What Went Wrong?

Unsuccessful Information
Technology Projects

Strategic and Technology Services



Strategic and Technology Services

KPMG's Strategic and Technology Services group helps enterprises harness technology to
deliver results — with strategic thinking, and implementation that |everages enabling
technologies for your success. Our main service offerings are:

*  Program Management (see below for more details)

e Strategic Information Technology

e Information Risk Management

*  Electronic Commerce

e Implementation services for SAP, BaaN, PeopleSoft and Computron system solutions
e Specialized custom solutions

With over 200 professional staff across Canada, and our access to the world wide resources of
KPMG International, we are ready to serve you.

Program Management

Our program management services are designed to improve the success of information technology
projects. We do thisin three ways:

e We manage information technology projects for our clients. We have experienced and
trained information technology project managers. Our managers know the tools,
techniques and methodol ogies to use to keep projects on schedule and on budget.

e We provide independent assessments of information technology projects from
experienced consultants using standard diagnostic tools and databases of best practices.

e We provide temporary Chief Information Officers, and DirectorsManagers of
Information Technology to help organizations through short term crises.

We al so conduct research on ways of improving the effectiveness of information technology.

For Additional Information

If you would like to discuss this survey or the issues arising from it, please feel free to contact:

Nigel Kelly (416) 777-3482 nkelly@kpmg.ca;

John Hildyard (416) 777-3662 jhildyard@kpmg.ca; or
Brenda Whittaker (416) 777-8459 bwhittaker@kpmg.ca

in Toronto; or in an office nearer to you:

Halifax Dennis Young (902) 492-6048
Montreal Michel Ravacley (514) 840-2160
Ottawa Kathleen Byrne (613) 598-3686
Edmonton Al Achtemichuk (403) 429-7357
Calgary Tom Gosse (403) 691-8399
Vancouver Manrico Scremin (604) 691-3440

To order a copy of this survey, please call Katherine Drayton at (416) 777-8165, or contact your
nearest KPMG office. Information on our Program Management practice, this survey (including
the full downloadable text of this document), and our firm can be found on our web site at
http://www.kpmg.ca
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Executive Summary

Information Technology (IT) project management is a crucial issue for
organizations today. The failure rate of IT projectsis astounding. A 1995 study
in the United States found that 31% of software projects will be canceled before
completion, and more than half the projects will cost an average of 189% of their
original estimates. With the $250 billion spent each year in the U.S. on IT
application development, we see that the cost of failures and overruns is
staggering?.

What were the causes of project failure? How best to manage software projects
to avoid excessive costs? InApril 1997, we sent a survey questionnaire focusing
on IT project management issues to Canada's leading 1,450 public and private
sector organizations. KPMG's 1997 Survey of Unsuccessful Information
Technology Projects revealed that the three most common reasons for project
failure are:

1. Poor project planning. Specifically, inadequate risk
management and a weak project plan. Risk management becomes
more important as the organization gets bigger, so larger
organizations need to pay more attention to this area.

2. A weak businesscase. The need for the system should bejustified
in ways that relate directly to the organization’s business needs.

3. Lack of top management involvement and support. This often
dooms the project to failure before it starts. Securing buy-in from
the top, often by a strong business case backed up with arealistic
project plan, is an essential step.

Some of our other main findings are:

e Projects fail more often because of schedule overruns than budget
overruns.

e Many projects fail because they use new or unproven technology.

e Poor estimates or weak definitions of requirements at the project
planning stage also contribute to project failure.

* Projects can run into trouble due to the vendors' inability to meet
commitments.

» Sixty percent of the failed projects were planned to take less than
one year to complete.

This report outlines the reasons behind the failure of information technology
projects, thus providing the first steps towards minimizing the risk of future
failures. Learn the lessons of past mistakes, and improve project management
techniques so that the staggering costs of IT project failures do not affect your
organization.

1 Chaos (Application Project and Failure), The Standish Group International Inc., January 1995.
The Standish Group can be contacted at (508) 385-7500 or on www.standishgroup.com.
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Research Method

In April 1997, the Program Management practice of KPMG sent a questionnaire
concerning unsuccessful information technology projects to chief executives of
1,450 public and private sector organizations across Canada. The aim of the
survey was to collect information on the reasons behind the failure of such
projects. We defined failure to mean:

* the project budget was overrun by 30% or more, and/or

* the project schedule was overrun by 30% or more, and/or

 the project was canceled or deferred due to its inability to
demonstrate or deliver the planned benefits.2

Projects canceled or deferred due to unplanned changes in business priorities
were not covered.

