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Beyond Agile Pilot Stage?
Time to Embrace Agile Budgeting,
Planning, and Cost Accounting!
London Scrum Users Group
February 9, 2016
London, UK

by Ken Rubin
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- ~Essential Scrum in six languages

[ English ] [ French [ German

ESSENTIAL
SCrRUM

[ Chinese ] [ Japanese
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Traditional
Budgeting and
anning

Agile Budgetin
%nd Plangningg

Agile Cost
Accounting
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Traditional
Budgeting &
Planning
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rRequires detailed up-front financial
_projections and business plans

r

We need a detailed
budgef for each cost
center. And, you'll be

meaSured aﬂaind Your

Promotes greed for finite resources

"Instills a use-it-this-year or lose-it-
_next-year mentality

'Leads to utilization-based planning

Finance team _and execution

Fosters rigidity — budgets can be
_hard to change

(Complicates things in a project- N
based environment where projects
_touch many cost centers y

( - -
Biases teams towards least-risky
_solutions

J
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. Annual planning assumes long-

" term stability in a complex world

Planning the entire next fiscal year up to 15 months in advance! ]
2016
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Belief that planning in one large batch
has economies of scale

"""""""

Economic Batch Size

Cost

Batch Size

From “The Principles of Product Development Flow," by Donald G. Reinertsen.
Celeritas Publishing: 2009. Copyright 2009, Donald G. Reinertsen
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Assumes master budget / portfolio
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And, we are doing all this work when

we have the worst possible information

Danger zone! Tryi

to :ﬂgﬁmai'e and gl:g
the entive Pr?jeo‘f earlﬂ
on when we have bad '
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Assumes we got it right!

George 18 wo
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To derive master budget/plan, we need to

understand complete resource allocation

' Apple & Bartlett, PC - Period ending Friday, 30 September, 2005 (ADMIN) - Deltek Vision
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Assumes utilizing people 100%0 is

economically sensible
Watch the Baton Not the RunnersT

P Queue Size vs. Capacity Utilization
20 7

18

10% 20% 30% 40% 50% 60% 70% 80% 90%

TSource: Larman & Vodde
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And, it’s expensive to maintain all of
that budgeting/planning inventory
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. Assumes budget and plans are correct,

- so stick with them

- - )
Plan deviations are result of poor
management and execution )

N
Ignore insights that are
generated as conditions
constantly change )

N
Experimentation might show

initial assumptions about cost
and value are wrong )

~
Following an original plan —

no matter how well conceived

4 :* 4 and how skillful its execution —
%, can be a recipe for disaster
4

i O Copyright © 2007 - 2016, _

Leads to time consuming and often

- misfocused variance analysis

Reactive — only takes place if variance is large enough ]

True
' Forces an explanation for why things are varying from Target
_a presumed correct original target

Variance
trigger- -

Not a value-adding activity

Original
Target

[Slows down rapid response ]

Do you want to be “right” or successful?

S

Time

i O Copyright © 2007 - 2016, _



«1» Budgets often align with cost centers —
‘> but projects can span cost centers

Product / project Cost Center 1
spans all three PN S & i
cost centers P‘%ﬁ Pfg\o‘
p- ﬁ) ‘@' 49,5

Cost Center 2
Cost Center 3
[») [»)
5 A
5 A/ \

G » £ 3 . £l » £t
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Agile Budgeting
and Planning
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. Agile budgeting/planning —

~ dealing with uncertainty

Can’t get budgets and plans right up front

Up-front budgeting and planning should be helpful without being excessive

Keep budgeting and planning options open until the last responsible moment

\ J

Plan roughly for the long-term and more accurately for the short-term

\ J

4 3

Prefer experimentation (knowledge acquisition) over a desire for precision

. J

' Focus more on adapting and re-budgeting and re-planning than conforming to
_the original budget or plan J

- O Copyright © 2007 - 2016, _

. Agile budgeting/planning —

v batch size

{ B

Budget and plan in smaller batches with horizon-adjusted precision

\ J

{ '

Correctly manage budget and planning inventory — reduce costs
\

( 3

Budget and plan in more frequent increments (releases)

\ J

{ '

Optimize budgeting and planning at levels above teams and projects

\ J

- O Copyright © 2007 - 2016, _



Agile budgeting/planning —

decentralized decision making

rEmpower “mission command” — fast, additive, decentralized decision-making

rather than havin m lay waiting for permission r

( )

Trust replaces need for wasteful and ineffective top-down command and control

( )

Culture of transparency regarding what we know and what we don’t know

( )

Fast and flexible resource allocation to swarm to emergent value

( m — = P D
Focus on removing bottlenecks rather than explaining variances to original effort
im




-Elements of a “budget”

