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About this guide

Who's it fore

This publication addresses the needs of both Agile practitioners and financial managers. It
is suitable for business sponsors and executives (including product owners), Agile project
managers, Scrum masters, team leaders, project management office staff and anyone else
with an interest in the financial impact of Agile projects. By reading and understanding the
chapters that follow, you will be better able to arficulate the benefits of Agile in clear and
uncomplicated language.

Why do you need it2

With the rise of interest in Agile projects, their financial management is becoming
increasingly important. If you are responsible for the success of your Agile projects, then
you will need to have a solid understanding of how fo manage your finances! This book
provides practical guidance on Agile requirements and financial and risk management,
covering fopics such as Agile confracting and budgeting while showing you how to cope
with the impact of change and uncertainty on your project finances.

Who's it by?

Alan Moran
[ERM

Alan Moran is an Agile thought leader and IT management professional with extensive
seniorlevel experience of implementing and managing high-value IT and business solutions
in public and private-sector organizations. An MBA graduate of the University of
Strathclyde, he is also a doctorate holder in mathematics and has earned numerous
certifications in Agile, project and risk management, IT service management and related
disciplines. He is the managing director of the Institute for Agile Risk Management (IARM),
a Swiss-based insfitution that exists to promote the principles and practices of Agile
management within the confext of the Agile enferprise. He is also the author of several
publications, including Agile Risk Management (2014), Managing Agile: Strategy,
Implementation, Organisation and People (2015) and Agile Risk Management and DSDM
(2015). Alan has mainfained a keen interest in establishing and optimizing Agile processes
throughout his career, and is a regular speaker at international conferences on topics
relating to Agile management.
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How is it organized?

Each chapter is self-contained and can be read independently. Worked examples illustrate
clearly how Agile financial principles can be applied fo your daily work. A summary of
what is covered in each chapter is as follows:

® Chapter 1 Provides an overview of Agile principles and practices and introduces two

specific methodologies that focus on product development (Scrum| and project
management (DSDM). The chapter concludes by positioning Agile within the wider
family of related disciplines that includes Design Thinking, Llean Startup and Beyond
Budgeting.

Chapter 2 The Agile process is explored in greater detail by looking at how
requirements are solicited and effort is estimated. In this confext the contractual aspects
of supplier management in both the private and public sectors are examined.

Chapter 3 This takes a look at the wider strategic planning and budgeting processes
within organizations. It considers how Agile budgeting ought to be performed and how
capital and operational cost classifications are derived.

Chapter 4 Examines what is meant by profit and identifies the key drivers of value in
Agile projects. These are then illustrated by means of an extensive worked example.

Chapter 5 Describes how notions of value are captured in Agile projects and how fo
measure their benefits using fools such as Agile Earned Value Management.

Chapter 6 Presents a detailed overview of financial risk by describing how to cope
with uncerfainty during appraisal analysis. The chapter concludes with a discussion of a
number of sources of risk such as cost, credit and foreign exchange, and the application
of real options to Agile projects.



Foreword

Financial planning and risk management for Agile initiatives are topics of increasing inferest.

A book addressing these areas has been needed for some time and this publication
provides a deep dive info these highly relevant topics. Readers will gain much value and
understanding from the detail presented here. The theory and application of financial and
risk management practices, as well as guidance to support their alignment to an Agile
approach, provide a fascinating read.

Steve Messenger

Chair, DSDM



Preface

A central tenet of the Agile philosophy is its affitude fowards change; it requires an adaptive
approach fo planning. Agile takes a positive stance in relation to emergent opportunities
and there is a balance between the reward and risk incurred in pursuing them. Agile has o
embrace not only requirements (e.g. user stories| and an understanding of their value from
the customer’s perspective, but also a means of funding them that is flexible enough to
respond fo material changes in the wider environment. Indeed, the creation of this
publication was itself the result of an Agile publishing collaboration between TSO and the
Insfitute for Agile Risk Management. Working closely with a community of reviewers, we
revised each chapter over several iterations. At the end of each we asked for feedback,
which we infegrated info the next version. In a spirit of openness that is commonly found in
Agile projects, we were able to engage in discussions that drew upon the strengths and
diversity of perspectives found among the reviewers.