Respondents were asked to rank factors contributing to project failure, from the
following areas:

» Project accountabilities

» Establishing project expectations

» Risk management

* Project management—planning

e Project management— execution

» The project team

» Technology architecture

e Corporate culture

e Other factors

2 please note that we have also defined a serious budget or schedule overrun as one that exceeds the
original target by 50% or more.
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Respondent Analysis

The response rate for this survey was 14%. Of these responses, 176 arrived in
time to be analyzed for this report; of these, 61% reported details on afailed IT

project.
Surveys Analyzed
176
I
I I
Private Sector Public Sector
100 76
[ [
[ [ | [ [ |
Small* Medium* Large* Small* Medium* Large*
23 30 42 6 32 35

* Where information was given

For the purposes of this survey, we defined a small organization to have up to 250
employees, a medium one to have 251 to 1,000 employees, and a large
organization to have more than 1,000 employees.

Responses came from a wide cross-section of Canadian business.

Industry Sector % of Respondents
Manufacturing 24%
Health 23%
Education 12%
Government Services 9%
Retail 8%
Communications 6%
Financial Services 5%
Distribution Services 4%
Other industry 9%
Total 100%
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Figure 1
Industry Response by
Organization Size
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Failure Types

Overrunning the schedule wasthe most common indicator of project failure.
We defined three ways in which a project could fail: by overrunning its budget
by 30% or more, by overrunning its schedule by 30% or more, or by failing to
demonstrate the planned benefits. Of these, failure by overrunning schedule was
by far the most common. Eighty-seven percent of failed projects exceeded their
initial schedule estimates by 30% or more. This compares to 56% of failed
projects that exceeded their estimated budget by the same amount, and 45% of
failed projects which failed to produce the expected benefits.

Figure 2
Type of Project Failure
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Project Size

Sixty percent of the failed projectswere categorized assmall. A high number
of failed projects were “small” projects; that is, they were scheduled to take 12
months or lessto complete. Sixty percent of failed projectsfell into this category.
Looking at this 60%, nearly all respondents (92%) with small projects reported
that these projects went over schedule. Of those with large projects (projected
schedules of over 12 months) a lower percentage (86%) found meeting these
schedules a problem.

Figure 3
Overrun vs. Planned
Schedule
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Common Reasons for Project Failure

Common reasons for project failure were:

1. Poor project planning (specifically, risks were not addressed or the
project plan was weak).

2. The business case for the project was weak in severa areas or
missing several components.

3. A lack of management involvement and support.

The most common reason for project failure was poor project planning —
in two distinct areas:

First, risks were not addressed as part of the project planning process.
Respondents ranked various risks as being particularly significant, with slippage
from the schedule coming first.

Ranking Factor % of Respondents
Who Identified Risk
as a Problem

1 Slippage from the schedule 73%

2 Change in scope of technology, functionality or 51%
business case

3 Cost overruns associated with one or more 45%
project components

4 Change in any key individuals such as the 38%
Business Sponsor, Project Manager, or Vendor
Manager

Some comments from respondents:

“The original time line was unredlistic, and not revised once completion of enhancements
was identified.”

“| attribute the failure of this project primarily to the management of the scope of the
project. Changes in scope that were introduced were not properly evaluated prior to
inclusion in the project.”

“Cutbacks across the organization led to more competition for scarce I T resources, and
the IT personnel were too ‘stretched’ to do more than simply firefight.”

“The turnover of key individuals associated with the project was a major problem.”
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Second, the plan was weak. The four most common deficiencies in project plans

were:
Ranking Factor % of Respondents
Who Identified Project
Plan as a Problem
1 Incorrectly estimated activity durations 63%
2 Incorrect assumptions regarding resource 52%
availability
3 Inadequate assignment of activity 51%
accountabilities
4 Missing or incomplete review and approval 47%

activities

Some comments from respondents:
“Learning the new development tools took much longer than planned.”

“Activities in the plan were reported as being done, when in fact they were not.”

“We had insufficient Information Systems staffing to quickly stabilize the initial phase.”

1 . .
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A weak business case was the second most common reason for project
failure. The business case was most likely to be weak in, or missing, the
following components:

Ranking Factor % of Respondents Who
Identified Business
Case as a Problem

1 Business and operational changes needed to 48%
deliver the benefits

2 Clearly understood deliverables 46%

3 Quantified costs and benefits 44%

4 Overall scope of project 37%

(tied)  Business and technology risks

Some comments from respondents:
“The complexity of the deliverables was not understood by the key users.”

“A major change in the funding climate took place without reassessing the
importance of the project.”

Finally, alack of management involvement and support was cited as the
third most common reason for project failure.

Some comments from respondents:

“The business sponsor and main contact was NOT committed to the success of the
project since he had a vested interest in the ‘old’ systems.”

“The executive management ideals did not remain consistent with the established
policies and procedures which they endorsed up front.”

