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The project shall:

i. Key objective #1
ii. Key objective #2

iii. Key objective #3

Purpose of Document

To document the justification for the undertaking of the project, based on the estimated cost of development and implementation against the risks and anticipated business benefits and savings to be gained.

Detailed Business Case
The business case is the single most important piece of project documentation, it is a living document – the soul of the project – and should be updated and evaluated throughout the project lifecycle as part of the strategic planning process in order to allow senior management to decide which:

· Projects offer best value for money

· Projects will best achieve strategic priorities
The business case is the repository for the WHY, HOW and WHAT questions:

· WHY do we need to do this? (the justification for the project)

· HOW much is it going to cost? (the investment required)

· WHAT will we get out of this? (the anticipated benefits)

If you can successfully answer these questions it will go a long way to ensure your project enjoys continued stakeholder commitment.

The Evolution of the Business Case in the Project Lifecycle

Because it’s a living document, there are six key processes/deliverables during the project lifecycle where the business case is impacted:

· Project Mandate – the proto-business case

· Project Start up – the outline business case

· Project Initiation – the full business case

· Project Issues – reviewing/updating the business case in the light of new information

· End stage report – update the business case

· Post project Review Plan – benefits realisation

The following sections form the structure of the Business Case:
Reasons
Why is the project needed?  HINT: take a look at the Project Mandate or if you part of a larger programme, take a look at the Mandate defined by the programme manager for your project.
Options
This is your chance to document the justifications of why an option is selected and will protect you down the track should things go wrong and senior executives start asking why a particular option was selected.  
It’s worth picking several options here then provide the reasons for why an option was selected or not selected.  Some examples would be too costly, take too much time, too risky, key supplier is recently placed in administration.
At the very least present four (4) options with detailed analysis.

· Option A: Most likely (recommended)
· Option B: not selected

· Option C: not selected (most dangerous)

· Option D: Do Nothing (what is the cost/risk of doing nothing)

Benefits Expected
What are the benefits expected from the project outcomes?  In the context of a larger programme the benefit(s) expected will be defined by the programme office. Benefits should be documented in detail but at the very least they should have a monetary value.  This will enable you to compare the amount invested against the expected benefit (see investment appraisal section below).
Risks
What risks could the business / organisation be exposed to in undertaking the project?  Are the risks acceptable?
Cost
What is the investment required by the project owner / executive in order to realise the benefit(s)?
Timescales
What is the expected timeline for project delivery and realisation of the benefit(s)
Investment Appraisal
If you’re a project manager of a project then someone has decided to invest in your project in order to recieve a benefit(s).  In business terms, the investment appraisal is about measuring the benefit in monetary terms and the investment required to achieve it.  Even the projects that are unlikely to generate revenue should be subjected to investment appraisal.  For example if your project delivers a cost reduction of $1m per year then you’ve just added $1m to annual profits.
The range of methods that business organisations use can be categorised one of two ways: traditional methods and discounted cash flow techniques. Traditional methods include the Average Rate of Return (ARR) and the Payback method; while discounted cash flow (DCF) methods use Net Present Value (NPV) and Internal Rate of Return techniques.

Traditional Methods

Payback

The payback method enjoys popularity due to its simplicity and focus in ensuring that investors see quick returns which is particularly attractive for IT projects where infrastructure is refreshed regularly.  However due to its focus on cash flow there is little consideration given to profitability.  Additionally it’s difficult to quantify the optimal payback period and as a result it is useful as an initial screening method but lacks detailed analysis to support business investment decisions.
Average Rate of Return (ARR)
As with the Payback method, the chief advantage with ARR is its simplicity.  Managers tend to relate to it as the ARR is similar to the Return on Capital Employed.  However, on the downside, differing accounting practises may lead to different profit figures for the same project in different businesses.  ARR also doesn’t reflect the timing of cash flows or the project duration which ultimately makes the final decision whether to invest or not very subjective.
Discounted Cash Flow Methods

DCF relies on the concept of ‘opportunity cost’ to place a value on cash inflows arising from capital investment.

Net Present Value

NPV is a standard method for the financial appraisal of long-term projects and an indicator of how much value an investment or project adds to the value of the firm.  It is calculated by discounting the cash inflows expected in future years back to their present value using a discount rate equivalent to the interest that would have been received on the sums, had the inflows been saved, or the interest that has to be paid by the firm on funds borrowed.
A positive NPV relationship means that the project is worth accepting as there is a positive return on the investment.  A negative NPV means that the business is better of putting the money in the bank instead of investing it in the project and an NPV of 0 means the investment would neither gain nor lose value for the firm.  In theory the the firm should choose the one that produces the highest NPV.

Decision making on new projects shouldn’t be solely based NPV as there are many other criteria that may require the project to get a green light.
The Internal Rate of Return (IRR)
In order to minimise the risk of changing interest rate conditions, the IRR calculation will allow you to understand what interest rate conditions your project will be able to withstand.

The IRR is the annual percentage return achieved by a project, at which the sum of the discounted cash inflows over the life of the project is equal to the sum of the capital invested.

Another way of looking at this is that the IRR is the rate of interest that reduces the NPV to zero.
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� Detailed tools are under construction but for now there are some very good resources on the web.  Check out this capital budgeting resource: � HYPERLINK "http://campus.murraystate.edu/academic/faculty/larry.guin/FIN330/CapBudTechniques.htm" ��http://campus.murraystate.edu/academic/faculty/larry.guin/FIN330/CapBudTechniques.htm�





