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For many operational managers one of the most difficult financial challenges
involves preparing a business case. Why are some seemingly unimportant
projects approved, while other worthy projects never make it to the starting
gate? Is there a magic key that improves the probability that your project will
be financed? In the next two columns I’d like to share with you the underlying
things that help a project reach the approval stage – the CFO’s guide to giving
your business case the best shot. For the purposes of this column, a business
case can be a:

•
•
•
•
•
•

capital project request for new client management software,
proposal to add new services to the existing portfolio,
buying a competitor
request for funds to capitalize on an existing high growth opportunity
new productivity initiative to improve routing of service personnel
major marketing effort to penetrate existing markets.

In short, a business case is anything that requires a significant funding request
outside your normal annual operating budget. Many articles and books give
helpful lists and discussions on the basics of a good project proposal or
business case. Instead of giving you another list, I’d like to focus on the things
that many managers miss when preparing their business case.

Go for the Gold
From the outset, assume that all of your business case requests will eventually
have to be approved by the Company’s top management team. This will ensure
that you carefully research, analyze and prepare all of your project proposals,
regardless of their impact or size. If you don’t feel that the business case
deserves the time necessary to hit this standard, the project should probably
stay on the shelf.
By sticking with this “top management customer”
perspective, you will over time develop a reputation as someone that prepares
professional business cases. This credibility automatically means you’re 50%
closer to approval from the very beginning.
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Sell your team
Successful execution of any project comes down to the skills and experiences of
the individuals involved. Discuss why your team is the one that can deliver
results. To support this, detail each person’s background, prior achievements
within your organization and any prior related experience. Focus every bio on
the skills necessary to show the expertise needed to deliver results for this
specific project. It is also important to show that this team knows how to work
together, especially if it involves a great deal of potential change/conflict.

Wear your marketing hat
Define the market opportunity in detail. This research will support your
revenue forecast and provide the critical foundation for a credible business
case. Discuss the size of the potential customer base. Provide a profile of the
customer as it relates to your service business. What sales and marketing
effort will be needed to reach potential customers? Provide extensive detail on
any opportunity to sell this service to your existing customer base. This is
always the least expensive way to generate new service revenues. If your
business case is based on a cost initiative, focus on cost savings.

Focus on the assumptions
A key part of any business case is the preparation of spreadsheets showing
added revenues, added costs, and net contribution to your existing business.
Managers that have spent time evaluating business case proposals know that
most of the weaknesses are in the revenue forecast. The same is true of cost
(productivity or efficiency) initiatives. Here the weakness often lies in a failure
to quantify the benefits in a credible fashion. By contrast, expenses are usually
fairly easy to determine once the revenues have been identified. Focus on
justifying your revenue and benefit assumptions, going back to the work you
did in the prior section (“Wear your marketing hat”). Spend your time on
clearly, cogently setting out all of your assumptions. You will either win or lose
here. If you can create a compelling vision of the positive financial impact this
will have, you have a much higher chance of project approval.

What’s the minimum number of years to forecast?
Unless your organization has a prescribed format, financial results should be
projected for a minimum of five years. Revenues and related expenses should
be shown by month for the first year, by quarter for the next four years.
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Know your Gross Margin
Develop a solid estimate of the gross margin this business case can produce.
To calculate the gross margin:
Projected Revenue

50,000,000

Prepare
a
separate
schedule
showing all market assumptions

Less: Cost of Services

(30,000,000)

Costs defined below

Gross Margin

$20,000,000

Subtract cost of services from
revenues to generate the gross
margin

Gross Margin %

40%

Divide gross margin into revenues

The key here is to determine the costs that should be reflected in “Cost of
Services”. Costs should include all of the “people” costs necessary for delivering
the service, including consultants, call center and help desk associates. Other
costs include depreciation on any facilities or equipment needed to deliver these
services, including any associated software costs, such as scheduling software
or call center software. Finally, there may be other related expenses such as
project travel costs, project-specific training, telecommunication and utility
expenses.
What’s a gross margin that gets top management excited? The answer is: a
margin that’s greater than the organization’s overall gross margin. Then, as
your project kicks in and begins to generate greater revenues, the overall gross
margin of the company will increase. For example, between 1999 and 2002
Cisco’s hardware margins were declining, while the service business margin
increased from 54.8% to 69.6%. During this same time period Cisco’s service
business tripled from about $1 billion to $3 billion. By comparison, the
hardware business grew about 41%. Cisco’s hardware margin fell by 4% over
these four years (and even more dramatically in 2001, their loss year).
Fortunately, the positive impact of the service margins meant that overall
company margins declined only 1.5%. Quite a financial contribution from the
service side of their business!
A future column will address “Part 2 of the CFO’s Guide to Winning Your
Business Case”, including connecting you business case to the overall company
financials and strategy, selling your ideas internally, competing against other
worthy projects, and working with the finance
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