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Introduction

Successtul delivery of a new solution is closely tied to client
satisfaction. A fair amount of client satisfaction is also essential
during the development of the solution, not just at delivery
time. This paper identifies a simple metric that is directly
linked to stakeholder satisfaction. This metric has been found
especially useful in planning the development of optimization
solutions. Many of the ideas presented here have been
implemented as part of the IBM ILOG® Solution
Implementation Standard (ISIS) methodology that has
supported such engagements for the past years.

Most development support systems focus on the development
team’s need to work in a faster, more effective and more
predictable way. Yet successful development also depends in
large part on the client’s ongoing perception of the project, the
project’s prospects and its progress over time.

Placing oneself in the client’s shoes helps identify effective
ways to better manage and fulfill the client’s expectations as
well as to maximize returns for all stakeholders. Shared and
attainable expectations of higher returns help during the
development phase of the project as they make
communications between the client and development teams
easier and more accurate.

This paper first identifies issues commonly found during the
development of optimization solutions. It then focuses on
approaches that can alleviate these issues, one of the most
important ones being the management of client expectations. It
moves on to this management and an important factor
involved in it, the Time to Payback (T'TP). It concludes by
giving some examples on what to expect for TTPs and how to
use it as a guide to more rewarding projects for all stakeholders

Optimization solutions development issues

The development of an optimization solution is often
considered riskier and more difficult than that of other I'T
projects in large part because of a combination of issues
specific to these developments:

« Financial results are typically easier to measure than in many
I'T projects. The future application often aims at saving large
amounts of time and money. Both elements help raise
expectations; hence, getting “all eyes” focused on the
engagement.

+ A well-known, well-honed existing process is usually at the
heart of current operations. The future solution will replace
this (relatively) successful and well-proven process with an
unknown and scary one, making all current stakeholders wary.

+ A high level of uncertainty on the quality of the end-result
often remains until very late in the engagement, in part as
results depend on data and expressed processes, which are
often initially unreliable for optimization problems.

« Planners in place are very good at their job, and may worry
that their job is at stake, that they will be replaced or
devalued by the optimization solution to be. Thus they have
little incentive to support the changes brought in by the
on-going development and new process.

These aspects easily turn the engagement into an explosive
mixture. The Project Manager faces the difficult task of leading
the engagement while keeping the explosion at bay long
enough for the results to prove their worth to all concerned,
thus defusing the mixture. Shared objectives do help in keeping
the focus on the final result.

Objectives
The three main objectives for such an engagement typically
are:

+ The stated one, to deliver the solution as expected to the
targeted business, as defined by the contractual agreement.

+ The implied one, to make money for both parties.

+ The longer-term one, to build a productive relationship for
more profitable future work for both parties.

The first objective is to deliver the stated project results to the
client’s satisfaction:

+ The solution delivers the expected functionalities within the
expected time-frame.
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+ The solution delivers the expected (optimized) results using
an acceptable amount of resources (time and computer
power).

"The next objective is to make money on the project.

« The client wants the solution to deliver the optimized system,
and wants to start making money (directly or indirectly) with
it as soon as possible, while

+ The supplier wants to deliver a satisfactory solution that will
be accepted by the client, with minimal costs and delays, so as
to maximize its potential profit margin.

A longer term objective, common to both parties, is to ensure
longer term collaboration, in particular so that:

« The client feels secure with the maintenance and
enhancement of the optimization solution, while

+ The supplier has a longer term opportunity for more
profitable and satisfactory engagements with the same client.

"Tracking to these common objectives and the productive
collaboration during the initial engagement depends in large
part on mutual trust among the parties. Once established, this
trust is much easier to maintain if the expectations are met all
through the engagement, not just at the end of it. Such
cooperation is easier to obtain and maintain if the parties feel
they both have to gain by such cooperation and that they can
trust the other parties to support the same goal. Participants
are together and support each others for a specific purpose for
the duration of the engagement.

Trust in the other participants and in the outcome of the
project is both a matter of down to earth technical capacity,
methodology, and project management, but also of perception
and feelings.

"This last element can and should be managed. One of the
immediate objectives of any project management effort is to
effectively meet and manage expectations, both from the
client’s and the supplier’s management, so the engagement has

a good internal flow of information, the stakeholders don’t
reject the project midway, and can wait until the results are out.
This was recognized as early as 1994 for instance with Cap
Gemini’s On Time and Above Customer’s Expectations
(OTACE) motto.

Expectations
There are two main types of expectations to manage, that
influence each other:

+ Short-term expectations: what can I expect today, tomorrow,
this week, and
+ Longer-term expectations: what can I expect in a few months?

High longer-term expectations can relax the short-term ones
as most people are willing to invest for what they feel is a good
reason. Lotteries all over the world are a good example, where
a high potential gain lures people to part from their current
moneys.

A large return from a small investment sounds much better
than as a large return from a large investment. IBM ILOG uses
the “Time to Payback” (I'TP) measurement as an indicator of
the value of a project for the client and the supplier. The TTP
is the time it takes for the project to break even after it has
been launched. It is different from the Time to Delivery
(T'TD), which is the time from the closing the deal to the time
of launch. This time of launch is the normal focus of
application development support systems. Both these time-
spans are shown in figure 1.

A high T'TP is enough in the case of lotteries for people to
voluntarily part with their moneys. Similarly one can expect
that a high T'TP would smooth relations and shape
expectations during the development of a project, while the
chances of success are much higher in an optimization
engagement than in the average lottery.

The next sections focus on the lessons we have learned from
experience with using T'TP as a success predictor in actual
engagements.
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Time To Payback (TTP)

In order to get a realistic TTP measure, you have to take into
account all benefits and all costs, in both the client’s and the
supplier’s cases. In particular, client’s costs do include:

+ Hardware and Software to be acquired for the project.

