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CHAPTER 3

Understanding
requirements

It is of great importance that requirements and contracting strategy are aligned at the outset.
Indeed, there is growing evidence that failure to clarify requirements and the associated
contracting structure is the biggest single cause of poor performance. This chapter looks
at the issues relating to the requirements that will be included in a contract, whether
emanating from the buyer, the supplier, the wider marketplace, industry standards, law,
regulations, or custom and practice. It provides the reader with:
• An understanding of why requirements matter
• Knowledge of techniques for establishing and validating requirements
• The ability to distinguish requirements from solutions
• Awareness of common causes of failure or delay
• The ability to allow for and manage change

3.1

Why requirements matter
It may come as no surprise that the quality of the Statement of Requirements weighs
greatly on the success of the project. The requirements definition activities will result in
a document that is the functional cornerstone of the contract, as well as the authoritative
guide for solution design.
The benefits of robust, detailed requirements include achieving a better solution, lower
costs, and improved implementation and adoption. Deficient requirements can lead to
wasted time, high levels of frustration, a decision to proceed with the wrong solution, or
ultimate failure of the project altogether.
In many cases, achieving exact alignment is impossible. So some deviation from
requirements is to be expected, and the best possible outcome will be achieved by choosing
the closest fit. In this case, the purchasing team needs to prioritize requirements so that
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key criteria are met; and the selling team must do likewise. Indeed, in situations where
innovation is a goal, the contract may need to be based on very general requirements that
envisage ‘what’ is to be achieved without either side knowing ‘how’ to achieve it. These
situations demand a distinctive approach, often known as ‘agile contracting’, which assumes
frequent change as a fundamental element of the relationship and accepts that success may
not be achieved.
The requirements do, of course, include the functional and technical aspects of the
particular solution being purchased. There will also be a host of other matters to be taken
into account in determining the best fit, such as:
• Timescales for implementation
• Cost of solution (external – paid to suppliers)
• Cost of solution (internal – purchaser’s resources required to make it a success)
• Legal and contractual risks
• Technical and implementation risks
An analysis of requirements that takes all of these elements into account may produce
a very different outcome from one that assesses functional requirements in isolation. In
reality, businesses need to be comfortable with the overall cost-benefit/risk ratio of a new
solution and should not allow this broader picture to be dictated by the technology alone.
There also needs to be a recognition that requirements change. Often contracts professionals
act as if this never happens or should not happen when the reality is that change is a fact
of life – particularly in contracts for non-commodity products or that are medium to long
term in duration. There is a risk that Procurement’s aversion to ‘scope creep’ can result in
levels of inflexibility that frustrate desirable and necessary change.

3.2

Early involvement
One of the most common complaints from those responsible for contracts is that they
were ‘involved too late’. By this they mean that they were not engaged in the process of
requirement setting (buy-side) or evaluation (sell-side). The problems that result from this
are several:
• Requirements are often not clear or well documented, causing back-tracking and delays
when drafting the contract or associated documents.
• Risks and consequences are often poorly assessed, resulting in complex, perhaps
adversarial, contract negotiations.
• Requirements should drive the contract and relationship structure and these elements
therefore must be considered in parallel or they will generate some level of conflict.
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If those who perform the contracts role are frequently involved too late, they must question
why it is that other functions are failing to understand their value. Might it be because they
are associated with highlighting problems, rather than offering creative solutions to the
identified requirements?

3.3

Defining the role of requirements
Requirements definition applies to all contracting activities, including acquisition
of property, plant and equipment, software development, parts and sub-assembly
manufacturing, and in some cases, complete outsourcing arrangements. Requirements are
the:
• Basis for the Request for Proposal (RFP) and responses
• Framework for guiding appropriate solutions
• Basis for pricing the project
• Foundation for negotiating the contract
• Key component for communicating the solution details among stakeholders
• Critical contract component or reference
• Basis for determining acceptance of the project
• Basis for change control later in the implementation phase of the project.

Strategic alignment and business value
Development of the solution should be done against performance expectations, such as
return on investment (ROI), process improvement, cost reduction, or risk mitigation.
Strategic direction will be likely to influence the priority of functionality, features, terms
and conditions. For example, companies pursuing an aggressive acquisition strategy will
value a solution’s market position and integration capabilities, whereas a company that has
wide internal adoption of a particular solution will value leveraging the existing investment
in installation, training and support. The key strategic requirements are often expressed in
terms of:
• Can the product, service or solution be configured to align with current infrastructure
or strategies
• Will it achieve the target ROI?
• How will it perform against scorecard metrics?
• Will usability and effectiveness translate into easy and thorough implementation or
adoption?
• Is the supplier capable of supporting customer strategies – for example, innovation,
flexibility, required levels of cultural fit?
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In assessing value, it is also important to consider acquisition alternatives that may differ
from the way you have traditionally acquired or evaluated a product or service. For example:
• While ‘green IT’ may be more expensive to purchase, it may diminish costs in another
budgetary area, such as energy use.
• Are there alternatives to traditional payment or commitment methods – perhaps lease
or rental, versus outright purchase?
• Has a service-based offering emerged in a category where historically the main options
were product based? This might allow a switch to use-based or performance-based
charges.
Continuous innovation by suppliers results in the need for fundamental re=appraisal of
acquisition strategies, budgeting and value assessment. It may also create a need to explore
several requirement alternatives.

