectives and description
Key assumptions or approach

Signature section for key stakeholder
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2.2 Project Planning
" Eeclie ./
The key activity of project planning is the

process of defining clear, discrete activities
and the work needed to complete each activity
within a single project

The objective of the project planning process
is the development of a Baseline Project Plan
(BPP) and the Project Scope Statement (PSS)

8/43




Elements of Project Planning

Describe project scope, alternatives, feasibility

Divide project into tasks

Estimate resource requirements and create resource plan
Develop preliminary schedule

Develop communication plan

Identify and assess risk
Create preliminary budget
Develop a statement of work

|
|
|
|
|
m Determine standards and procedures
|
|
|
= Set baseline project plan
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2.3 Deliverables and Outcomes

= Baseline Project Plan (BPP)

Major outcome & deliverable from the PIP

Planning phase containing project’s scope, benefits,
costs, risks, and resource requirements

= Project Scope Statement (PSS)
A document prepared for the customer
= describe project deliverable

= outline a high level of work to complete the project
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3. Assessing Project Feasibility

Figure 5-3
System Service Request for Customer Tracking System (Pine Valley Fumniture)

» Economic

m Technical

m Operational

= Scheduling

m Legal and contractual

m Political
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3.1 Economic Feasibility

= A process of identifying the financial benefits
and costs associated with a development
project
Also known as cost-benefit analysis
Project is reviewed after each SDLC phase to

decide whether or not to continue, redirect, or
terminate a project
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a) Determining Project Benefits

Tangible benefits refer to items that can be
measured in cash and with certainty
Example:
Reduce: cost & error
Increase: flexibility & speed of activity
Improvement of management planning and control

Others: opening new markets and increasing sales
opportunities: higher profit margins
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Example: Tangible Benefits

TANGIBLE BENEFITS WORKSHEET
Customer Tracking System Project
Year 1 through 5

A. Cost reduction or avoidance $ 4,500
B. Error reduction 2,500
C. Increased flexibility 7,500
D. Increased speed of activity 10,500
E. Improvement in management

planning or control 25,000
F. Other 0
TOTAL tangible benefits $50,000
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Determining Project Benefits (Cont.)

Intangible benefits are benefits derived from
the creation of IS that cannot be easily
measured in cash or with certainty.

May have

direct organizational benefits: improve the
employee morale

broader societal implications: reduce waste and
resource consumption
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Example: Intangible Benefits

Competitive necessity Improve: organizational
planning / asset utilization /
resource control / work
process (employee morale)

Positive impacts on
society

More timely information
Increase: organizational
flexibility / operational
accuracy

Information processing
efficiency

Ability to investigate

more alternative Promotion of organizational

learning & understanding
Faster decision making
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b) Determining Project Cost

Tangible cost: an IS cost that can be measured
in cash and with certainty
Tangible cost for IS Development

Hardware & software cost

Labor cost

Operational cost including employee training and
building renovation
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Determining Project Cost (Cont.)

Intangible costs: an IS cost that cannot be
easily measured in terms of cash or with
certainty.
Intangible cost can include

loss of customer goodwill

employee morale

operational inefficiency

18/43

Determining Project Cost (Cont.)

Development (one-time) cost: a cost
associated with project development & start-up
Systems development

Start-up: operating system, installation, personnel
hiring, organizational disruption, user training, site
preparation, data or system conversion
Procurement: consulting, equipment (h/w & s/w),
site preparation, capital, management time
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Determining Project Cost (Cont.)

Operation (recurring) cost: a cost resulting
from the ongoing evolution and use of a
system

Application software maintenance

Incremental data storage expenses

Incremental communications

New software and hardware leases

Supplies and other expenses (i.e. paper, forms,
data center personnel)
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Example: IS Cost