Valuing Agile: The Financial Management of Agile Projects provides a framework for the
financial management of Agile projects built around the notion of Agile budgeting. In Agile
budgeting, planning is linked to appraisal, from which we can derive incremental funding
requirements. These requirements are then used to develop and deliver a solution that fests
the underlying business assumptions of the project. This process makes it possible to grasp
how the combination of the prioritization of ‘user sfories” by value, along with their iterative
development and incremental delivery, reshapes the cashflow structure of a project. This
has a positive influence on net profit as measured by any of the commonly used financial
metrics. In order fo recognize this fundamental dynamic of Agile project finances, we need
fo understand what constitutes profit, how costs are treated and how expenditure is
classified within the organization. We also need to understand how the value created by
Agile projects is reported through practices such as incremental discounting. This provides
the necessary foundations for financial risk management of Agile projects through the use of
sensifivity analysis and real options. In this way relevant information, which is incorporated
as it comes fo light, is used to defermine the future direction of the project.

Using practical illustrations and examples from common Agile methodologies, Valuing
Agile: The Financial Management of Agile Projects explains how to adapt traditional
financial management techniques for Agile projects, enabling practitioners to apply them in
their daily work. It explains the core concepts clearly, and the links between product
development, Agile contracting, budgeting and project appraisal, value realization and
assessment and financial risk management are presented in a concise and coherent
manner. This ensures that many of the common misunderstandings and pitfalls are avoided.
By addressing the needs of both Agile practitioners and financial managers, this publication
esfablishes a common ground on which it is able to explain the management of Agile
project finances.
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1 Introduction to Agile

As set out in the Manifesto for Agile Software Development in 2001, the Agile philosophy
prescribes an approach to solution development and project management that accepts
change and responds to the needs of customers. It belongs to a wider movement (including
lean, Design Thinking and Beyond Budgeting| that shares these values together with a
desire to deliver value amidst uncerfainty. Exploring the Agile approach leads to a better
understanding of how financial practices founded on command-and-control principles (e.g.
budgetary controls) are actually inhibiting innovation. Accordingly, there is a need for an
Agile financial approach to project appraisal that includes a more holistic and adaptive
performance assessment perspective.

1.1 The Agile approach

Agile is a term that describes a set of values and principles expressed as preferences that
are based on group learning and dynamics fuelled by short feedback cycles. These cycles
encourage an emergent solution to be delivered incrementally in a collaborative and
responsive manner. These are expressed in terms of the following four preferences (that
acknowledge the value of the items on the right, whilst valuing those on the left more):

@ Individuals and interactions over processes and fools
® Working software over comprehensive documentation
@ Customer collaboration over contract negotiation
°

Responding to change over following a plan.

These four ifems, together with the following 12 principles, constitute the Agile Manifesto:

@ Our highest priority is to satisfy the custfomer through early and continuous delivery of
valuable software.

® \Welcome changing requirements, even late in development. Agile processes harness
change for the customer’s competitive advantage.

@ Deliver working software frequently, from a couple of weeks to a couple of months, with
a preference for the shorter timescale.

® Business people and developers must work together daily throughout the project.

@ Build projects around motivated individuals. Give them the environment and support
they need, and trust them to get the job done.

@ The most efficient and effective method of conveying information fo and within a
development team is facetoface conversation.

® Working software is the primary measure of progress.
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® Agile processes promote susfainable development. The sponsors, developers and users
should be able to maintain a constant pace indefinitely.
Continuous atfention to technical excellence and good design enhances agility.
Simplicity — the art of maximizing the amount of work not done — is essential.

The best architectures, requirements and designs emerge from self-organizing teams.

At regular infervals, the team reflects on how to become more effective, then tunes and
adjusts its behaviour accordingly.

Agile solution development recognizes the inherent limitations in plan-driven, phased
approaches (sometimes referred fo as "Waterfall’), relying on estimates that may be
questionable in uncertain environments. It does so by embracing change and promoting
iterative development and incremental delivery; it is a culture of continual feedback and
learning based on frust and nurtured by selforganizing feams. Thus the paradigm of the
Agile organization is a small, cohesive and diverse feam of individuals consisting of
specializing generalists (i.e. detailed expertise in one or more core disciplines
complemented by broader skills in a range of other fields) who have the freedom within
broadly defined parameters to shape their own practices. While there may still be a
project manager or team leader, this role tends to be more facilitative and supportive; a
style of leadership often referred to as ‘servantleadership’. Thus the essence of agility is to
have strafegies to cope with changes that arise from dynamic market environments,
developments in fechnology or other sources of uncertainty.