+ Cost of External Services.

+ Internal efforts dedicated to the project (e.g. internal training,
data acquisition, project management / interface with the
supplier, validation and testing, and launch).

These internal client efforts often cost as much as if not more
than the External Services.

Projects with a long TTP don’t look as good as those with a
short one, especially with the “end of time” lurking quite close
for I'T applications. Suppliers tend to apply a TTP approach to
their part of engagements, if only by checking that the
expected margin is positive. Yet this doesn’t take the client’s
incurred costs, thus only covering part of the picture. Clients
in deed don’t have such an easy approach as they often have
less knowledge of their potential expenditures and gains.

Experience shows that asking about the TTP and following
through makes a lot of sense. Three simplified cases (e.g.
borrowing costs and inflation are not taken into account), each
with a one year development and over three years of use put
this in context:

+ Project Super has a T'TP of two months. Even if it takes twice
as much to implement (e.g. two years instead of one), the
returns, once there, are visible and large. This project will
presumably succeed, even if it entails extra efforts from all
parties. If all goes according to plan and it takes one year to
develop, the yearly returns reach over 100% over four years
(one year of development, and three years of use). It breaks
even fourteen months after the start of the project.

« Project Standard has a T'TP of seven months. As long as this
project is delivered on time, there should only be minor issues
with it. Expectations must be managed carefully as there is a
risk of weariness linked to the “run of the mill” returns. If all
goes according to plan and it takes one year to develop, the
yearly returns reach about 50% over 4 years (one year of
development, and three years of use). This is pretty good
return, in good and bad times, it breaks even after just over a
year and a half after the start of the project.

+ Project Slow has a T'TP of eighteen months. This would look
like a nice investment; if all goes according to plan and it takes
one year to develop, the yearly returns reach about 20% over
4 years (one year of development, and three years of use). It
breaks even after two and a half years. Yet, compared to other
possibilities within the client’s organization, this return may
well not be high enough to keep the project going during hard
times.

In all three cases, the “end of time”, as shown in the figure
above actually looms large, especially in the last example, as
most software applications have a limited life-span where the
usual limit is anywhere between three and seven years. A
responsible financial director would not want to place a large
bet on an investment that may never pay back, and would want
to amortize the development costs over the expected life-time
of the solution and no longer.
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The spread of T'TP values has been very wide in the projects
we have delivered. For instance, in an exceptional case, the
lowest T'TP in a project IBM ILOG delivered a couple years
back turned out to be less than a day!

The expected T'TP gives a good indication on how to handle
an opportunity before making an offer on a potential
engagement. If it is outside of the norm (five to ten months),
the client and supplier should question the way this
opportunity will develop.

o If the T'TP is too low (below five months), there may be a
good reason for the supplier to participate in the anticipated
revenues.

« If the T'TP is too high (more than ten months), the supplier
and the prospective client must understand the client’s other,
non financial motivations for the project. These have an
important role to play in the engagement and in particular the
Key Performance Indicators (KPIs) that the engagement seeks
to satisfy, as it presumably will not satisfy a simple financial
measure.

Similarly the TTP gives a good indication on how to structure
the deliverables in a project, where a good approach is to have
deliverables so that there is a short T'TP as early as is feasible
without endangering the overall project. This in turns pushes
for specific iterations in the project, where each iteration
delivers financially rewarding results to the client, in line with
the corresponding investment made for it. A follow-up article
will give practical examples and guidance on how to do so, with
an iterative approach to solutions development.

Conclusion

The paper shows a simple measure that should be used to
reduce the perceived threat of an optimization development,
enhance cooperation among the participants in this effort, and

eventually help organize the project and its deliverables. This
“TTP” (Time to Payback), in turn helps to:

+ Identify a potentially “good” project
« Structure it so various stakeholders stay satisfied with the
current and future outcome and help make it a full success
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Next Steps
Request a custom demo

Our interactive demonstrations are performed either online or
on site and are scheduled at your convenience (depending on
the availability of our product experts). We will be happy to
travel to your site for groups of five or more.

Request a Discovery Workshop

Two day, complimentary workshop designed to help teams
work through their project questions together, ensuring that
IBM ILOG Optimization is the right solution to your
problems before making an investment.

Talk to a live person

These specialists are available to assist you in your IBM ILOG
Optimization solution identification and research. You can
email or phone them directly.

Contact us
We will respond within 48 hours. For general questions:

« 1-800-FOR-ILOG
« ilogcc@us.ibm.com

<||Ii

© Copyright IBM Corporation 2010

IBM Software Group
Route 100

Somers, NY 10589
US.A.

Produced in the United States of America
March 2010
All Rights Reserved

IBM, the IBM logo, ibm.com, CPLEX, and ILOG are trademarks or
registered trademarks of International Business Machines Corporation in
the United States, other countries, or both. These and other IBM
trademarked terms are marked on their first occurrence in this information
with the appropriate symbol (® or ™), indicating US registered or common
law trademarks owned by IBM at the time this information was published.
Such trademarks may also be registered or common law trademarks in
other countries. A current list of IBM trademarks is available on the Web at

ibm.com/legal/copytrade.shtml.

Java is a trademark of Sun Microsystems, Inc. in the United States, other
countries, or both.

.NET is a trademark of Microsoft Corporation in the United States, other
countries, or both.

Other company, product or service names may be trademarks or service
marks of others.

References in this publication to IBM products or services do not imply
that IBM intends to make them available in all countries in which IBM
operates.

WSW-14112-USEN-00



