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At a Glance

P The adoption of Agile management is now widespread, with companies in every industry
increasing their number of Agile teams. Many of those teams, however, will not produce their
expected return on investment.

P Maximizing their value is critical, and requires a planning and budgeting approach specifically
designed to support a large number of Agile teams.

» By following a handful of best practices, companies can earn better financial returns, improve
frontline satisfaction and free executives to focus on strategic activities.

Consider this scenario: A large company is in the midst of an Agile transformation. Its managers have
been using Agile principles for several years, and there are now dozens of Agile teams working on a
wide variety of initiatives—everything from broad efforts, such as streamlining the supply chain, to
more discrete jobs, such as updating a mobile app. Teams are more productive now, and members seem
to enjoy the new way of working. Still, one issue nags at executives: Originally, the company expected
that Agile would deliver major improvements in business value—something on the order of 50% to 100%
or more—but that payoff has not come through.

Sound familiar? Today, many executives are puzzled by just such shortfalls and looking to maximize
the financial returns generated by their Agile teams.

Though there are a specific set of practices that support Agile teams, many companies have yet to
embrace them. These practices include talent management tailored to Agile at scale, suitable leader-
ship mindset and behavior, and a flexible IT architecture. Together, they help Agile teams operate at
their full potential and deliver the returns that should accompany a successful Agile transition.

One key area is planning and budgeting, specifically adopting a model that effectively allocates and
tracks funds allocated to Agile efforts. For many companies, a new approach is required (see Figure 1).

Planning and budgeting should be flexible, autonomous and accountable

The primary goal of any planning and budgeting model is to allocate an organization’s limited
resources to the work that will generate the highest returns. When funding a large number of Agile
teams, the model must be flexible enough to respond quickly to changes, ensure that the company’s
highest priorities continually are addressed, and incorporate input from a variety of constituents,
including senior executives, middle managers and frontline employees. And it needs to do all of this
while enabling most teams to be persistent, for reasons we will explain later.
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Figure 1: Planning and budgeting should be frequent and flexible, but they rarely are

Only 5% of respondents strongly agree
that their planning and budgeting process is
frequent and flexible enough to support a
large number of Agile teams

Source: Bain Agility Quotient (n>1,900 respondents from 87 companies)

Such models emulate the systems pioneered by both digital natives and Agile leaders among well-
established organizations, and represent a departure from traditional planning and budgeting. Tradi-
tionally, senior leaders tightly control the purse strings, requiring a rigorous business case, multiple
stages of approval, and a strict linkage between the allocated budget and a highly specific output before
they will fund a project. That may still be appropriate for certain parts of the business, but it has an
adverse effect on Agile teams and the returns they can generate.

Innovation is the purpose of Agile, and successful innovation generally comes only after significant
changes to the original concept. For an organization to allocate its resources to the innovations prom-
ising the highest returns, it must provide Agile teams with the stability and the financial and strategic
independence to pivot quickly to new and better ideas. When it is determined that a different Agile
team’s mission is more valuable, leaders must also be able to divert funds to that group. In this way,
the planning and budgeting process supports flexibility both within and across the Agile teams.

Leading organizations follow three planning and budgeting practices that, when used to fund a large
number of Agile teams, increase returns and improve overall results.

«  Fund (mostly) products, not projects. Rather than predominantly funding discrete features or out-
put, persistent Agile teams focus on specific, long-lived products. Measures of success are clear and
objective, and product managers decide what to build and how to solve the highest-priority problems.
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. Take a venture capitalist approach to allocation. Instead of a single, cumbersome annual funding
allocation, work from less-detailed business cases and reallocate funds more frequently. Investments
start small. Additional resources go to ventures that perform well. Less fruitful efforts stop.

«  Close the funding feedback loops. Real data on investment performance helps leaders know
how current work is proceeding and make educated decisions about future funding allocations.
Leading practitioners determine which business metrics they care about most, then link these
metrics to individual Agile team goals, and, in time, report both the value generated and the cost
incurred by each team.

Innovation is the purpose of Agile, and successful innovation generally

comes only affer significant changes to the original concept.