¢) Time Value of Money

ONETIVE COSTS WORKSHEET RECURRING OOSTS WORKSHEET » Time Value of Money (TVM)
Customer Tracking System Project Customer Tracking System Project . :
Vo 0 — the concept that money available today is worth
A. Deselopmentcos's $20000 A, Applation software melntenance $25,000 more than the same amount tomorrow
B, Nt hrdere 1300 B. Incemental dta torage required: 20 MB  $50 1,000 = Discount Rate
C. New (purchased) software, if any (estmated cost/MB = $50)
1, Packaged appicaons sofvare 5000 O it A T o the rate of return used to compute the present value
2. Other 0 ' S | .
A oir " 0. v ) of future cash flows (the cost of capital)
E. Stte preparafion 0 E. Supples 50 u (Net) Present Value (NPV)
F. Otter 0
L =1 — the current value of a future cash flow
TOTAL one:fime cost $42,500 TOTAL recurring costs $28,500
21/43 22/43
Year of Project i
Year 0 Year 1 Year 2 Year 3 Year 4 {Year 5 TOTALS
Net Present Value Net economic beneft 0 $50,000  S50,000  $50,000  $50,000  $50,000
Discount Rate (12%) 1.0000 0.8929 0.7972 07118 0.63551 0.5674
PV of Beneft U sME 080 | S5589 ST S8
u PVn = present va{ue of Y baht n _Years from NPV of al BENEFITS S0 SM4643 84503 5120092 SI5L867)  $180,239 $180,239
now based on a discount rate of i. _
One-time COSTS (542,500)
m NPV = sum of PVs across years Recuding Costs S0 ($28,500)  ($28,500)  ($28,500)  (528,500) (528,500
Discount Rate (12%) 1.0000 0,8929 0.7972 07118 0.6355 0.5674
m Calculates time value Of money. PV of Recuding Costs S0 (e (27) [(026)] (S8 (S617)
NPV of AT COSTS (S0500) (s67.946) " (s90,566) (5110062) (5129,069) (5145,236) (145,236)
1
PV =Y X—r Overal NeV $35,003
" (1+2)" Overal ROI - (Overal NPY of Al COSTS) 0.24
| Break-Even Analyss
. 0 Yeary NPV CashFlow  (542,500)  $19,169 517,140 | $15303 |  s13,664)  $12,200
E.g. 1,500 baht in the next 3 years, based on 10% Overal NPV Cash Fow | (542,500)  (23304)  (s6,164) | $9,130 | 522,603  $35.003
_ 3\ — |
- 13500(1/(1+01) )) - 1712695 baht Project break-even occurs between years 2 and 3 | |
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Use first year of postive cash flow to calculate break-even baction-((15303 - 9139)/15303) = .403

Actual break-even occurred at 2.4 years
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Break-Even Analysis

A type of cost-benefit analysis to identify at
what point (if ever) benefits equal costs.

Yearly NPV Cash Flow - Overall NPV Cash Flow
Yearly NPV Cash Flow

Break-Even Ratio =

=15,303-9.139 = .403
15,303

Project breakeven ~ 2.4 years
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3.2 Technical Feasibility

A process of assessing the development
organization’s ability to construct a proposed
system

The potential consequences of not assessing and
managing risks can include the following
Failure to attain expected benefits from the project
Inaccurate project cost & duration estimates
Failure to achieve adequate system performance levels

Failure to adequately integrate the new system with
existing hardware, software, or organizational
procedures
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Project Risk Assessment Factors

Project size

Team size, organizational departments, project duration,
programming effort

Project structure

New vs. renovated system, resulting organizational
changes, management commitment, user perceptions

Development group

Familiarity with platform, software, development method,
application area, development of similar systems

User group

Familiarity with IS development process, application area,
use of similar systems
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Assessing Technical Feasibility (Cont.)

Risk can be managed on a project by:
Changing the project plan to avoid risky factors

Assigning project team members to carefully
manage the risky aspects

Setting up monitoring methods to determine
whether or not potential risk is
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Technical Risk Assessment

= Four general rules
Larger projects are riskier than smaller ones

The structured requirements will be less risky than
those messy, ill structured & defined requirements

Using common or standard technology will be less
risky than those novel or nonstandard technology

The user group which familiar with the ISD
process is less risky than those unfamiliar

Assessing Technical Feasibility (Cont.)