Ease and efficiency
In many cases, the detailed functional requirements may drive to a limited number of
options based upon technology capabilities and supply constraints. The internal governance
structure may limit possibilities to a few options in order to:
• Align solutions across divisions
• Leverage current investments
• Keep maintenance costs low
• Facilitate integration with existing systems, suppliers or business process
• Facilitate centralized support
• Enhance corporate data flow
• Reduce users’ learning curve
• Minimize disruption associated with change

Balancing standards with ‘best of breed’
At some point, the functional requirements for a particular solution may be at odds with
company policies and standards, or the conflicting demands of different stakeholders.
At this point, the debate between ‘best of breed’ and corporate standards begins – with
governance requiring substantial justification for deviating from those standards.
The increased costs of implementation, maintenance, support and training need to be
offset by enhanced functionality and ultimately, ROI. In some cases, corporate governance
may preclude any consideration outside corporate standards.

Risk and cost avoidance
Accurate and complete requirements are critical in terms of risk mitigation. More thorough
requirements mean:
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A greater understanding among stakeholders
The ability to anticipate cultural and technical issues
Clearer communication with between customer and supplier
Reduced cost of poor quality and rework
An agreed platform for the management of future change

To the extent that the requirements fail to clearly define the outcome, the costs for both
parties can explode. This may be in the form of , pricing that includes unnecessarily high
contingency factoring, costly change procedures, low satisfaction and adoption rates,
contention throughout the implementation and delivery phase and potentially, failure or
rejection of the product or service. Involving suppliers in proposing alternative ideas or
approaches can help manage this by identifying options from which the best approach can
be followed.
Increasingly, it is recognized that ‘good practice’ includes the facilitation of direct and
managed interaction between user groups and suppliers to ensure that end user needs are
understood. In this case, the role of Procurement is to support and manage such discussions
so that there is proper control and to oversee requirement prioritization.

3.4

Factors driving improved specifications
The key factors driving improved specifications are:
• Growing user sophistication
• Greater complexity of technical environments.

Growing user sophistication
The need for more complete requirements is driven by the increased sophistication of users
and customers, including increased expectations for productivity and flexibility, and a need
to implement strategic programs.

Greater complexity of technical environments
The need for increased quality of requirements statements also reflects a complexity of
the environment, including interdependencies among and within systems and networks.
As an example, an insurance company was looking to improve financial reporting by
consolidating applications, going from four applications to two. Initial requirements
identified 13 application interfaces that needed to be developed and tested. During the
course of development, the number of data ‘handoffs’ shot to 57, dramatically increasing the
time and cost to build the application, migrate and reconcile data, and test all the systems in
the integrated environment. Better quality initial requirements would have flagged up the
high number of interfaces, resulting in more realistic cost and time budgeting, and a more
successful project outcome.
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Increased frequency of volatility and change
The growth of interconnections and interdependencies in today’s globally networked
business environment has multiplied the sources from which uncertainty and change
may emanate. Floods in Pakistan, ash clouds over Iceland and earthquakes in Japan are
examples of the disruptive events that would be difficult and highly inefficient to predict.
We know that recurrent economic upheavals are also outside the skills of risk managers to
anticipate, either in terms of severity or timing (if they were predictable, we would have
only wealthy risk managers).
We must distinguish risk forecasting from risk management. The levels of forecasting
accuracy are highly variable; our ability to manage risk events should be embedded. But
certainty over requirements, ‘cumulative’ changes can become impossible to manage. The
issues we face may be regulatory, environmental, political, economic, social or technical in
nature. For example, the defense industry has undergone wrenching shifts in recent years,
as conventional threats gave way to terrorism, long-running attempts at ‘nation building’
and unpredictable theaters of conflict. Given the long duration of programs in this industry
(often 30 years or more), the ability to manage requirements has become a major source of
competitive difference and ‘agility’ is a critical competency for all participants in the supply
chain.

3.6

Managing inevitable change
While requirements should be as definitive as possible to eliminate poor interpretation of
design and functional elements, they must allow for flexibility. Some change is inevitable,
and the requirements document must be considered from the outset as the foundation for
change control – or even the document that establishes as a key requirement the supplier’s
competence at managing change. Some contracts today are awarded in order to reach a
firm definition of requirement or to establish feasibility. In complex situations, such an
approach is often a fundamental aspect of good risk management.
Exact changes are impossible to predict, but trends can identify areas that are subject
to change. These may include business processes as well as regulatory and technical
environments. The requirements should specify where flexibility will be important,
allowing suppliers to anticipate where technical design should accommodate change.

3.7

Strategic and cultural fit
Good practice demands consideration of the importance of broader factors than price or
product quality and looks also at the value of the relationship. In any long-term agreement,
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the outcome will depend to a large extent on the synergy between the key participants. If
they cannot operate in harmony, they are likely to fail, or to deliver below potential. Time
is absorbed in managing disagreement or papering over cracks.
If innovation is important, or if flexibility or collaboration are going to be required,
these factors must be included in the evaluation and selection process. Such factors are
often difficult to accommodate within a rules-driven acquisition process. They have
proved especially difficult in government and public sector projects, because they often
appear to be ‘subjective’ or ‘qualitative’ factors, which do not lend themselves readily to
objective analysis. Yet of course they can be handled objectively, by seeking references, or
having suppliers present the approaches they would take, or by analyzing the supplier’s
organization and skills model. Similarly, suppliers should explore the extent to which they
see cultural fit in the customer; it makes little sense to embark on a project that you can see
will be fraught with risk or disagreement.