Agile teams

Agile teams are usually small, consisting of between three and nine members, though
figures vary by methodology. Individuals within the feam may have a broad range of skills
le.g. a software developer with database and system administration skills or a business
analyst who also has inferesfs in graphical user interface and graphic design) that enable
them fo share tasks more easily, work together and learn from each other. It is generally
considered best practice to have the entire team in the same location, where open,
shared conversations can contribute to wider dialogue within the team; this is known as
‘osmotic communication’. This atmosphere of openness within Agile environmentfs also
encourages cooperative and supportive group dynamics when an individual seeks help
(as evidenced when team members ‘swarm’ fo assist a colleague) or it can result in social
sanction from the group if an individual fails to pull their weight.

Being Agile can be disruptive, owing to the way it turns many things on their heads within
an organization. For example, the boundaries between functional disciplines (e.g.
requirements engineering, software development, testing and quality) offen become blurred
as do the organizational units to which they belong, as tfeams become more mixed and
crossfunctional. These features of Agile working practices challenge selfidentity (e.g. what
is meant by the roles of manager or technician?) as indispensable specialists become
increasingly rare and social skills (e.g. negotiation and conflict resolution|] are valued af
least as much as technical ones. In this environment, what counts is the ability to engage in
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organizational leaming and sharing; this, in turn, relies on openness and flexibility on the
part of, not only the team members, but also the organization. Team accountability also
means that individual bonus schemes (known to be counterproductive in most organizations)
are replaced with group-based rewards. Needless o say, embracing Agile extends
beyond the mere adoption of a methodology and reaches to the core values and identity
of the enterprise.

N Salesforce.com

%/ In 2006 Sdlesforce.com undertook a remarkable enterprise-wide fransformation that
saw it swifch across to Agile practices over a three-month period (followed by a further
year of continual improvements). The results were dramatic: there was a 500% increase
in value delivered to ifs custfomers compared with the previous year. This was achieved
through a 94% increase in released features as staff reported higher levels of transparency
and productivity. Indeed, despite having initial misgivings about the transformation
programmes, feams expressed high levels of satisfaction both with the new working
practices and with the quality of products and services they delivered. Meanwhile,
customers, pleased with the fimeliness of product releases and upgrades, were more
likely to recommend Salesforce.com fo their colleagues. The success of this programme
relied to a large degree on the use of crossfunctional teams, a return fo the core values
of the organization and a willingness to engage with customers throughout the solution
development process.

1.2 Agile software development

Already in widespread use in the manufacturing industry, Agile practices evolved in the [T
sector during the 1990s before finding expression in the Agile Manifesto. Today Agile is a
mainstream practice for software development in the [T sector. The traditional approach in
the IT sector had been based on the Software Development Lifecycle (SDLC), interpreted as
a sequence of phases: requirements gathering (during which specifications are created);
analysis and design; solution implementation and testing; culminating in the release of a
software package. In fact, rather like a relay race in which each leg must be completed
before the bafon is passed onto the next runner, each phase of the SDIC is expected,
according fo the traditional interpretation, to be finished before work on the next can
commence. The belief prevailed that it was necessary and possible to plan in advance dll
activities in detail and that while uncertainty might exist, this could be remedied by
sufficiently detailed analysis, based on a presumption of clearly expressed needs of the
customer. This promoted the notion that specialists (such as business analysts, software
developers and festers) should be involved in each phase and that such individuals must be
coordinated by a project manager, with the role of customer being limited to clarifying
requirements and performing acceptance testing of the final product.

So where might problems lurk with this approach? The reality is that software development
often involves a journey into the unknown, and may be further buffeted by market
competition or shifts in corporate strategy or vision. Not only is it unrealisfic fo expect
cusfomers fo be able to state precisely what they want without changing their minds; feam
specialists may also be working with new fechnologies for which reliable estimates (required
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by tradiional planning approaches) cannot be made. In fact, there are numerous examples
foday of disruptive new technologies [i.e. those upsetting the sfatus quo in the marketplace)
that addressed needs which at the time were hard to capture or express clearly unfil users
were able to meaningfully inferact with the emergent products or services. Examples include
Twitter, Netflix, Spotify, Instagram, Facebook and LinkedIn. It therefore makes more sense to
break down the development process into smaller iterations and integrate the customer more
often. For example, the customer may assist in the planning for each iteration; they may be
on-call should issues or the need for clarification arise during development, and they may be
present af the end of the iteration fo review what has been achieved. To understand the
customer’s needs it may be necessary to build prototypes or to experiment with designs. In
this way, direct experiences and deeper insights are gained through collaboration with the
customer. Seen as an exercise in organizational learning, the Agile process takes on entirely
different nuances. Agile therefore requires generalists rather than specialists, who need to be
selForganized and empowered, rather than taking a command-and-control approach. The
result is a way of working that permits an emergent solution to grow, for if to be continually
validated and ultimately satisfy the needs of the customer.

