Return on Investment

Gateway to Implementation or roadmap to sucess

by Glen Peterson



Return on investment (ROI) is a financial calculation that indicates the degree to which benefits exceed the investment for a given project or initiative. ROI is applied to initiatives that utilize capital resources because unlike expenses, capital is used to acquire assets that have a longer term impact that will either help or hinder the organization as it operates in the future. The calculation of ROI is in the form of a ratio where benefits are in the numerator (top) and investment/costs are in the denominator (bottom). By itself, ROI is just a number. 

Within most organizations, capital is a limited resource; therefore projects and initiatives that require capital must compete for allocation and approval. Historically, manufacturing and facilities were the prime users of capital but increasingly, IT is moving to a very prominent level (30 percent is not unusual) and therefore must compete for limited resources. Larger corporations typically have a capital budget that identifies the potential recognized projects and then when a project is ready to start, a detailed plan and ROI analysis are submitted to actually release resources to the project. So the first hurdle for a project is to be included in the capital budget; the next step is to gain release of the actual funds, which requires the details and justification. The decision to proceed with a project is commonly handled by the most senior level of management and at certain thresholds in investment. It may require board approval. 
Although the tools of ROI can provide rank order analysis, risk assessment, etc., it is still a political decision that is subject to all of the foibles of human judgment. For example, it is not uncommon for members of senior management to mentally benchmark the level of funds requested to equivalent investments that have a relatively known return; for example, a production line, warehouse space, R&D, etc. This mental benchmarking is very important because if the ROI appears weak or marginal as compared to the mental standard, it could be in trouble. Obviously the political influence of the individual backing the initiative is also important. Certainly it is possible to get approval for an initiative with little more than an emotional appeal from the right person, but is that what it is all about? 

Clearly ROI is a key component of the right of passage of initiatives to get initiated. If ROI is viewed as simply a number that is placed in an approval box, it may gain access to the funds but all bets are off in terms of success. Consider this real life example. Not too many years ago, a major manufacturer rolled out an extensive CRM system based on essentially the political emotion of a senior vice president. The project alluded to an ROI but it was vague and certainly not tied to specific strategies or metrics. Though the project team attempted to do a conscientious job of implementing the system, it was never the less the impetus of the VP driving the timing and commitment. The result was all to predictable, the organization resisted the imposition of the system and the VP left the company leaving a legacy and project team with a high cost system, little organizational support, and questionable benefits. Yet more road kill on the highway to competitive advantage. 

This example reinforces that it is possible to use pure emotion to get a CRM initiative through the approval process but what has been gained? In today's economic climate, all organizations are emphasizing the ROI component of the submission and to that end; many CRM vendors are offering ROI calculators. These calculators represent a positive sign in that they reflect the vendor's recognition that these applications must add economic value to the user organization. The calculators also help user organizations think about the potential for their organizations to improve performance. However, merely generating a number that meets the ROI level required as a right of passage is likely to set the stage for failure. Why is this so? In Lewis Carroll's book, Alice In Wonderland, Alice asks for direction from the Cheshire cat. When the cat inquires about Alice's destination, Alice confides that she does not know. The cat then observes that any road will take her there. To achieve success means that success must be defined and a road map used to get there. 

ROI as a Road Map 

ROI is just a number but a properly developed and articulated ROI is based on a set of assumptions relative to cause and effect relationships. These cause and effect relationships are tied to a set of metrics that measure performance and the degree to which the cause and effect relationships are working as predicted. The ROI road map describes how the organization is going to leverage these relationships and how the effect is going to be measured (metrics). Lastly, a senior executive signs on as the sponsor to ensure that it all happens. 

In the past, most organizations have dealt with capital appropriations on a cost reduction and/or avoidance basis. What makes CRM initiatives seem peculiar or somewhat less solid is the inclusion of top line results that are hard to isolate or prove one way or another. Part of the difficulty is that most organizations go from tactic or strategy directly to top line results such as revenue and margins. Though this may have intuitive appeal it smacks as a very big leap of faith. What is missing in many cases is the use of customer performance metrics. Customer performance metrics link customer behavior to the top line financial drivers (revenue and margins). Examples of customer performance metrics include new customer acquisition cost, share of customer, customer profitability, etc. It must be realized that unless the organization improves these key metrics, it is unlikely to experience competitive improvement. The customer performance metrics become pivotal to the linkage of cause/effect relationships to the ROI. Through the creation of appropriate metrics, senior management will gain confidence that it will be able to track what is working and what is not. The size of the chasm becomes visible and the leap of faith more reasonable a business proposition. 

This approach provides a clear road map and defines success. Lacking such a definition, how will you know you arrived? More importantly, lacking this definition, how committed will senior management be if problems arise (and they usually do at some level)? CRM is littered with failed and abandoned projects. One can only believe that the organizations did not adequately assess the cost and/or define (or believe) what was truly at stake. ROI is certainly no silver bullet but investing the effort to make it a road map radically improves one's probability of being on the winning side to the success statistics. 