3.8

What goes wrong
Requirements often miss the mark. 88 percent of respondents to an IACCM survey
indicated that improving the quality of requirements was the number one factor, critical to
improving contract performance in their organizations.
The issues that arise most commonly in requirements definition are:
• They are often incomplete.
• They may represent someone’s view of the solution, rather than reflecting true
requirements.
• There is frequently a failure to understand the range of stakeholders who should be
included in requirements development.
• There may be ignorance of corporate policies and standards, particularly in companies
with multiple divisions.
• There is a tendency to rush to a solution and specify answers to a problem, rather than
describe the need or issue for which a solution or fix is being sought.
Finally, during the lifetime of a deal or relationship, requirements will evolve and conditions
will change. To the extent possible, requirements need to take these into account.

Lessons learned – case study
A global bank was developing an application to process trades of fixed income financial
instruments. The users were those in the branch and at the call center who were licensed
to sell securities. The company was rushing to development after having developed initial
requirements.
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The requirements were developed in a Joint Application Development (JAD) session that
included senior division managers. One of the approved suppliers was selected to develop
the interface. The bank had insisted upon a fixed price contract. However, the requirements
were vague, and the supplier insisted upon a large contingency to cover the uncertainty of
the requirements. This contingency was unacceptable to the bank.
The bank and the supplier agreed to an additional series of requirements sessions to narrow
the specifications. The supplier insisted that all stakeholder groups be represented in the
sessions, at both management and line levels. During the first of those sessions, it was
revealed that the branch account representatives (thought to be the primary users) would
need a screen design and reporting capability that would allow easy customer validation of
the desired trade before execution. This drove an immediate process and interface redesign,
as well as additional reporting capability.
A subsequent session revealed that the ‘primary’ branch users actually represented only 8
to 10 percent of the trades. The majority of trades were executed through the call centers, a
group of users that were never adequately represented in the original JAD sessions.
The redefined range and priority of stakeholders, and the recognition of the regulatory
practice of validation with the consumer before execution of the trade in the original
requirements, resulted in a final Statement of Work (SOW) that was 33 percent greater
than the original budget, but 20 percent less than the figure that included the contingency.
The UK’s National Audit Office recently reported on a similar failure to engage stakeholders
in a government project to centralize the operation of fire and rescue services. In his
commentary, the head of the National Audit Office said: “This is yet another example of
a government IT project taking on a life of its own, absorbing ever-increasing resources
without reaching its objectives. The rationale and benefits … were unclear and badly
communicated to local stakeholders …. Essential checks and balances in the early stages
of the project were ineffective. It was approved on the basis of unrealistic estimates of costs
and under-appreciation of the complexity of the IT involved and the project was hurriedly
implemented and poorly managed. Its legacy is a chain of expensive centers whose future
is uncertain”.

3.9

Five key milestones
For major projects, requirements definition is a process rather than an activity. This means
that it should be managed with key milestones to enable those involved to determine
whether they are making progress, and how close to a ‘good’ set of requirements they are.
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Know your stakeholders
The first step in gathering requirements is identifying the stakeholders. If you get to the end
of a project and you discover that a key stakeholder has been left out of the process, the
project is in danger of failing. Even if, by good fortune, the needs of this stakeholder have
been catered for, they will often present a continuing challenge during deployment of the
solution because they will not have been part of the process from the beginning.
Do not continue to the next milestone unless you have a high degree of confidence that you
understand who the stakeholders are and what perspectives they bring (see the National
Audit Office example above to understand the consequences of ignoring this phase)

Know your business objectives
Once you know the stakeholders, the next milestone to be achieved should be understanding
the business objectives for the project. What does the business want to get out of this
acquisition? For example, Is it about streamlining processes, increasing productivity or
increasing margin?
To meet this milestone you must have a clear understanding of the business objectives. At
this stage, your business objectives should be:
• Unambiguously documented
• Widely reviewed
• Signed off by all the stakeholders
A green light at this stage ensures that all stakeholders know why they are engaging in this
project and that their objectives are aligned.

Understand the specification
The third milestone requires you to be clear about the functional and technical requirements
for the project. There are many tools to assist in this process, which are discussed below.
At all stages during the functional and technical requirements definition, the team should
be checking back against the business objectives to ensure things are heading in the right
direction. And each set of stakeholders should be involved in this review to ensure that one
party’s view is not having a disproportionate effect on the requirements definition. If it is
not possible to understand the functional and technical requirements in sufficient detail to
give confidence that you know what you are buying, stop, re-assess and, as necessary, re-do
this phase until the confidence level is sufficiently high to enable moving forward.

Agree the acceptance procedure and criteria
It is essential to have a mechanism for determining whether the business requirements, the
functional requirements and the technical requirements have been met.
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Many projects fail on this single point: nobody has thought about how to determine
whether or not they have succeeded.
During this stage you will:
• Define measurable criteria for business success, to focus the project team on outcomes
rather than activities
• Refine and improve requirements, to replace vague objectives with measurable ones
• Ensure every participant in the project is clear about what ‘success’ looks like
• Understand the procedure for acceptance.
It may be necessary to revisit previous phases as you consider how to test whether business,
functional or technical requirements have been met. Doing this work now, before the deal
is done and the contract is signed, greatly increases the likelihood of a successful project
outcome.
Acceptance criteria should be aligned and integrated with corporate measures, as well as
with prioritization factors. The same criteria used to justify the investment in the first place
should be used to measure success. These measures and expectations should be defined
upfront and included as baseline performance expectations in the original requirements
documentation. Ongoing monitoring will inform ongoing improvement and hold the
supplier accountable.
Measures can be qualitative or quantitative. In one example a pharmaceutical company
had created a knowledge portal expecting scientists to publish their work to the benefit of
the entire research and development community. The community had high membership,
but there was little knowledge sharing. By measuring how the portal was used, and sending
out a survey the company was able to understand the degree to which the community was
reluctant to publish findings for fear of losing credit for their work. They realigned the
program allowing in-depth research and analysis of previously published studies. Use of
the portal and the benefit to the community have grown steadily since.