The traditional engineering approach to product development in [T, based on the phased
inferpretation of the SDILC, also fails in a number of other ways beyond the time it takes to
get the right product to market. From a psychological viewpoint, capable individuals in a
feam who are denied autonomy or accountability often lack the level of commitment found
on an Agile project that grows from identification with its objectives and a sense of purpose
in achieving them. This is because if an individual is directed in a command-and-control
environment then their motivation is limited o achieving the outcomes expected of them as
defined narrowly in terms of their respective specialisms (i.e. they can hardly be blamed for
doing what they were told to). This also means that such individuals will often frame
productivity in ferms of their outputs [e.g. amount of code produced) rather than the learning
that takes place when they engage with others. For example, pair programming, an Agile
technique in which two developers share a terminal to collaborate on a problem, is often
misunderstood as an inefficient means of working. However, studies have shown that when
working in pairs, individuals are considerably more likely to do the right thing (e.g. write unit
fests or refactor the code where necessary) which saves time in the long run; this is referred
fo as reducing technical debt. Pair programming is therefore all about learning and
avoiding wasted effort, rather than trying to accomplish the task at hand twice as fost.

N Zara

%/ What might an Agile environment look like outside the IT sector? Inditex, the clothing
manufacturer and retailer best known for its Zara brand, is a well-known proponent of
Agile management practices. They enable it to deliver new designs to the shop floor in
an asfonishing three working weeks. It does so by integrafing design and manufacturing
teams in an effort to reduce communication barriers, enforcing timeboxed delivery of small
batches, and ensuring flexibility by leaving space in its retail stores in order fo respond to
unanticipated demand. Teams at Zara are self-organized and work fo short cycles driven
by customer feedback. This approach enables Zara to exceed ifs industry peers in terms
of sales, operating profits and stability.
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1.3 Agile techniques and practices

Pair programming is just one of many techniques commonly employed by Agile teams (see
Table 1.1). Working in a diverse collaborative team has been shown fo broaden the
experience and perspectives of all partficipants, enabling them to see more creative
solutions to problems. Individual and organizational flexibility, when combined with such
creatfivity, are essential elements of innovation and help teams to deliver new products and
services that might not otherwise have been possible. So being Agile can be said o
promote individual growth, as well as acfing as a driver of innovation.

Table 1.1 Some common Agile techniques

Continuous integration  Integration of changes into the product baseline facilitated by
automated verification of the functionality and deliverability of the
solution that establishes an early feedback loop

Nightly builds Automated build and deployment of everything that has been
achieved during the day into an environment that enables it to be
used for purposes of assessment and testing

Test-driven development The practice of creating tests prior to the implementation of code in
order to improve validation feedback

Refactoring The internal reorganization and improvement of a solution while
preserving its external behaviour

Pair programming The discipline of working alternately in pairs on a solution (with the
purpose of avoiding wasted effort)

Agile employs a wide variety of practices, some of which are found in Table 1.2. Together
with new organizational paradigms [e.g. selForganization and the use of generalizing
specialists), these ensure that an Agile feam possesses the necessary set of skills and social
competencies in order to deliver value to the customer. Seen from this perspective, Agile
behaviour can be considered as principally a cultural stance on solution development
rather than a mere collection of values and principles.

In the period leading up to 2001 when the Agile Manifesfo was signed (and since], there
has been a plethora of different Agile methodologies. While these share the same broad
values and principles and borrow extensively from each other, they have all found their
own communities and unique cultures. They include approaches that emphasize software
engineering techniques (e.g. Extreme Programming (XP) and Pragmatic Programming and
Feature-Driven Development); product development (e.g. Scrum); project or portfolio
management [e.g. DSDM, SAFe); other facets such as flexibility and decision frameworks
(e.g. DAD, Crystal); or Lean thinking [e.g. lean Software Development). While some
methodologies have crossfertilized (e.g. Scrum and XP), others have been developed over
the course of several formal versions (e.g. DSDM). Two specific methodologies, one
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primarily conceming product development (Scrum) and the other more focused on project
management (DSDM), will be discussed further in sections 1.4 and 1.5 respectively and
used throughout this publication to illustrate examples of financial practices. Though each
has its own domain, this does not preclude the presence of the other. It is perfectly
legitimate, for example, fo refer fo Scrum in a project setting or o a DSDM product
development effort.