Figure 5-9 Effects of degree of project structure, project size, and familiarity with
application area on project implementation risk

Low Structure High Structure
0 (T)‘
Large Project (very ‘:::.str:l:;!\ble Lof)nsk
High Familiarity to mismanagement)
with Tephnpiogy | (3)
or Application Area ) Very low risk (4)
Small Project (very susceptible Very low risk

to mismanagement)

Large Project ) (@)
— g ) Very high risk Medium risk
Low Familiarity
with Technology [
or Application Area (7 @
Small Project High risk Medium-low risk

Source: Adapted from: Corporate Information Systems Strategy and A The Ch of Manuging in a Network Evonony,
6l ed., by L. M. Applegate, R. D. Austin, and F. W. McFarlan. Copyright © 2003. Reprinted by permission of The McGraw-Hill Companies.
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3 3 Other Feasibilities 4. Building & Reviewing the Baseline
Project Plan (BPP)
= Operational
Does the proposed system solve problems or take 4.1 BPP is a document intended primarily to
advantage of opportunities? guide the development team
» Scheduling Maior Sect; .
Can the project time frame and completion dates meet = ajor sections | m——
organizational deadlines? Introduction ! :};ﬁﬁ;ﬁi“fﬁﬁﬁw:fﬂ
= Legal and Contractual System description R R
What are legal and contractual ramifications (branch) of Feasibilit . IFE=
the proposed system development project? casibIlily assessmen o B e
= Political Management issues e S
How do key stakeholders view the proposed system? = Team, standard, y iﬂmﬁ" h
= Communication plan, etc Tﬁ:ﬁfﬁrﬁaﬁ mmmmmm
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Project Scope Statement (PSS)

Is part of the Baseline Project Planning introduction.
Major Sections

General project information ol o

. Gansenl Information
Problem/opportunity statement | & g
Project objectives ““5-1"?’&_’;?:;5% e et iy s vy e

Project description

Business benefits

A i pur
e dhspla el oporting of sabbe o miaion, aggogale data, and 8w frends 1
- .

Deliverables g T
. s e
EXpeCted duratlon Inpwosved ikzntion of producion and materals
Project D.MM

Cuistornor wmu#

Estimated Projact Duration:
B months
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Building the Baseline Project Plan (Cont.)

Factors in Determining Scope
Organizational units affected by new system

Current systems that will interact with or change
because of new system

People who are affected by new system

Range of potential system capabilities
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Diagram Depiction of Project Scope

Price & Terms Quotes

l Shipment | Suppliers

Production Schedules 4 Y Request for Ouo‘sesT T
Production Capacities | Purchasing ‘ Order
Fulfill t __ Supplier Material Evaluation
Material Availability Hrrmen [ - —

l System ) . Material Specifications
Production Supplier Material »| Engineering
Schedulers Specifications
FIGURE 5-11

Context-level data flow diagram showing project scope for Purchasing
Fulfillment System (Pine Valley Furniture)
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4.2 Reviewing the Baseline Project Plan

Structured Walkthroughs: a peer-group
review of any product created during the
system development process

Roles: coordinator, presenter, user, secretary,
standard bearer, maintenance oracle

Can be applied to BPP, system
specifications, logical and physical designs,
program code, test procedures, manuals and
documentation
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P Wiy Fusfiburi
Roavia Form Pires Vabey Fumisurs
‘Besskon Copudiraion Walkihroogh Aotin List

Example: Walkthrough e — Example: Walkthrough .
Review Form ey e Action List .
Ditn and T of Widnihrsugh:
1. Confrmascn wih producerisl mar matensl s medy snd statae E Dase: 2 i Tom A {eim bomvie one)
e e i et T M i Pead ) [ msoenained i emten
Dhate: i 1 T ade Fwpl feide cral
[
Hrsponutite Partcipants Can Aftend Hecooned Matenaty
Ciosechousint = > LY LN LIY LM
P e X Ly L L1F LM
Lt Uiy 1IN 1Y LN
Hocrmry Gy LN [BESREL
Stenctyds LIy LW [RESREL
W iyrence = [EAEMIL (RN
Agenda:

1, AR particiierts sges b dodeaw PP s P of i Walls g
3 Marw mgmorial willdinimugh of wll et

3. O sk s by dem chockod of provious wstoe el

4 Cresnon of rem sctan bat jaetriascn by sack pattegan
B (e deciion (sas beiow)

£ Dhceer copry o $us forinSa S ot toninsl mesagar

Desiinn:
———  Auegn product see
Paertrn |0 AurPer wd Tnoghy
Fievurm mod nchadin anciher waddn oogh

| -gﬂ“‘h'nll
|
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Structured Review Process Summary