Put in place a robust change management process
The world does not stand still, particularly during the course of a long and complex project.
Technology moves on; business goals change; financial markets soar or dive; personnel
change.
‘Scope creep’, the process by which one set of requirements evolves into another, is often
cited as the cause of failed, over-budget, over-time, under-performing projects.
There are three ways to manage change during a project:
1. Ignore it and put the cost and time overruns down to experience
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2. Forbid it, and insist on continuing with the original plan, even if it no longer does what
is needed
3. Identify changes clearly, analyze their impact on cost and timescales, and seek approval
from the key stakeholders before proceeding.
For most large projects, particularly those with a long duration, option three is the most
appropriate. However, it is not without its challenges. Identifying changes requires a clear
initial specification. Managing the process means being prepared to hold up the project
until the appropriate analysis has been done, and stakeholder sign-off has been attained.
Both of these can cause difficulties and stresses during the project. A robust, practical,
pragmatic change management process that enables changes to be assessed and approved
quickly will contribute greatly to a successful project outcome.
Although option one appears to be impractical, there may be some projects (generally those
of limited complexity and duration) where this is the most practical approach. Changes
can be paid for with a ‘bucket’ of extra cash, days or other resources that is dipped into as
required.
Provided that changes are continuously tied back to business objectives and acceptance
criteria, this can be a fast and effective way to complete a project in a changing environment.
It does, however, require a certain amount of trust and co-operation between buyer and
seller. Both parties must be committed to achieving the best outcome for the best price,
if this option is not to deteriorate into perpetual scope creep. Identifying appropriate
incentives for the seller, which reward timely and cost-effective project completion, can be
very effective in offsetting the desire to simply ‘spend the bucket’.
Of all of these options, option two is the most rarely implemented. When it is, it may be
as a result of a prolonged period of scope creep that has prompted the organization to
conclude that any system, however out of date, is better than no system. It tends to be
a response to poor experiences in the past, rather than an active choice. If project and
contract management resources are strained or under-skilled, this option can be the safest
route through a risky project. Although adding changes after the project is completed will
inevitably increase cost, the benefits in terms of simplicity of project management and
certainty of budget and timescales may be sufficient for this to become the most appropriate
option.
It is common for customers and suppliers to battle long and hard over the precise definition
of what constitutes a ‘change or amendment’ and what consequences it will have (e.g. on
timing or price). This difficulty often leads to a compromise or ‘shelving’ of the issue,
but by so doing the parties are likely to be creating the seeds for future contention and
disagreement.
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3.10

Tools and techniques for ensuring milestones are met
There is no one right way to achieve the five key milestones outlined in section 3.6 above.
The most suitable approach will vary depending on the type of product or service, the
risk associated with the project, the time available for selection and implementation and
the preferences of your stakeholders. Nevertheless, there are some common tools that are
useful in achieving these milestones (Table 3.1).
Milestone

Tools

Know your stakeholders

Stakeholder identification process
Project management templates

Know your business objectives

Business objectives questionnaire
Structured business objectives interviews

Understand the specification

Requirements checklist
Requirements gathering questionnaires
Structured requirements interviews
Joint Application Development sessions
Research and benchmarking

Agree the acceptance criteria

Acceptance criteria derived from requirements and
business objectives.

Put in place a robust change
management process

Prototyping
Change control documentation and sign off process

Table 3.1

Requirements milestones tools

Stakeholder identification process
The process for identifying stakeholders varies greatly depending on the type of product
or service. A good starting point might be to query your accounts payable systems to
determine who has bought products or services of this type before and to check who
approved these purchases from a financial or technical level. Involving your Corporate
Risk team early in the process is often useful in identifying stakeholders. See also Chapter
6 for a more detailed analysis of possible stakeholders and their roles.
You may find that part of the requirements analysis process involves a ‘walkthrough’ of the
route that each piece of information, product or equipment will take as it passes through
the new solution. In taking a physical or theoretical ‘walk’ in the steps of that same piece of
information, product or equipment, you will identify the various parties who have a part to
play in moving it through the business. Some of these will be minor players, while others
will be major stakeholders – until you have ‘walked the walk’, it may not be clear who is
who, and some stakeholders may slip through your net completely.
The larger and more complicated the product, system, service or project you are looking to
implement, the higher the probability that some stakeholders will fail to be identified. But
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similarly, there is a risk that some in the business will make assumptions about who is using
what, and would need access to the equivalent facility in the new solution.
When re-negotiating contracts for various of its telecommunications facilities, a cable
network provider identified a number of leased lines that it had been paying for over
many years. The IT department, considered to be the major stakeholder, was asked who
was actually using the lines. The response – “We don’t know, but someone must be…”
– did not provide much confidence to the commercial team conducting the review. The
CFO supported a decision to switch the lines off and ‘see who shouts’. Nobody shouted,
and the company saved several hundred thousand British pounds in one swift move. It is
reasonably safe to assume that any unidentified stakeholders would have made themselves
public fairly quickly.
As with all stages of the requirements development process, validating assumptions is
essential. Assuming that something is important to stakeholders who do not exist is as
expensive and dangerous as missing out a key stakeholder with a real requirement.