° Target ]@—4{ What we want to happen ]@—0[ Strategic Themes / Initiatives ]

| Forecast /o What we think will happen > BE CAREFUL HERE! |

Operating budget J

People and resources
| Resource Allocation ]@— we need to make it Allocation of
happen budget to value
streams

o RS
& ) : Copyright@ 2007-2016’ _

Strategic initiatives drive filtering
~and resource allocation

» Strategic Initiatives Resource Allocation

o Initiative 1
¢ Initiative 2
e Initiative 3
* Initiative 4

W Initiative 1
W Initiative 2
Initiative 3

W Initiative 4

J 5‘h’afeﬂio filter

A

ldea No—go

o T
& ) : Copyright@ 2007-2016’ _




- ~Resource allocation

S

[Allocate funding at the value stream or product level

Allow for dynamic reallocation of budgets across
value streams / products
Value stream Value stream
O o
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Portfolio planning

Strategic planning
outputs feeding a
portfolio kanban

system
L Upstream process
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Portfolio planning

Fartici pants

Internal Stakeholders Froduet Owners Otherg
In.vu'fc

"y

New-product Data

L

hl—PVmS{ Data

Fortfolio f’l'anniuﬂ

o

%adufinﬁ

Lifecuzle profits Cost of delay Aecaracy,

precicion

Inflowsg Portfolio backlog P
. ol

I

Arrival rate

Exin WIF limit
appmffuniﬁe&

Saller, more ~ P
frequent releases é

= b In-process _

C ldle work,
ot idle workers

Complete e.nﬂaﬂed

teams




We need an economic framework

Based on Reinertsen “The Principles of Product Development Flow: Second Generation Lean Product Development”

& ) : Copyright©2007-2016_

Sequence portfolio to maximize
portfolio-wide lifecycle profits

S

3
L

(-9

Product €
|

Froduct &

l—‘l

Product D

Product B

I

Portfolio L—ifeojole. Profit = X Portfolio Lifecﬂde, Profit = 3X

& ) : Copyright©2007-2016_



== Cost of delay is the time dimension

Cost of delay is not the only factor to
consider when prioritizing items in the

portfolio
qt IS the time dimension that must be .
considered because it affects all other
prioritization variables such as cost,
benefit, knowledge, and risk )

i . i : Copyright o Inn()IUﬁO_

.. Estimate for accuracy not

“¥ precision
[ T-shirt size estimating ]
Size Rough Cost Range
Extra Small (XS) £10k to £25k
Small (S) £25k to £50k
Medium (M) £50k to £125k
Large (L) £125k to £350k
Extra Large (XL) >£350k

(an example)

i . i : Copyright o Inn()IUﬁO_



.. Need to balance portfolio inflow

- and outflow rates

Most companies
violate this in Q3 of
their fiscal year

& PR

i . i : Copyright o hmcdu_

.. Deal with emergent opportunities

v quickly
(Emergent opportunities arrive continuously\
~and randomly )
(They are perishable—their values decay )
~over time (frequently exponentially) )
3

s Time.
i . i : Copyright o hmcduﬁ_



-~ Size affects performance

Product/project size affects overall portfolio

. performance g

( )
What happens if you get behind the large farm

. vehicle on a single lane country road? "

4 . . )
How do the lifecycle profits of a product compare
between one large release and multiple, smaller

- releases? >

.- The importance of a WiP limit

(. )

Why should a good restaurateur not
seat paying customers at an available
table if 30% of the servers called in sick

that evening?

O

\
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.. Marginal economics enables fail

> fast

If you start working on a product/
project and you subsequently decide it
IS not worth finishing it, will you Kkill it?

Y

es

( et ] [T'arina'he ]

Copyright o IMOIuﬁon’ LLC_

Cost Accounting
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. Misalignment with Finance team

> on classifying development costs

Don’t understand
Adile ctuff, o to

Finance team

Safe, lets expense (V5.
capitalize) e\/erﬂ’HnM ’

that
be

results in overpaying taxes and
_understating value

(Classifying everything as expense\

4

( .

Accounting standards use
Waterfall examples to explain
_ capitalization rules

~

‘ If agile projects are expensed and waterfall \

Copyright © 2007 - 2016, _

. Standard software capitalization

¥ process

Achieved technical feasibility
J

.

" Written managerial approval )

_to develop )

N\

' Committed development

_resources )

rManagement confident of

) . \ =

—\

Te@finﬂ

_success

Copyright © 2007 - 2016, Innol
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Agile financial reporting

Sprint planning

Sprint bcklg

Fortfolio Fundin -
digcussions arrl:ive,d W \L U
T — g
____________________ I
Fortfolio planning , Release planning Sprint 1 :

o S o : Product planning

- Agile teams are units of capacity

We favor long-lived teams that as a unit have a
known capacity to deliver value

TBpe. | Team Tﬂpa | Team ; (V2 uX ux
E Dev  Dev  Dev @A RA @A

Tipe Il Team - & S O
‘® 0 AAA ARA
%\ | ‘g Dev g 3 ok g
Type | Team Type Il Team ; ‘ ‘P“ ‘ ‘ ‘P“ ‘
°‘ _ o‘ Dev g g :sh Avch
F& AAA AA
el



-.> The BIG question!