Ensure that formal review points occur during Describe the steps of project initiation and planning

the project proces :
v Explain the need for and the contents of a Project
Incremental commitment Scope Statement and Baseline Project Plan
Presentation v Describe the methods for assessing project
Planning: audience, objective, environment feasibility
Design: sequence, simple, consistent, variety, v Explain costs and benefits analysis
typo-error, concise v Describe the general rules for evaluating technical
Delivery: practice, on-time, backup plan, risks associated with a systems development project
appearance, etc. v Describe the activities and participant roles within a

structured walkthrough
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Questions & Answers
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Quiz

1

2

3

4

is the major outcome &
delivery from the project initiation and planning phase
and contains the best estimate of the project’s scope,
benefits, costs, risks, and resource requirements.

is a type of cost-benefit analysis to

define at what point benefit equal costs.

is a process of assessing the

development organization’s ability to construct a
proposed system.

1s a peer group review of any product

created during the system development process.
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Exercise

List & describe the steps in the project initiation and
planning process.

List & discuss the different types of project feasibility
factors. Is any factor most important? Why or why not?

What are the types or categories of benefits of an IS
project?

Describe the structured walkthrough process.

Discuss the terms: walkthrough, review, inspection (in IS
development)
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Supplement
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Three Popular Techniques to Assess
Economic Feasibility

1 Payback Analysis
2 Return On Investment (ROI)
3 Net Present Value

The Time Value of Money is a concept that should be
applied to each technique. The time value of money
recognizes that a baht today is worth more than a baht
one year from now.

Payback Analysis

Payback analysis is a simple and popular method
for determining if and when an investment will
pay for itself.

Payback period is the period of time that will
lapse before accrued benefits overtake accrued
and continuing costs.
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Present Value Formula Payback Analysis for a Project
A B C D E F &) H |
. . | 4 |Cash flow description Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Year &
Present value — the current value of a money at any time in s Development cost| (9415040
the future 3] Operation & maintenance cost: @ (F160000 | (F17,000)) (F180000) (F190000( (F20000)
: 7 Discount factors for 12%: 1.000 0.893) 0797 072 0636 0.567 0.507
PV —1/1+|n i liusted costs (adjusted to ¥V
n - g present value): | (54185 kil 435] (F12752)) (F12004)) (F11448)] (F10773) (F10,140)
Cumulative time-adjusted costs
] over lifetime: | |(5415,0401| (3431 475)| (3444 207) | (3456 331) | (3467 779) | (3478 5520 (3488 592)
10
Benefite derived from operation of
. 1 new system: $0 | $150,000 | $170,000 | $190,000 | $210,000 | $230,000 | $250,000
Where n is the number of years 12 Discount factors for 12%: 1000 $0833 | $0797 | 0712 | $0636 | 0567 | $0.507
Time-adjusted benefits {current of
. . h d, . 13 present value): 0 | $133,950 | $135490 | $135280 | $133560 | $130410 | $126,750
Cumulative time-adjusted benefits
11s the discount rate. (lntereSt rate) 14 over lifetime: $0 | $133,950 | $269,440 | $404 720 | $558,280 | $565690 I$?95,440
15 a 1 2 3] 4 3 [
Ci ive lifetime tii ljusted
 — 16 costs + benefits:| (54150400 (5207 525 (3174 787 ($51.6111] F70,501 | $190,138 |$305 748 |
E.g. The Baht Value for the next 2 years (Assume i= 17 [I—
|15 | Payback Analysis
19
3 50/0) | 20 | 400,000
- 2 +200,000
a3 T [$200,000) 4’/2///2’ 4 5
PV, = 1/(1+0.035)* 2
2 | 25 | [4500,000)
| 26 | Year
= 0.93 baht - |
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Return-on-Investment Analysis (ROI)

Return-on-Investment compares the lifetime
profitability of alternative solutions or projects.

The ROI for a solution or project is a percentage
rate that measures the relationship between the
amount the business gets back from an
investment and the amount invested.
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ROI Formulas

Lifetime ROI =(estimated lifetime benefits — estimated lifetime costs)
estimated lifetime costs

6 years: (795,440-488,692)/488,692 =306,748/488,692=.628 =62.8 %
5 years: 190,138/478,552=0.397=39.7 %

Annual ROI = lifetime ROI
lifetime of the system

6years: 62.8/6=10.5%
5years: 39.7/5=7.94%
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