Project management processes
Most companies have established robust project management processes that include
checklists, analysis tools and workflow, but these approaches are not always applied to
scoping requirements. By formalizing the requirements definition process as a project,
companies are able to assure that all stakeholders have an opportunity to weigh-in early in
the requirements development.
One company that had five divisions instituted Ringi, a Japanese process for reaching
decisions by consensus. This required broad review of all major projects in an effort to
eliminate redundancy, increase purchasing power and leverage institutional experience.

Business objectives questionnaire
Identifying business objectives at the outset serves two purposes. First, it ensures that
your requirements are focused on the end goal, and second, it is a good way to engage
stakeholders at the start of the project. Stakeholders are usually more interested in the
benefits they will see from this project than they are in the tedious detail that has to be
gathered and understood during the course of the project. A good way of engaging your
stakeholders and gathering useful information for the business objective is to ask them to
rank, in order of importance, a list of five to ten potential business functions that may be
positively affected by the project.
Questionnaires are an invaluable tool for reaching broad stakeholder populations. They
are essential for global or other geographically dispersed organizations. Questionnaires
represent a low-cost alternative to face-to-face sessions. They also broaden reach as
appropriate, serving as much to communicate as to gather information.
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Ensure that your questionnaire provides a mechanism for stakeholders to contribute their
own suggestions. There are certain to be improvements to current functions that will have
been obvious to those within the business unit, but which have not previously had a voice.
A well-designed questionnaire can stimulate discussion and creative thinking, offering
potential benefits in excess of those initially envisaged by the project. A strategic and
organizational-level filter will be required at some stage, but it is generally better to work
from a long-list to a prioritized short-list than to pre-determine the short-list before all
stakeholders have had their say.

Business objectives structured interview
Once you have the survey results, you have a good format to use in a structured interview
with the most important key users. Structured interviews assure one-on-one focus for
requirements questions. They also help to ensure understanding of the nuances in the
responses provided in the survey. The downside is that they are time-consuming, both to
conduct the interviews and to perform the follow-up aggregation, analysis and reporting.

Requirements checklist
It is critical that the requirements gathering process encompasses the full range of
requirements that may affect the project. These involve spanning dimensions such as
• Investment strategy (such as time to market, quality differentiation, etc.)
• Corporate governance – including regulatory requirements, reputation risk
• Corporate policies and standards (such as security standards, support for ISO
certification or audit requirements, health and safety)
• IT policies and standards (e.g. technology platforms, supplier status, etc.)
• Financial performance (such as payback period or ROI)
• Functional performance
• Strategic partnership requirements
• Human impact evaluation
• Cross-border interoperability
• Quality standards
• Service Level standards
• Terms and conditions
• Warranty and maintenance
• Supplier relationship
• Integration or homologation requirements
• Export / import and logistics considerations

Requirements questionnaire
Questionnaires are also a useful tool in identifying the more detailed requirements. They
can be implemented in paper form or electronically, depending on the resources and culture
of the organization. There is a skill and a craft in designing questionnaires to ensure they
derive the right answers rather than driving them through directed and slanted questions.
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A positive example of effective use of a requirements questionnaire is that of a children’s
charity, operating in 63 countries, which was planning to implement a new system to
capture field information about children and their communities. Local privacy sensitivities,
as well as unique infrastructure capabilities, made specific information about each location
essential. In some instances, children were raised by extended families, so addresses
were irrelevant. In other cases, power was available only four hours per day, and phone
services were non-existent. The requirements had to detail unique issues for each location.
A requirements questionnaire was met with appreciation and achieved a 100 percent
response rate, albeit with some encouragement.

Structured requirements interviews
Structured requirements interviews can be critical in the development of detailed, processrich systems or projects. One approach is Usability analysis, where experts will interview
relevant managers and users, then observe them in their work environment, recording
details of process and workflow that is then incorporated into the requirements.

Requirements definition workshop
There are various approaches to reaching agreement on requirements, but one is to hold a
requirements definition workshop. All major project management methodologies include
the framework for such workshops, which may be internal or collaborative between two or
more participants in the supply chain. Many times, there will be several such workshops, for
example one to grain consensus between internal stakeholders and then a joint workshop
between customer and supplier.
The requirements definition workshop is a good practice. It enables disciplined discussion
and positive approaches to solving differences or uncertainties. Such workshops can also be
used to develop plans for the best contract or relationship model, or to develop a negotiation
strategy. ‘Best practice’ companies ensure that their contracts staff are familiar with such
methods and that more advanced practitioners have the training to run a workshop, either
internal or joint.
Sample frameworks and workshop outlines can easily be found on the internet.

Research and benchmarking
Requirements are often enhanced through benchmarking similar projects. These can be
enabled through relationships with partners, benchmarking tours, and blind benchmarking
studies referencing competitors, as well as by relevant references provided by suppliers.
Typically, benchmarking delegates define a range of issues in which they are interested and
look to identify best practice that may apply to their project. Benchmarked factors may
include:
• Technical standards
• Service level requirements for Service Level Agreements (SLAs)
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• Training and support programs
• Levels of innovation or flexibility.