Fund products instead of projects

It is common to assign Agile teams to traditional projects—for example, making changes to the com-
pany’s website. Each project gets a certain level of funding, with the expectation that the teams will
deliver a specific set of changes by a fixed point in time—generally the end of the fiscal year or quarter.
Teams scramble to deliver a good enough version by the deadline so that they can check the box on
each item in their scope of work, but the result often is not as high quality as it could be and turns
out to be less valuable than anticipated. This could be because the original ideas were not responding
to customer needs or because market requirements changed in the months (in some cases, years)
since the project began. Whatever the cause, the teams end up frustrated, as do the executives who
funded the projects. When the next budget cycle comes around, many of the teams will be broken up
and reconfigured to align with new projects, often unrelated to what they worked on last year. Social
bonds formed over time are lost, and productivity and team morale both tend to dive as team mem-
bers adjust to their new assignments and unfamiliar environments.

That is how things often work today, but contrast that approach with a model that aligns Agile teams
not with rotating projects but instead with persistent products. The product is typically a customer
experience, business capability or technology platform owned by one or multiple Agile teams. Rather
than a project with a fixed start and end date charged with adding a specific set of features to the web-
site, as in the prior example, a product-focused approach to that same work might assign persistent
Agile teams that own and improve their different parts of the website. Each team (or group of teams)
might own a different aspect of the customer journey. For example, some teams might focus on making
it easier for customers to find the products they want, while others concern themselves with the
checkout experience, and a third group oversees returns and exchanges.
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This kind of product-centric approach organizes and funds the work differently. Funding and incen-
tives for product teams align with a set of specific business outcomes, such as decreasing the time it
takes customers to check out on the website. The product managers and their teams autonomously
define what they should work on and then execute their plan. Because products, unlike projects, exist
indefinitely, teams can be stable for years; this consistency dramatically improves productivity and
employee morale. Funds are not tied to a specific set of project specifications. Rather, teams have a
backlog of work that constantly evolves to focus on the highest-priority initiatives based on business
results and market demands so that product managers reallocate funds to the most valuable items in
the backlog as necessary. This funding model is a good match for Agile, which breaks up large initia-
tives into small, manageable modules. Managers can reward teams that deliver good results with
higher compensation or larger funding allocations. Ultimately, business outcomes improve.

Companies across a variety of industries now organize their Agile

teams using products rather than projects.

Companies across a variety of industries now organize their Agile teams using products rather than
projects. In health insurance, providing exceptional customer experiences is so important that one
health plan has assigned evergreen Agile teams to address critical aspects of its customer journey,
such as finding a doctor. To ensure a seamless experience across channels (such as the website, mobile
app and call centers), multiple Agile teams work together under the unified vision of a single product
manager who determines priorities and how much funding each team should receive. As the insurer’s
architecture continues to improve, single teams will be able to own an experience across channels. In
financial services, USAA takes a similar approach, using products that align with member needs, such
as changing an address or making a deposit. Retailer Walmart also focuses on products, attaching
Agile teams to business capabilities, such as human resources and digital marketing.

Moving to a product model (rather than projects) requires investment and organizational change.
Companies will likely need to hire or train qualified product managers. They may also need to align
their IT systems to the products to avoid multiple software-focused Agile teams working on the same
code at the same time, which would increase the likelihood of errors.

Organizing and funding the majority of Agile teams around products positions them to deliver dra-
matically better results, but not every Agile team should focus on products. A project focus is appro-
priate when requirements are fixed or the need for innovation is episodic.

Allocate like venture capitalists

Most executives dread the annual funding process, which often starts nine or more months ahead of
the fiscal year. It involves countless meetings spent trying to decide how much money to allocate to
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something that their customers won't even see for 18 months and requires making major decisions
based on little more than assumptions. Confidence in the expected return on investment (ROI) is
typically quite low.

This approach is OK for “keep the lights on” activities and other work that delivers highly predictable
outcomes. Higher-risk and higher-return Agile innovation work is best supported by a model similar
to that used by venture capitalists.

This starts with a lightweight initial allocation process that requires less executive time and that does
not waste organizational talent and energy on business cases that are overly detailed and falsely precise.
Many funding distributions are small by design in order to maintain flexibility. Larger distributions
come later, based on demonstrated results. Check-ins occur throughout the year and can trigger addi-
tional fund releases or shift funds from one product to a better-performing investment that has
passed certain tests (see Figure 2).

One of the greatest benefits of this model is that instead of waiting until next year’s funding cycle, it gives
organizations the flexibility immediately to pull the plug on bad ideas so that they can execute on the
good ideas generated midyear. This can usually be accomplished while keeping the Agile teams focused
on their product. On the occasions when resources must move from one product to another, managers
should keep team members together whenever possible to maintain the benefits of team persistency.