Table 1.2 Some common Agile practices

Agile practice  Description

Iteration planning  Planning session at the start of each iteration, often including the
customer or their representative (e.g. product owner)

Daily stand-up Short, structured daily meetings to review progress and plan events

for the day
Review Demonstration of the (partially) complete solution at the end of the iteration
Retrospective Communal reviews of the performance of the underlying Agile process

1.4 Product development

Scrum, a product development methodology originating in the mid-1990s, has become
(alongside its closest variants) the most popular Agile methodology today. Scrum owes its
name fo the sporting mefaphor of collaborative effort in rugby that contrasts with the 'relay
race’ of traditional phased approaches. Work is performed in a series of iterations, known
as sprints, that are fimeboxed info periods usually lasting two to four weeks (see Figure 1.1).
Though the product is potentially shippable at the end of each sprint, it is usually released
in line with the cusfomer’s schedule. Scrum is based on a model in which everything that
might be needed in a product is recorded (in descending order of priority) in a product
backlog to which new items may be added continually. At the start of each sprint a
selection of items are taken from the top of the product backlog (i.e. highest-priority items
first]. The customer then helps to analyse them and make a defailed estimate fo create the
sprint backlog. From this a sprint goal statement is formulated that captures the spirit and
infent of what is to be achieved by the end of the sprint. Sprint backlog items are then
implemented and fested during the sprint with the aim of producing a potentially shippable
product. At the end of the sprinf the team demonstrates the results and reviews them with
the cusfomer. It then decides whether fo release the product. Should the team decide not to
release, the efforts are not wasted since the outputs will be carried over to the next sprint
and will become part of a future release. The sprint concludes with a refrospective to
discuss the interactions between people and any possible process improvements.
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Figure 1.1 The Scrum process model

Overall responsibility for the product backlog lies with the product owner who must also
ensure that the team understands its individual items. The product owner is supported by the
Scrum masfer who ensures that all the participants understand the Scrum process and
adhere fo it. The only other role is the development team whose function is to analyse,
implement and fest the emergent solution. Scrum is limited to product development and
does not consider what happens to the solution after it has been deployed other than the
handling of requests for new features or fixing of bugs found in deliverables. The core
elements of Scrum can be found in many other methodologies [e.g. SAFe, LeSS and DAD)
that attempt to scale it up to multiple concurrent teams.

1.5 Project management

Though Agile practices are commonly used in product development, they are also project,
risk and programme management techniques and can be used as part of the overdll
approach fo strategic management within the enterprise. Dynamic Systems Development
Method (DSDM), arguably the first fruly Agile methodology, is an example of an approach
that is firmly based on project management principles. Its core model (see Figure 1.2) is
based on a phased approach, consisting of pre-project, feasibility, foundations,
evolutionary development, deployment and post-project phases. During the feasibility and
foundations phases, the basis for evolutionary development is established, from which
solution increments are delivered via the deployment phase. All this activity is sandwiched
between the pre- and post-project phases. DSDM refers to the iferations as timeboxes and
uses a flexible prioritization and contingency-based approach fo manage items from its
prioritized requirements list that are worked out in detail in their respective timebox plans.
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Figure 1.2 The DSDM process model
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DSDM has a fine-grained set of roles that includes a project manager, business
representatives (business sponsor, visionary, ambassador, analyst and adviser) and solution
development individuals (i.e. team leader, technical coordinator, solution developer, tester
and adviser). It advocates specializing generalists (whom it refers to as T-shaped skilled
individuals] whose work is governed by a set of eight guiding principles (e.g. focus on
business need and quality; ontime iterative and incremental delivery; communication and
collaboration, demonstration of control).

It is supported by a set of core practices such as facilitation, imeboxing or MoSCoW
(see section 2.5), as well as a comprehensive set of planning, delivery and governance
products (e.g. the business case, prioritized requirements list, timebox plan and

benefits assessment).