Acceptance criteria
Once the stakeholders have been identified, business objectives confirmed and
requirements defined, it is time to prepare the acceptance criteria. These are essentially the
way to determine that the business objectives have been met, and that the requirements
have been delivered. Preparing them at this stage is extremely useful in ensuring that the
requirements have been defined thoroughly and unambiguously.
Begin with the business objectives, and consider each in turn. How will you know that this
objective is not currently being met? What are the metrics and tools that have prompted
the new requirements? And how will you know that your solution has delivered what was
needed to meet this objective?
Only by examining each objective with a critical eye will you be able to identify appropriate
acceptance criteria. As you work through this process, you may choose to discard some
objectives as being not measurable or sufficiently objective, or you may be comfortable
using a ‘softer’ measurement.
Consider the example of an organization implementing a contract automation system.
Along with straightforward objectives such as reducing legal costs, or reducing negotiation
cycle time, there may be less easily measured objectives like ‘making our organization
easier to deal with’. How do you determine how easy you are to deal with? And what tells
you that your clients currently find you difficult to deal with?
If there has been consistent feedback from customer satisfaction surveys indicating that
your organization is difficult to negotiate with, or slow to prepare contracts, this will give
you a good basis for comparison once the new system is in place. The acceptance criterion
for this business objective could be a certain percentage improvement in the scores for
‘speed to prepare contracts’ in a post-implementation customer satisfaction survey.
A similar approach, repeated for each business objective, will result in a measurable and
usable set of acceptance criteria at the business level.
Be aware that it may be some months (or in some cases, years) post-implementation, before
it will be possible to assess whether these criteria have been met. The original supplier
may be long gone by the time you are in a position to determine whether the project was
actually worthwhile, and met its original ROI and other objectives. And certainly, you will
not be able to use many of these acceptance criteria to reject the solution presented to you –
timeframes and dependencies upon your own organization will mitigate against you here.
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However, this does not mean that there is no benefit in investing time and effort in
determining, and measuring success against, the business criteria. Only by doing so will
lessons be learned and the real value of the solution determined. A positive outcome will
reinforce the benefits of a structured approach; a negative one may suggest further work
is required. Either way, good acceptance criteria will enable performance to be measured
in a way that contributes to the future self-knowledge and effectiveness of the buying
organization.
Determining functional acceptance criteria is an altogether more straightforward affair.
Beginning with each high-level functional group, ask how you will know whether this
function has been delivered successfully or not. Is it a question of technical accuracy?
Speed? Usability? Flexibility? Then, drill down to each individual requirement – some will
be self-evident, while others will require further clarification to determine success. You will
inevitably find, during this process, that your functional requirements become more finely
tuned and clearer. You may need to go back to your stakeholders, to clarify exactly what
they were aiming for. You may question whether a particular functional requirement is in
line with the business objectives.
The acceptance definition process should act as a verification and validation process for both
business and functional requirements, helping to tie them together, ensure consistency, and
inject some realism into the proceedings.

Prototypes and pilots
Requirements are usually detailed descriptions of functionality, design and other attributes.
Most stakeholders will be hard-pressed to devote the time to fully understand technical
requirements. One way to support understanding is to develop a prototype or model and
present it to users as a self-guided tour, or in the context of a presentation or roadshow. Such
visualizations communicate design and process quickly and effectively, reducing project
changes due to misunderstandings. Occasionally, this might even extend to a limited pilot
program in order to ensure full testing and validation. This can be especially valuable in
testing services, where there is no tangible product and user acceptance and use is key to
success.
Software prototypes can run from crude wire-frames to detailed design studies.
Manufacturing prototypes are usually done in terms of physical samples. Equipment
prototypes are usually handled as demonstrations.

Scoping studies
A variation on the requirements workshop and the prototyping approaches is the scoping
study. This can be particularly useful when you want a fixed price for a project that does
not currently have a fixed scope. You appoint a selected contractor (ideally your preferred
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bidder for the project, but not necessarily) on a fixed-price, fixed-term scoping project.
They work with your team to determine the requirements, investigate alternatives, and
clarify specifications. The deliverable from this scoping study is a comprehensive set of
requirements that could be used as part of your Request For Proposals (RFP) process with
a number of potential suppliers.
Be aware that if the contractor has their own proprietary solution, the temptation will be
for them to develop requirements that reflect their own capabilities. It is your responsibility
to ensure that the resulting deliverable meets your needs, and not simply their aspirations.
A further variant is the ‘agile contract’. This is an approach first used in software development,
but increasingly applied to projects where there is a high degree of uncertainty and a need
for close collaboration and teamwork between the parties. Such agreements have a series
of on-going milestones or ‘gateway reviews’ and at each of these there may be further
negotiation and funding releases, or a decision to terminate or try a new direction.

Change control documentation and sign-off process
Once the acceptance criteria have been defined, and the project started, you should
communicate with stakeholders regularly as the project progresses. Tie the communication
to the benefits they will realize.
Project changes can be a source of frustration for the project managers and confusion for
the stakeholders. If changes are required to the project, these are often best discussed in
terms of risk to achieving the benefits, and agreement should be sought from stakeholders
that these risks are real and change is required. Once the stakeholders agree there is a need
for change, the change control documentation can be presented and signed.

3.11

Common causes for delay or failure
The common causes for delay or failure are:
• Failure to prioritize
• Solution-driven answer (defining ‘how’ when it should have been ‘what’)
• Forced solutions
• Outsourced solutions
• Ignorance of the range of stakeholders
• Ignorance of the internal economy
• Failure to understand complexity
• Ignorance of standards
• Ignorance of human impact
• Aggressive use of competition to drive lowest price
• Complex and poorly defined supply chain relationships.
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Failure to prioritize
When multiple stakeholders are clamoring for conflicting standards or processes, or when
the scope of the requirements exceeds the time or budget allocated to a project, it becomes
necessary to prioritize. The first step is to identify the primary decision criteria, which often
align with the key business objectives for the project. Depending on the scope and nature
of the solution being procured, these may be high-level objectives (increasing value in
the business) or very localized ones (reduce production errors requiring costly re-work).
Regardless of the naming or number of key criteria, the approach remains consistent.
Stakeholders then identify the 20 or so factors that define each of the primary criteria.
Scoring the options against each factor then identifies the optimal priority of requirements
to support the broad stakeholder community in an initial release. Future releases can then
add capability in the order prescribed by the prioritization results.