[Glen Peterson is senior vice president of One Inc.'s consulting practice. He is also the author of E-Success: A Leadership/Alignment Model, High-Impact Sales Force Automation: A Strategic Perspective, and Customer Relationship Management Systems: ROI & Results Measurements.]  http://www.destinationcrm.com/articles/default.asp?ArticleID=2281

Measuring Intranet Return On Investment 
by George McGrath and Anthony Schneider 

The surge in interest and media coverage of intranets recalls the early and heady days of the World Wide Web's burst on the corporate mindscape. Intranet is the new corporate hero, dazzling the covers of business magazines and leading the panel discussions at business conferences. It seems that about the only thing intranets can't do is make coffee. 

Review the existing return on investment studies or question company executives on their claims of multimillion dollar savings, and one finds that calculating intranet ROI is more art than science and more guesstimate than calculation. Like the sweeping claims made for corporate Web sites a few years ago, many of the projections of ROI measured in thousands of percent may fade as organizations begin to experience the cost of ramping up, maintaining and administering intranets across thousands of users. Not to mention incorporating the inevitable upgrades and conducting enterprise-wide training. 

That said, it is apparent to anyone who has used this technology that intranets offer tremendous potential as a communication, collaboration and knowledge building tool that will create new, more efficient ways of doing business. Selling the benefits to senior managements who do not have this "hands on" experience can be more difficult. They are balancing many other information technology investments, such as costly "Year 2000" conversions, and want to see where and when an intranet will generate a payback. 

The key is to link intranet ROI to bottom line issues that senior management cares about. These include cost savings, increased productivity and gaining competitive advantage. 

Cost Savings 

Most organizations are striving to reduce the cost of doing business to deal with the pressure of a highly competitive, global marketplace. The starting justification for many intranets is the decreased cost of producing, accessing and distributing information within an enterprise. 

Analysts estimate that 18% of corporate printed material becomes outdated within 30 days. Documents that are printed and mailed, such as internal phone books, policy and training manuals, requisition forms and marketing materials, can be put on an internal web server and updated for a fraction of the cost of reprinting material. It is not only the publishing but the updating of information that leads to savings. 

Intranets also allow information to be rapidly and economically deployed to a dispersed group of employees. A marketing planner for a global pharmaceutical concern notes that before the deployment of an intranet, his division was spending about US $30,000 per month on information mailings to sales representatives. He adds that "by the time the information arrived to our global representatives and affiliates it was usually out of date." The development costs of an intranet database "were more than offset by savings in printing and mailing." 

Fast access to information is another key intranet cost saving. If an intranet means that every employee in an 50,000 person corporation saves 10 minutes per day, the cumulative cost saving is enormous - much greater than the savings from reduced printing and mailing costs. 

A case in point are the savings achieved by a leading management consulting firm, as reported in a recent study conducted by International Data Corporation. The firm established a knowledge database of best practices, job histories, resumes, threaded messages and ideas for clients, accessable to all employees. The consultancy calculated that over a three year period it saved US $390,000 through the elimination of phone calls, overnight mail and faxes. In addition, the company saved an estimated US $22 million by reducing the time required to find and access employee data and collaborative information. 

Increased Productivity
Productivity increases from intranets arise from more rapid and easier access and exchange of information. Intranets also allow for flexibility in the time of delivery of information. For example, by making training materials accessible through an intranet to the desktop, employees can schedule training during lull times, rather than be interrupted during key projects. 

Benefits from increased productivity are more difficult to measure than savings from the reduced cost of printing and distributing manuals. Businesses that budget, track and bill employee time in hourly increments, such as accountancy, consulting and law firms, have an advantage in this regard. 

In addition to making information more easily and quickly accessible, an intranets facilitate a global exchange of information that enables true "24x7" organizational productivity. For example, an intranet linking design centers in Asia, Europe and the US helped engineers craft the 1996 Ford Taurus. 

Sales support is the arena in which intranets may ultimately generate the greatest return on investment. Here, productivity gains are measured in sales closed rather than minutes saved. Many companies are using intranets to efficiently connect the field sales force personnel to the home office and link sales representatives each other to obtain product information, or collaborate on pursuing sales leads. 

For example, a major pharmaceutical firm recently announced plans to launch an integrated Internet/intranet and extranet program to launch three new prescription drugs. The public external Web site offers information for consumers. The intranet gives 2,500 mobile sales representatives access to a database of product information, federal regulations, research tools and marketing materials to use in calling on physicians. Sales managers will also be able to send sales reports over the Web to headquarters. The sales representative can also give the physician a password to use in accessing the company's extranet, which contains information on drug research, testing and medical journal articles. 

By integrating its external and internal Web sites, a company can create a powerful, holistic information system to distribute and gather information from customers to tailor the sales approach to their needs, close the transaction, and provide low cost after the sale service. In today's highly competitive global marketplace, that translates into a competitive advantage in terms of shorter cycle times in identifying and closing prospects, and building ongoing customer relationships to maintain and build business. 