4 )
Do we need to track

. Individual task hours? )

| i : Copyright o hmcdu_

- ~=The issues with hours

é )

Individual contributors HATE it

\ J

rPeople often fill out their time card at the end of the week to achieve |
_the target number

" Hours above threshold limit (e.g., 40 hours/week) may or may not
be accounted for

Gives the illusion of precision

. J
Ignores the fact that the team is the unit of capacity

\. J

| i : Copyright o hmcdu_



. Use ““story points”

- (product backlog size estimates)

Hem  Size
Pl t |
—
-

— Weatue £ | 2|
g T f )
= e & | 3 | Addresses cost at a much more meaningful level
fure H | 5 \ J
| TE ~
| Many teams already use them
\ J
( A
Simple, reliable, and easily verifiable
Feature O | . g
N—
~_ Peatwe P |
. Featwe .. |
< Fcaﬁre?Z-{

i O Copyright © 2007 - 2016, _

- Example using story points

Scrum team

‘Q’ ‘Vy‘ Has a fixed cost per sprint
P@% (e.g., £20,000/sprint)
Develepment team

( )
om  Size Bring 40 points of work

) > Capitalize =
—— L Into sprint ) £20k * (30/40) = £15k
Featue C | 2 ( h

e 30 points are new features

et 12 | 5 S— J | >
e & | 3 ( h

5 points are defects

8 J
> Expense =
5 points are knowledge

acquisition J

i O Copyright © 2007 - 2016, _
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-Challenge Question #1

How do you account for people who work across
Scrum teams (i.e., one person on multiple teams)?

[ Track at the aggregate level instead of how many hours did a
person spend on each team

( )

LTypicaIIy the DBA spends 40% on Team 1 and 60% on Team 2 J

i O Copyright © 2007 - 2016, _

-Challenge Question #2

( )
How do you keep up with team composition changes

that could occur from sprint to sprint?
. J

 Unit of capacity is the team so the economics favor long-lived
teams




-~ Challenge Question #3

" Auditor wants to pick a developer and ask what he
was doing on September 12! If there is no
_timesheet with hours, how can we answer this? y

( )

LWould you really get written up for this? Validate the assumption! y

( )
Developer X acted as member of a Scrum team where he worked
along with his colleagues doing whatever needed to be done on

September 12 to help his team accomplish its goal!
& J

(Re—asserting that the unit of capacity in agile is the team and not\
the individual, so the auditors should be focusing on how the core
assets of the company (high-performance agile teams) are being

\ utilized (cost) to deliver business value (benefit) )

| | i : Copyright o IMOIuﬁon’ L-

-~ Challenge Question #4

How do you do the math when the same team has
people who reside in different countries?

60% of cost 40% of cost

30 points

18 points 12 points

| | i : Copyright o IMOIuﬁon’ L-



> ~Visual AGILExicon®

Slides in this presentation contain items
from the Visual AGILEXicon®, which is a BaSSa Enre?
trademark of Innolution, LLC and SCrRUM

Kenneth S. Rubin.

The Visual AGILExicon is used and
described in the book: Essential
Scrum: A Practical Guide to the
Most Popular Agile Process.

You can learn more about the Visual
AGILExicon and permitted uses at:
http://innolution.com/resources/val-
home-page

o
Y

a4
4

-www.essentialscrum.com

A b e
-i N N o) I V] t-l [e) N TRAINING ESSENTIAL SCRUM RESOURCES BLOG ABOUTUS
ESSENTIAIL
View the Book Trailer SEruM
Read the Table of Contents
Read Reviews Essential Scrum
Order on Amazon

Introducing Essential Scrum, A

Practical Guide to the Most Popular

T LR |

Agile Process by Kenneth S. Rubin.

» Watch the trailer now

Buy now from amgzon.com'

ABLE OF CONTENTS SEE WHAT PEOP!

Browse throught the Table of Contents to
find out more about the how the book can
help you:

((Choose a chapter... D)




- =Contact Info for Ken Rubin

iNNolutioN

agile inr

Email: krubin@innolution.com

Website: www.innolution.com

Phone: (303) 827-3333

LinkedIn: www.linkedin.com/in/kennethrubin
Twitter: www.twitter.com/krubinagile
Facebook: www.facebook.com/InnolutionLLC
Google+ plus.google.com/+KennyRubin1/
Essential Scrum: A Practical www.essentialscrum.com

Guide to the Most Popular

Agile Process
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