“The President and CEO was the sponsor but did not want the detail.”
“Senior management support and lack of follow through with middle management

was a problem, as was the entrepreneuria attitude of the business areas cultivated
by senior management - the project was a corporate head office project.”
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Other Important Reasons for Project Failure

It is clear through the comments received from respondents that other important
reasons contributed to project failure. The patterns which they build are
persuasive.

Many projects had problems with new or unproven technology. Some 14%
of respondents who reported failed projects found that new technology, often in
beta version or otherwise not fully tested, had contributed to the failures.

Some comments from respondents:

“The vendor’s ‘beta’ software was not ready. Enormous amounts of time were spent
testing software that was not ready for use.”

“New unproven software was a problem: the purchased application was not fully
developed (too many bugs). The product was relatively new (almost beta); therefore no
track record was established.”

“The vendor’s product was not ready for market.”

Many projects ran into trouble because the vendors did not meet
commitments. Some 15% of failed projects reported a problem with the
vendor’s ability to deliver a product to meet objectives and timelines, and
sometimes even to deliver any product at all.

Some comments from respondents:
“The vendor could not deliver a finished product.”

“It is somewhat doubtful that the supplier could have delivered the system, due to his
over-committed and over-extended position on other major projects with third parties.”

“The application vendor underestimated the scope, and didn’t have enough skilled
resources.”

“Vendor inability to meet objectives and fill commitments was a factor.”
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Poor estimates or definitions of requirements at the project planning stage
contributed to project failure. Ten percent of respondents who reported failed
projects relayed through open comments that they ran into problems at least
partially due to a poor definition of requirements or specifications or an
underestimation of the resources required for the project.

Some comments from respondents:

“The specifications were incomplete until late in the project.”

“The project significantly exceeded the cost estimates made at the outset. If actual costs
had been known at the outset, an alternative solution would have been pursued.”

“Unrealistic time estimates: underestimated the availability of staff time to the project.”

Risk management became more important as the size of the organization
increased. Respondents were asked to rank the significance of the factors
contributing to project failure. Based on this, the survey results showed that, in
general, the larger the organization, the greater the importance attributed to risk
management as a factor in project failure. Only organizations of between 1,001
and 5,000 employees disturbed this trend.

Figure 4
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Figure 5

Serious Budget and
Schedule Overrun
by Organization Size

Serious Budget and Schedule Overruns
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Even with a serious schedule overrun, project managers can hope to keep
the budget from serious overrun. Thereis a correlation between schedule and
budget overrun. However, this correlation is much stronger in cases with budget
overruns, than in cases with schedule overruns. A serious (greater than 50%)
budget overrun meant a serious (greater than 50%) schedule overrun as well in
91% of cases. But the reverse is not usualy true; most of those projects with
serious schedule overruns did not have a serious budget overrun as well.

Figure 6
Projects Overrunning
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Figure 7
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Custom-developed applications were associated with serious budget and
schedule overruns. Of those respondents who went 50% and over on their
original budget and schedule, 69% of the projects involved custom-developed

applications.
Figure 8
Types of Project
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Project management (execution) was rated as the most important area
contributing to project failure in cases with both serious budget and
schedule overruns.

Ranking for  Ranking Area of Project Management
Total Sample

1 1 Project Management—Execution

4 2 The Project Team

2 3 Risk Management

5 4 Project Accountabilities

Wherebudgetswere seriously overrun, the skills of the Project Manager and
the monitoring of progress against plan were highlighted as major factors.
Risk management remains the highest ranked factor contributing to project
failure, but the lack of required skills or expertise on the part of the Project
Manager and inadequate monitoring against progress and initiation of corrective
action were ranked second and third.

Ranking for  Ranking Factor
Total Sample
1 1 Risks were not addressed in several areas
9 2 The Project Manager did not have the required skills or
expertise
5 3 Project progress was not monitored and corrective
action was not initiated
7 4 The experience, authority and stature of the Project
Manager were inconsistent with the nature, scope and
risks of the project
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Information in “What Went Wrong? Unsuccessful Information Technology Projects” is current to
October 31, 1997. All information provided here is of a general nature and is not intended to be
an opinion of the firm on any subject. Although we endeavour to ensure its accuracy and
timeliness, no one should act upon it without appropriate professional advice after a thorough
examination of the facts of a particular situation. This document may be reprinted with
acknowledgment to the firm. We would appreciate being notified of any reproduction or re-use.









About KPMG

KPMG is Canada’s largest professional services organization. The firm has 5,000 personnel
in 60 locations across the country. Canadian-owned and managed, KPMG delivers
assurance, consulting, financial advisory and tax services to individuals and business,
government and not-for-profit organizations.

As the Canadian practice of KPMG International, one of the world’s leading professiona
services firms, we are positioned to meet clients' international business needs. Through a
global network of over 800 cities in more than 140 countries, KPMG International provides
access to information and insight into business practices around the world. Internationally,
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KPMG offices across Canada:
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