DSDM is a comprehensive framework that caters for governance, quality and risk and can
be scaled to manage Agile programmes capable of coping with a mixture of both Agile
and non-Agile approaches. Owing to its management appeal, DSDM fends to be well
suited to mature and regulated environments that might otherwise not have considered an
Agile approach. It has been successfully integrated with a variety of traditional approaches
(e.g. CMMI®, ITSM/ITIL and PRINCE2) and it is considered reasonable to embed other
Agile approaches, such as Scrum, within its evolutionary development phase, thereby
enabling it to combine both project and product management facets info @

single framework.
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1.6 Related disciplines

As the Agile movement evolves beyond [T, it is increasingly being used in concert with
other innovative and design-driven approaches, with which it has found a particular
resonance owing fo shared values and perspectives concerning change and the
management of uncertainty. In such situations Agile practices typically partner as the
product development or project management function. The following disciplines are most
commonly found in conjunction with the Agile approach:

@ Design Thinking A framework that captures the needs of customers, helps frame
potential solutions through the analysis and definition of needs, promotes the generation
of ideas and supports the selection and validation of candidate solutions through
profotyping and fesfing. Design Thinking often features most prominently in the pre-project
phase where considerable uncertainty and ambiguity prevails [e.g. discrepancies
between what potential customers say and do. It is considered an essential tool in the
creation of innovative portfolios and the selection of promising projects.

® lean Concerned with the elimination of waste (known as muda) through the
management of workflows and establishment of pull-based production systems
enshrined in Gemba Kaizen and Kanban thinking. Llean places the customer firmly in
the driving seat. VWaste means any superfluous activity or useless outcomes (e.g.
overproduction of detailed requirements, development of unwanted features, software
defects, delays arising from communication latency between inferfaces). This school of
thought has had a profound impact on Agile thinking where the use of its hallmark
Kanban board (a laned chart in which items are placed depending on where they lie in
the production process) is now commonplace. lean advocates that workflows should
be smoothed as measured by a cumulative flow diagram that captures the relative
amount of work in each phase of the project. Thus requirements to be specified in detail
are defermined by constraints on development (i.e. only as much is developed as can
be specified in the forthcoming timeframe. In tum these are determined by the capacity
of fesfing [i.e. only as much is delivered as can be tested). Buffers are kept to a minimum
throughout the process and work in progress is kept even.

® Lean Startup An approach fo developing businesses under circumstances of extreme
uncertainty that is based on Lean thinking, validated learning and innovation
accounting. This requires a continuous approach to innovation where hypotheses are
formulated and fested during solution development amid a build, measure and leamn
cycle. Experiments are created throughout fo test minimum viable products aimed af
esfablishing the acceptance and viability of the underlying business model, and their
performance is assessed by tracking appropriate growth metrics.

® DevOps A sef of practices that emphasizes the collaboration between solufion developers,
operations and other specialist IT staff (e.g. network engineers and database
administrators) through an acknowledgement of their inferdependence and a sharing of
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common values (e.g. rapid delivery, use of feedback loops and measurement through
metrics). This approach focuses on a pipeline connecting solution development fo ifs
operational usage, along which deliverables can be transported more and more
frequently [e.g. several releases a day) and with greater control through the use of
highly automated and dynamic infrastructure (e.g. infegrated testing and quality control)
collectively referred fo as continuous delivery. Because it has a strong affinity with Agile
and Lean thinking, DevOps seeks to break down the barriers that have traditionally
existed between development, quality assurance and fechnology teams.

® Beyond Budgeting A set of accounting practices that collectively challenge the
traditional notion of performance management based on budgetary controls, which are
deemed inadequate fo cope with dynamic and fastchanging environments. The core
principles of Beyond Budgeting have much in common with the beliefs of the Agile
community. Its process orientation advocates relative (rather than absolute) performance
management on which team-based (rather than individual) reward systems are based,
continuous and inclusive planning, controls based on relative indicators and frends,
adaptive resource management and dynamic coordination.

1.7 Financial challenges

Since Agile activity is inherently adaptive, it bases decision-making on shortterm cerfainties
rather than long-ferm forecasfing. Accordingly planning is often tiered in five distinct levels,
as shown in Table 1.3.

