
 

 

7. Project Initiation 
 

The project initiation phase is the first phase within the project management life cycle, as it 

involves starting up a new project. Within the initiation phase, the business problem or opportunity 

is identified, a solution is defined, a project is formed, and a project team is appointed to build and 

deliver the solution to the customer. A business case is created to define the problem or opportunity 

in detail and identify a preferred solution for implementation. The business case includes: 

• A detailed description of the problem or opportunity with headings such as Introduction, 

Business Objectives, Problem/Opportunity Statement, Assumptions, and Constraints 

• A list of the alternative solutions available 

• An analysis of the business benefits, costs, risks, and issues 

• A description of the preferred solution 

• Main project requirements 

• A summarized plan for implementation that includes a schedule and financial analysis 

The project sponsor then approves the business case, and the required funding is allocated to 

proceed with a feasibility study. It is up to the project sponsor to determine if the project is worth 

undertaking and whether the project will be profitable to the organization. The completion and 

approval of the feasibility study triggers the beginning of the planning phase. The feasibility study 

may also show that the project is not worth pursuing and the project is terminated; thus the next 

phase never begins. 

All projects are created for a reason. Someone identifies a need or an opportunity and devises a 

project to address that need. How well the project ultimately addresses that need defines the 

project’s success or failure. 

The success of your project depends on the clarity and accuracy of your business case and whether 

people believe they can achieve it. Whenever you consider past experience, your business case is 

more realistic; and whenever you involve other people in the business case’s development, you 

encourage their commitment to achieving it. 

Often the pressure to get results encourages people to go right into identifying possible solutions 

without fully understanding the need or what the project is trying to accomplish. This strategy can 

create a lot of immediate activity, but it also creates significant chances for waste and mistakes if 

the wrong need is addressed. One of the best ways to gain approval for a project is to clearly 

identify the project’s objectives and describe the need or opportunity for which the project will 

provide a solution. For most of us, being misunderstood is a common occurrence, something that 

happens on a daily basis. At the restaurant, the waiter brings us our dinner and we note that the 

baked potato is filled with sour cream, even though we expressly requested “no sour cream.” 

Projects are filled with misunderstandings between customers and project staff. What the customer 

ordered (or more accurately what they think they ordered) is often not what they get. The cliché is 



 

“I know that’s what I said, but it’s not what I meant.” The need for establishing clear project 

objectives cannot be overstated. An objective or goal lacks 

clarity if, when shown to five people, it is interpreted in multiple ways. Ideally, if an objective is 

clear, you can show it to five people who, after reviewing it, hold a single view about its meaning. 

The best way to make an objective clear is to state it in such a way that it can be verified. Building 

in ways to measure achievement can do this. It is important to provide quantifiable definitions to 

qualitative terms. 

To ensure the project’s objectives are achievable and realistic, they must be determined jointly by 

managers and those who perform the work. Realism is introduced because the people who will do 

the work have a good sense of what it takes to accomplish a particular task. In addition, this process 

assures some level of commitment on all sides: management expresses its commitment to support 

the work effort and workers demonstrate their willingness to do the work. 

Imagine an office manager has contracted a painter to paint his office. His goal or objective is to 

have the office painted a pleasing blue colour. 

Comparing Options Using a Weighted Decision Matrix 

Sometimes we have multiple options to choose from when determining requirements and deciding 

which project to work on. To select the best option, we can use tools such as a weighted decision 

matrix. 

A basic decision matrix consists of establishing a set of criteria for options that are scored and 

summed to gain a total score that can then be ranked. Importantly, it is not weighted to allow a 

quick selection process. 

A weighted decision matrix operates in the same way as the basic decision matrix but introduces 

the concept of weighting the criteria in order of importance. The resultant scores better reflect the 

importance to the decision maker of the criteria involved. The more important a criterion, the 

higher the weighting it should be given. Each of the potential options is scored and then multiplied 

by the weighting given to each of the criteria to produce a result. 

The advantage of the weighted decision matrix is that subjective opinions about one alternative 

versus another can be made more objective. Another advantage of this method is that sensitivity 

studies can be performed. An example of this might be to see how much your opinion would have 

to change in order for a lower-ranked alternative to outrank a competing alternative. 

A weighted decision matrix therefore allows decision makers to structure and solve their problem 

by: 

1. Specifying and prioritizing their needs with a list a criteria; then 

2. Evaluating, rating, and comparing the different solutions; and 

3. Selecting the best matching solution. 

A weighted decision matrix is a decision tool used by decision makers. 