Solution-driven answer
There is often a propensity to gravitate to ’commoditized’ solutions for reasons of cost
and ease of implementation. This is often a result of someone having seen the solution
demonstrated or implemented somewhere else, and it is easy to assume that it will be a
correct fit. Adopting an existing solution can also be seen as the cheapest, fastest path to
resolving a problem.
In the case of a global insurance company, its property and casualty division was looking
for a global software solution to handle its underwriting, claims and accounting functions.
Its European management chose to implement a ‘shrink-wrapped’ solution for global
implementation, only to find that it lacked the capability to conform to the US‘s regulatorydriven processes. The company is currently developing an in-house solution that will
replace the purchased product globally, requiring an additional, costly and disruptive
technical migration in other parts of the world.
Another example of the solution-driving-the-requirements is when a company chooses to
implement a product that, while robust, may be inflexible. Certain core capabilities may align
with the need, but design, or lack of features, may force significant process reengineering
or costly and inefficient workarounds. This was the case with a major European telecom
operator who contracted for an industry leading standard Human Resources (HR) solution
and then found the cost of adapting the solution to accommodate the large number of
different types of allowances paid to employees delayed the implementation and inflated
the cost by orders of magnitude.
The purchasing process then becomes a balancing act that requires careful analysis. Should
the company develop or customize a solution to meet its many specific requirements, or
should it adopt a readily available solution and deal with any gaps and inconsistencies?
That analysis is only available after having performed detailed requirements definition.
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Glossing over the detailed requirements before supplier selection and expecting to add
details during implementation will undoubtedly lead to unexpected challenges and costly
supplier claims to address extensive change to the contract.

Forced solutions
Even large corporations have faced having solutions forced upon them, and have struggled
with the resulting process changes. This sort of solution coercion happens when:
• A powerful customer demands that a supplier interfaces directly with its systems
• A supplier offers favorable pricing that is contingent on adoption of its solutions
• An acquiring corporation forces its subsidiaries to adopt its systems
• An established supplier redesigns its product, forcing updates or upgrades
Even in these cases, requirements definition is essential in order to define the impact
and required adjustments to practice or processes. For example, in one company, the
management team assumed that adoption of a customer-mandated software solution
would have relatively little impact.
The true impact became apparent only after implementation, forcing minimal process
change, yet significant time and expense associated with employee retraining. In some
cases, such changes may have an impact on trade union agreements. Detailing and
communicating requirements before such a decision will reduce the likelihood of costly
pushback after the decision.

Outsourced solutions
Companies that rely on outsourced information technology, professional services or
manufacturing processes, may result in the use of the providers’ standard solutions. This
may or may not be problematic and scoping the requirements will help determine the level
and cost of adaptation required before selecting a supplier. Once a solution is implemented,
solution providers may change technologies or processes as part of ongoing modernization,
resulting in some impact to customers.
Outsourcing requirements are often output or outcome-based. This approach is frequently
ideal for driving the efficiencies envisaged. They need, however, to be fully considered to
understand what, if any, impact may result in relying on the supplier rather than having
detailed requirements in place.
Further factors to consider are the off-set between lower prices versus more customized
services and the discipline of product or service refresh. Customers often want the latest
updates or versions – but how frequently and with what level of disruption?
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Case study: inability to visualize impact
Perhaps the biggest risk to a solution-driven implementation is the failure to visualize the
process and cultural impact of the solution. One company has calculated the cost of poor
requirements definition in tens of millions of dollars over the course of one year, a significant
percentage of its budget for such services. This resulted from a failure to understand
• Regulatory requirements in some of the countries in which it operates
• Push-back from users due to language inflexibility and process constraints
• Conflicting internal economies that disincentivized adoption
• Unanticipated support and maintenance requirements
The result has been adoption of a mandate for a human impact study as part of the
requirements for any proposed solution.
To control the risks of imposing a solution, perform a gap analysis between the detailed
requirements of the stakeholders and the specifications of the solution. The more detailed
the requirements, the greater the ability to understand the impact of gaps or conflicts. It
may be a good idea to consult with third parties to help anticipate shortcomings in other,
similar implementations and assess the impact of those gaps.

Solution-driven answer
As discussed above, there is a propensity to gravitate to ’commodity’ solutions for reasons
of cost and ease of implementation, the perceived path of least resistance. When insufficient
requirements definition and analysis has resulted in unexpected process variation or
pushback, the costs can skyrocket, the delivery timetable destroyed, and the ultimate
implementation of the solution put in doubt. Forcing a solution is just one reason for delay
or failure.

Ignorance of range of stakeholders
Many companies fail to address or even identify the full universe of stakeholders. The
results range from resentment on the part of those who were ignored to delays by latecoming changes to the requirements, to the complete abandonment of the project due to
missed milestones and budget overruns.