Demostrating Intranet ROI
From fledgling organizations to multinational corporations, the early anecdotal evidence and research studies indicate that intranets have the potential to generate a significant return on investment. However, the reaction of senior management may be somewhat skeptical. They know that new technology usually costs more and delivers less than promised. 

If your intranet is still in the proposal stage, or if you are trying to make the case for expanding your organization's intranet, here are some suggested strategies for addressing senior management's typical questions and concerns. 

1. Pilot intranet applications with a small test group before rolling them out to a broad audience. This allows you to test the most cost effective technologies, identify the true costs of maintaining the internal Web 24 hours per day, 7 days per week, and get a realistic picture of the payback period. 

2. Research the costs involved in a short list of communications in your organization and conduct experiments to quantify the savings in moving these communications over to an intranet. For example, identify the cost per copy, including distribution of a document that is easily ported to an internal server. Model the potential cost savings over five revisions to the document. 

3. Focus on intranet applications that have revenue generation potential as well as cost saving benefits. In terms of total return on investment, an intranet targeted to improving the productivity and effectiveness of a company's sales force may make a better case for the technology than employee access to an online benefits manual. 

In the view of the skeptics, intranet deployment is not easy and cost savings are not guaranteed. "Ramping up" the technology and dealing with the human factor, including training employees are reengineering work processes, are formidable hurdles to achieving the high and rapid return on investment some organizations have claimed. On the other hand, intranet advocates observe that as the technology proliferates and becomes a business necessity, the question of quantifying return on investment will become moot. 

Until that happy day arrives, business communicators would be well advised to focus intranet applications on solving the problems senior management cares about - such as building sales, increasing organizational speed, and supporting customers, and make the case accordingly. 



Intranet Communicator (June/July 1997). George McGrath is a partner at Osgood, O'Donnell & Walsh. Anthony Schneider is a principal at Web Zeit. 

Return on Investment for Office WLANs 
By Jim Geier 

	


For over a decade, companies have been reaping significant ROI (return on investment) using wireless LANs for labor-intensive functions, such as inventory management and retail price marking. Companies such as Symbol and Intermec have been very successful at selling wireless LANs to these vertical markets, even back in the early and mid 1990s when there were no standards, performance was relatively low, and prices were very high. Even with radio cards at $1,200 each, you could easily show a ROI in 12 to 18 months for a wireless bar code system. 

Of course today, we have standards, higher data rates, and much lower prices for wireless LANs. This raises the question of whether wireless LANs can provide a decent ROI in common office environments, the so-called horizontal market, which is potentially huge. Let's look at how we can apply wireless LANs in these common office areas. 

Wireless for desktop computers?
One place to add wireless connectivity is in ordinary desktop PCs. Of course the idea here is to avoid the installation of wire between the desktop and the corporate network. Because of the size of the desktop PC, we can assume that it's stationary. Are wireless desktops financially feasible today?

An 802.11 radio card today is costing approximately $150, which is still higher than the $50 or so that you'll pay for a wired Ethernet card. In general, it runs approximately $150 per desktop to install Ethernet cabling, wall plate, etc. Thus, the net savings to go wireless instead of Ethernet is about $50, not including cost differences of the network backbone. At least today, you'll probably pay more for wireless LAN access points than Ethernet switches, once you factor in the varying costs for hardware, RF site survey, etc. As a result, wireless desktops provide very little net cost savings, especially when the number of end users per access point (density) is relatively low. Keep in mind that these thoughts also assume that the facility has no existing Ethernet connections to the desktop. If Ethernet is already available, then you'll have an awfully negative cost saving when adding a wireless network. 

Productivity gain is the answer
For more compelling reasons to install wireless LANs, you need to show continual productivity benefits. For example, consider using 802.11-equipped laptops. This enables users to read and respond to e-mail and browse the Internet during office meetings, assuming the user can be responsive when needed at the meeting while plunking away at their laptop. Even though this seems trivial, the productivity gains can be significant. 

Let's say a person attends three hours worth of meetings each day. If the user spends approximately 15 minutes per hour responding to email and other Internet-related tasks during each meeting, then user will have 45 minutes more time each day to other tasks. This seems pretty reasonable, considering the average person and office setting.

Show me the real savings!
A 45-minute productivity gain equates to company cost savings that depend on the person's cost per hour. At $50 per hour, the savings will be $37.50 per person-day. A smaller company with 20 users will save $750 per day, $15,000 per month, $180,000 per year, and so on. After including wireless LAN costs of $40,000, you should see a positive ROI in about three months! Even if you factor in the cost of new laptops for everyone, you should still see a positive ROI in less than one year. 

As a result, the use of wireless LANs can be financially beneficial in common office environments, even if it only enables people to make better use of their time during meetings. Once a wireless LAN is in place, however, you'll surely think of additional productivity-enhancing applications. 

Stay tuned; next time we'll discuss whether to choose 802.11a or 802.11b for your next wireless LAN deployment.

Author Biography: Geier provides independent consulting services to companies developing and implementing wireless networks. He is the author of the book, Wireless LANs (2nd Edition), and regularly instructs workshops on wireless LANs.
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