 

A decision matrix is basically an array presenting on one axis a list of alternatives, also called 

options or solutions, that are evaluated regarding, on the other axis, a list of criteria, which are 

weighted depending on their respective importance in the final decision to be taken. 

Financial Considerations 

In many new project endeavors, we need to find out if our project is financially feasible. We do 

that by using net present value (NPV), rate of return (ROI), and payback analysis. 

NPV 

A dollar earned today is worth more than a dollar earned one or more years from now. The NPV 

of a time series of cash flows, both incoming and outgoing, is defined as the sum of the present 

values (PVs) of the individual cash flows of the same entity. 

In the case when all future cash flows are incoming and the only outflow of cash is the purchase 

price, the NPV is simply the PV of future cash flows minus the purchase price (which is its own 

PV). NPV is a standard method for using the time value of money to appraise long-term projects. 

Used for capital budgeting and widely used throughout economics, finance, and accounting, it 

measures the excess or shortfall of cash flows, in present value terms, once financing charges are 

met. 

NPV can be described as the “difference amount” between the sums of discounted cash inflows 

and cash outflows. It compares the present value of money today to the present value of money in 

the future, taking inflation and returns into account. 

The NPV of a sequence of cash flows takes as input the cash flows and a discount rate or discount 

curve and outputs a price. Each cash inflow/outflow is discounted back to its present value (PV). 

Then they are summed. Therefore, NPV is the sum of all terms. 

NPV is an indicator of how much value an investment or project adds to the firm. With a particular 

project, if NPV is a positive value, the project is in the status of positive cash inflow in the time t. 

If NPV is a negative value, the project is in the status of discounted cash outflow in the time t. 

Sometimes risky projects with a positive NPV could be accepted. This does not necessarily mean 

that they should be undertaken since NPV at the cost of capital may not account for opportunity 

cost (i.e., comparison with other available investments). In financial theory, if there is a choice 

between two mutually exclusive alternatives, the one yielding the higher NPV should be selected. 

ROI 

Return on investment (ROI) is a performance measure used to evaluate the efficiency of an 

investment or to compare the efficiency of a number of different investments. It is one way of 

considering profits in relation to capital invested. 

This is calculated by subtracting the project’s costs from the benefits and then dividing by the 

costs.  



 

For example, if you invest $100 and your investment is worth $110 next year, the ROI is (110 − 

100) ÷ 

100 = 0.1 or a 10% return. 

In our example: (306,425 − 201,175) ÷ 201,175 = 0.52, or a 52% return. That’s considered a nice 

return on investment. 

Payback Analysis 

Payback analysis is important in determining the amount of time it will take for a project to recoup 

its investments. This is the point at which the benefits start to outweigh the costs. The best way to 

see that is by charting the cumulative benefits and costs. As you can see in the example in Figure 

7.5, the cumulative benefits outweigh the cumulative costs in the second year. 

Project Charter 

A project charter, project definition, or project statement is a statement of the scope, objectives, 

and participants in a project. It provides a preliminary delineation of roles and responsibilities, 

outlines the project objectives, identifies the main stakeholders, and defines the authority of the 

project manager. It serves as a reference of authority for the future of the project. 

The purpose of a project charter is to: 

• Provide an understanding of the project, the reason it is being conducted, and its 

justification 

• Establish early on in the project the general scope 

• Establish the project manager and his or her authority level. A note of who will review and 

approve the project charter must be included. 
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Problem set #7 

 

Choose correct answer 

 

1. Why business case is created? 

a. To define opportunity to gain 

b. To define the problem or opportunity in detail and identify a preferred 

solution for implementation  

c. To solve public problem and satisfy your needs 

d. To implement a solution for public problem and have a satisfaction. 

e. None 

f. All of them 

 

2. What criteria includes Business Case? 

a. A detailed description of the problem or opportunity with headings such 

as Introduction, Business Objectives, Problem/Opportunity Statement, 

Assumptions, and Constraints 

b. A list of the alternative solutions available 

c. An analysis of the business benefits, costs, risks, and issues 

d. A description of the preferred solution 

e. Main project requirements 

f. A summarized plan for implementation that includes a schedule and 

financial analysis 

g. All of them 

 

 



 

3. How weighted decision matrix helps decision makers? 

a. Specifying and prioritizing their needs with a list a criteria; then 

b. Evaluating, rating, and comparing the different solutions; and 

c. Selecting the best matching solution. 

d. None 

e. All of them 
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