Figure 2: A flexible annual allocation process will include midyear reallocation decisions

Year zero Year one
Sept Oct Nov Dec Jan Feb Mar Apri May June July Aug Sept Oct Nov Dec
Decide year Formal quarterly Reallocation up Decide year two
one annual meetings to to a certain dollar annual budget,
budget, and reallocate amount can and allocate it
allocate it to resources to occur midquarter
product managers, best-performing
who then allocate ideas
to Agile teams

Source: Bain & Company
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For companies accustomed to traditional planning and budgeting, this approach requires a change in
both the mechanics of funding and executive mindset. Tests designed to accelerate learning, avoid
major failures and support ROI in the longer term need support. Leaders must support work that will
not always immediately demonstrate positive ROI and relinquish some decision making to product
managers, giving them the autonomy to prioritize their backlog and make funding decisions up to a
certain dollar amount. This can be an uncomfortable change for executives, but most quickly realize
that enabling those who best understand the work to make quicker decisions will deliver business
value. This also frees the executives themselves to focus on more strategic activities.

Lleaders must support work that will not always immediately demon-
strate positive ROl and relinquish some decision making to product
managers, giving them the autonomy to prioritize their backlog and

make funding decisions up to a certain dollar amount.

Google successfully employs aspects of a venture capitalist approach to funding. In addition to making
quarterly allocations to the initiatives making the best progress on their annual goals, leaders set aside
pools of funds for good ideas that bubble up between quarterly budget meetings. Valuable initiatives
do not have to wait, which is an explicit acknowledgment that individual contributors from the Agile
teams will generate some of the best ideas.

Close funding feedback loops

Taking a venture capitalist approach and holding product managers accountable for the business val-
ue they deliver is not possible without a well-structured “closed” feedback loop. Closed feedback loops
start with fund allocation, then measure how investments perform and finally enable decision mak-
ers to take action based on demonstrated results (see Figure 3).

When companies do not have all three elements in place, their feedback loops are “open,” with minimal
or no performance information going to the decision makers for budgeting. Open feedback loops
typically provide leaders with status reports that are difficult to tie to real business value or the origi-
nally promised ROI. Without better insight into which funding allocations succeeded and which failed,
executives’ ability to avoid bad investments and pick future winners cannot meaningfully improve.

In contrast, a closed feedback loop measures real business results. Closing a funding model’s feedback
loops requires some effort, but it is conceptually straightforward.
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Figure 3: A closed feedback loop is critical to Agile planning and budgeting

Apply lessons learned
based on results

Closed
feedback
loop

Measure and report
on results

Source: Bain & Company

«  First, senior leaders select a handful of the most important business metrics that Agile teams
should try to improve—for example, mobile app revenue.

« Second, product managers and their Agile teams identify metrics the team can affect that will benefit
the most important goals. For example, increasing the number of categories of goods that the average
shopper purchases from a retailer’s app will increase total mobile app revenue (see Figure 4).

« Third, management creates processes (automated when possible) that track improvement in
those metrics and shares the results with business, IT and finance department leaders who then
decide how to allocate funds to the Agile teams.

To help its Agile teams close their feedback loops, the health plan created a team of experts dedicated
to helping product managers identify which metrics to focus on, ensuring that their backlog includes
items that will demonstrably improve those metrics and then validating the actual business results
achieved. For example, the “find a doctor” Agile team mentioned above knows that increasing the
clicks on certain search results on the mobile app helps lower total medical cost, which is an import-
ant metric for the entire enterprise.

With a clear understanding of how an investment has performed on key metrics, business leaders
can more accurately determine which groups merit increased funding and which should have their
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Figure 4: How Agile team metrics can support a series of business goals

Team level Portfolio level Enterprise level
Goals for individual Agile Goals for groups of teams and Goals for the entire business
teams and product managers more senior product managers
Number of shopping
categories purchased b Revenue per mobile Mobile app revenue

per mobile app
transaction

app transaction

Agile team focuses on
increasing this metric

Note: Team-level impact on metrics is often determined through experimentation (e.g., A/B testing)
Source: Bain & Company

funding reduced or withdrawn. They can divert resources toward specific business outcomes or reward
teams for a job especially well done. Over time, as more data becomes available and improves in
quality, they can further improve their chances of identifying winning ideas.

Looking forward

Every company wants their Agile teams to generate the highest possible returns. Very few actually
employ a planning and budgeting model that enables them to do so. While companies cannot imple-
ment a new planning and budgeting model overnight, they can make improvements that demonstrate
tangible value relatively quickly. Companies can roll out a new planning and budgeting model in less
than a year provided executives have thought through the drawbacks of their current approach and
determined which aspects of this critical process to improve before their next funding distribution.
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