Table 1.3 Five levels of Agile planning

An overall vision of what is to be achieved Product vision Terms of reference,
by the solution business case

Plan for the delivery of increments Product roadmap  Delivery plan
High-level list of prioritized requirements and Product backlog  Prioritized

other tasks requirements list
Refined iteration plan comprising detailed Sprint backlog Timebox plan

requirements and tasks

Daily planning of activities and handling Daily Scrum Daily stand-up
of impediments

In challenging the fraditional friangle of project management variables (i.e. time, cost and
scopel, Agile proposes that time be fixed and scope made variable under the assumption
that cost is largely a function of time and materials. This creates a significant issue when
foced with the budgefary cycle of planning where activities need to be planned over long
periods of fime [e.g. 12 months) using esfimates from which costs are derived. Such
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approaches owe their origins to plan-driven manufacturing and start to break down when
resource-based, marketdriven allocation is more appropriate. Instead budgetary control is
reduced to a matter of measuring performance in terms of variation between planned and
actual expenditures. It fails to take info account market movements and organizational
learning. For example, longterm estimates that are the basis of budgetary planning are
often founded on largely unvalidated assumptions conceming customers’ needs (e.g. their
inability to arficulate what is required) or the fechnical feasibility of solutions [e.g. the
learning required to be able to use a new fechnology). In the light of such uncertainty it
would seem appropriate fo engage customers early on to discover their true needs [e.g.
through ethnographic studies, workplace shadowing or construction of needs hierarchies)
before investigating solutions through prototyping and festing with users.

The manner in which budgets allocate funds for individual benefits, such as training, and
performance-related pay (e.g. bonuses| also contribute to outcomes that sit uncomfortably
with Agile thinking. For example, individualbased schemes have been shown to promote
the withholding of information and inhibit collaboration in situations where individuals
perceive a benefit in retaining exclusive specialist knowledge. Instead, by encouraging
personal responsibility, knowledge sharing and self-organization within tfeams focused on
the needs of customers, rewards can be more effectively used as a stimulus when applied
in a group-based context. This encourages teams to work together towards collective goals
and fo act appropriately when faced with the unacceptable behaviours of a minority (e.g.
social loafing, information withholding). Such environments are also conducive to the
development of generalist skills that broaden perspectives and understanding, which in turn
foster creativity and innovation.

Budgetary plan-driven approaches also suffer from the way in which financial resources are
distributed incrementally based on cost centres (e.g. research and development, product
development, procurement) rather than activities or market needs. This can create a culture
of fribalism (e.g. defensive protection of annual budgets) and a premature framing of
solution development approaches (e.g. a preference for an oftthe-shelf solution if more
funds are available in the procurement budget). Indeed, the manner in which the annual
budget cycle is conducted seldom bears any resemblance to the prevailing market situation
and often fails to exploit opportunities that arise. For example, Llean thinking, which aligns
with the Agile approach in this respect, suggests that organizational units be created in
response fo market needs and be sized according fo the target segment. Moreover, such
units should actively test the feasibility and marketability of new product or service offerings
through a collaborative and iterative process that engages potential future customers. This
approach also enables an organization fo disengage from an undertaking if the underlying
assumptions are found fo be invalid without fear of refribution or recrimination.
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1.8 Concluding remarks

Agile accepts that change and uncertainty are inherent in product and service development
and it encourages flexible organizational structures and adaptive practices. For this reason
it is considerably more able fo cope with uncertainty and unforeseen opportunities than
traditional project management approaches. This needs to be acknowledged in project
approaches which offen use variance against a plan as the basis for assessment. The Agile
approach structures the delivery and timing of value in order to maximize returns and to
ensure continual validation. Because value is delivered in decreasing order, the returns on
future deliverables are increasingly marginal (relative to the original baseline). Therefore, an
incremental approach to appraisal is required, with decision points (concerming whether or
not fo continue with the project) being taken at an appropriate point after the delivery of
each new increment. A key element of Agile financial appraisal, derived from Lean
thinking, is that the learning that takes place during an Agile project helps to reduce future
wasted effort and should therefore not be considered a write-off attributable to poor initial
planning. Moreover, new insights gained along the way usually result in internal
restructuring of the solution that reduces future costs of maintenance |i.e. technical debt) or
the need to overhaul the entire solufion at a later point (i.e. major refactoring). All this leaves
the traditional hallmarks of project appraisal (i.e. the use of longferm projected cash flows
and the delegation of maintenance costs to operations) looking rather out of place in @
dynamic and uncertain world.
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