Ignorance of internal economy
Internal economy describes the forces within a division or a company that drive decisions
and behaviors. At a macro level, internal economy can include cost allocation practices that
drive short-term cost cutting at the expense of planning for growth, or force managers to
look outside the company’s internal suppliers to external sources that represent a savings
to the division but are more costly to the corporation. At a micro level, internal economy
is reflected in personal incentives or disincentives surrounding activities such as sharing
knowledge and data among peers or workgroups. Requirements rarely anticipate the impact
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of internal economy. However, when they do, relatively simple economic realignment can
have a profound impact on project success.
As an example, a manufacturing company with five divisions realized that there was millions
of dollars of redundant spending each year. The holding company’s hands-off culture
provided no incentive for standards. However, by reengineering the internal economy, the
chief financial officer was able to reduce licensing fees for common software applications.
Also, divisions were encouraged to collaborate and develop joint requirements; divisions
could recover costs by leasing back to other divisions. And if three or more divisions
participated, the expense for the project would become a corporate investment, removing
the project from the individual division’s balance sheet.

Failure to understand complexity
All projects have hidden complexity, and not just in the technical environment. Requirements
documentation must address the hidden factors of culture, support and governance in
addition to the more obvious functionality, migration and infrastructure components. It
is also important to understand – and manage – the difference between things that are
complicated, versus those that are truly complex. Managing the implementation of a new
phone system is complicated, because there are many interacting elements and dependencies,
but a proficient project manager will make this appear simple. Complex environments are
those where there are many uncertainties and there is likely to be ambiguity and regular
change. This unpredictability means that the quality of communications and the extent of
systems thinking must be far greater.

Ignorance of standards
Many divisions or functional groups have gone a long way down a development or
acquisition path only to find out, and in some cases after extensive expenditure, that the
solution will not comply with corporate standards. In some cases, the deviation can be
justified. In all cases there is cost associated with the deviation. In a few cases the project
has been scrapped altogether, with huge financial and personal costs.

Ignorance of human impact
Most project teams are unable to accurately assess human impact, and yet virtually
all projects have some human impact – at the very least, a training requirement, or an
impact on productivity. Look for changes in personal incentives, including compensation.
Will new systems force changes to trade union agreements? Will usability issues reduce
productivity? One approach is to benchmark other companies’ efforts to articulate human
impact.

Allowing for and managing changes and updates
Change is inevitable and the requirements documentation is the foundation for change
control throughout the project. Vague requirements require guesswork. Increased requireCopyright protected. Use is for Single Users only via a VHP Approved License.
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ments specificity reduces avoidable changes and delays due to misunderstandings. Change
also comes from forces outside the control of the project team and the requirements must
be updated to reflect these. These forces include changing technologies or new product
introductions. In some cases these changes have flow-through effects to other areas of the
business. Such changes must be reflected in updates to the requirements documentation,
even if the project is well into production. Failure to incorporate them results in potential
dispute at the time of final acceptance or delivery.
Market forces also drive change. Regardless of the product or service, companies must be
responsive to customer preferences and competitive challenges. While speed is important,
carefully managing change while carefully updating the requirements documentation is
critical.
All industries are affected by regulatory mandate. Laws such as Sarbanes-Oxley, GrammLeach-Bliley, and the EU Data Protection Directive drive process and system changes.
Compliance is to some degree dependent upon change control and requirements
documentation.
Dealing with incumbent suppliers
Most contracts are renewing or replacing an existing product or service supply and
therefore the requirements phase must take account of any incumbent supplier. This factor
affects both the customer and the prospective bidders.
The fact that the process is addressing a renewal or replacement should not affect its rigor.
Business objectives, requirements and acceptance / selection criteria remain important –
though there is danger that objectivity could be lost. For example, incumbents may have
generated powerful friends or enemies within your organization and they may seek to
influence requirements accordingly. In one recent example from the oil and gas industry, a
procurement specialist complained that ‘ the business unit has inserted a requirement that
services are provided without use of sub-contractors. They have no reason for this, except
that the incumbent does not have certain internal capabilities and therefore cannot comply.
But there are no performance issues and no one can explain a good reason for this added
requirement’.
Transition to a new supplier may have significant economic or performance implications
that must be taken into account. A recent bid in the defense industry included the need
to establish considerable infrastructure in a remote location – giving the incumbent an
obvious price advantage. The bid manager needed to think through how to separate the
bid elements to allow a true comparison of price quotes – and also to consider ways to deal
with the implications of a supplier switch.
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It is not unusual for the requirements team to find they are being driven by senior
management motives that might include:
• A bid process designed solely to put pressure on incumbents to lower their prices
• A bid process where requirements are weighted towards the incumbent, to ensure
contract renewal
• A bid process where requirements are weighted against the incumbent, to ensure their
exclusion
These factors can lead to a lack of honesty and integrity in the bid process, resulting in
potential damage to organizational reputation in the market (yes, suppliers do research and
have ears as well!). Such a reputation will be damaging to the quality of bids received and
the extent to which the winning supplier feels obliged to demonstrate on-going honesty
and integrity in the way they behave (eg future price increases, early warning of problems
etc). It is important that the bid team considers such factors and alerts management to the
dangers of such behaviors.

3.12

Summary
Understanding requirements is the essential first step in a successful project or procurement.
These requirements are not limited to technology or functionality – they embody the
business objectives for the project, the needs of all of the stakeholders, and the financial
and timescale needs of the organization.
There are a number of tools available to help you identify and validate your requirements.
More time spent on this phase of the process will reduce errors and costs further down
the line, and will increase the likelihood of a successful outcome. Ensure that you have
completed all stages of requirements definition to a level that gives you and the organization
confidence, before giving the go-ahead to a project; this puts your project on a sound
footing for future progress.
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