Process Design 13 : Return on Investment
Author:

Ian Tong

Version:
1.0.0

Date:

29/12/03

Copyright:
Workflow Automation Ltd

I have been doing a lot of work recently on this subject. If you look at earlier Process Design white papers, especially those on “Benefits”, you will see that we have been leading up to this subject.

So the key issue is : “How do I prove that the investment in workflow technology has been worthwhile”. This naturally gets us to the subject of this paper.
1. Information Age Business Briefing 2003.

This publication, admittedly sponsored by Staffware, included the information shown below :
Source : Infoconomy.com [Information Age Business Briefing 2003]
	
	Measurable
	Hard benefits
	· Reduced integration spending

· Reduced legacy system maintenance

· Easier use of outsourced services
	· Improved employee productivity

· Faster/cheaper project implementation

· Fewer expensive errors

· Faster/cheaper process changes

	
	Financially
	Soft benefits
	· Better staff accountability

· Clearer view of work in progress

· Easier introduction of automation

· Improved analytics
	· Reduced process times

· Improved customer service

· Greater management control

	
	
	
	Indirect
	Direct

	
	
	
	Project
	Objectives
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This chart highlights some of the key benefits which could be measured to evaluate if Return on Investment is being achieved. This should be compared with the contents of white paper PD10 on benefits of workflow systems.
2. What is Return on Investment (RoI).

In an organisation, the term “Return on Investment” is a description that is often used and often misunderstood. 

For this document “Return on Investment” (ROI) is the appraisal of a project to see if it delivered both the targeted benefits and unforeseen benefits. As an aside, ROI can be also used as a means of comparing two projects prior to funding.

3. What are the Components of RoI.

The main components for calculating RoI are :

3.1 Selecting The Benefits.

You need to select the main business benefits that you are striving to achieve and identify any of the ancillary benefits which are worth monitoring. 

3.2 Assigning a Measure to these Benefits.

These benefits need to be given a value which can be measured. These are most likely to be either :

· Numeric

· Currency

· Duration (Minutes, Hours, Days, Weeks, Months, Quarters, Years)

· Text (For qualitative information such as “Good” or “Improving” etc.)

· Yes/No

3.3 Selecting the Measurement Period.

Then need to select the number of periods that the measurements need to run over. These periods will be :
· Historic periods – time up to the planned start of the project

· Future periods – time from the implementation of the project

· Predicted

· Actual

· Development periods – time taken for the build time of the project

· Delay periods – time added because of delays in starting development and starting implementation.

Don’t forget, there needs to be agreement on what the “period” will be and what it will be called.

3.4 Obtain Historic Measures.

Then you need to obtain the volume of “historic” data agreed upon. The data needs to be of good quality and verified as a valid basis for further work. Note, time taken to obtain the statistics are necessarily considered as “Delay” periods. 
3.5 Forecast Predicted Values.

From this analysis of historic information, values should be assigned to :
· “Future Predicted” operating periods.

· Periods spent on “Development” of the system.

· Any “Delay” periods, both expected and unexpected.
This should be done by suitable forecasting, perhaps based on one of the mechanisms described in White Paper PD6.

3.6 System Costs.

You will need to keep a record of all costs incurred for the system. This will be fixed costs for purchases, costs for development, fixed costs for operations and variable costs for operations.

A decision should be made to decide If the costs are to be excluding any Sales Taxes (e.g. VAT) or inclusive. What every is decided, consistency is required, and all costs should be treated the same way.
All types of costs will be associated with a time period, either based on invoice or payment date.

3.7 Duration.

The main way of measuring ROI is the number of periods it takes to pay back any investment made. This will be made up of four possible figures :

· The Company planning standard ROI. (i.e. ROI Must be less than X months)

· The signed off ROI for the project prior to commencing development.

· The ROI as amended by the end of development.

· Actual ROI achieved.

3.8 Fixed Period.

Some organisations use the alternative of measuring Return on Investment made in fixed period. This is arguably the same information as described previously, but looked at from a fixed duration.

3.9 Record Actual Data.

Once all this has been agreed and finalised, then the actual information achieved after the automation system has been implemented needs to be captured either manually or automatically from Workflow system.

3.10 Associate costs.

Now is the crucial part, costs need to be associated to each change in benefit. These costs can be positive (a cost) or negative (a revenue). 
The key part here is to assign a value to the improvement or deterioration in the benefits being measured.

Some might be easy, such as a reduction in customers lost at the end of their first contract period can directly be related to the revenue for the second contract period. For example

Year one revenues = £23,000,000 from 100,000 customers is £230 per head


Year two revenues = £15,000,000 from 75,000 customers £200 per head


If an additional 5,000 customers can be kept, then this should bring in an expected 

benefit (negative cost) of £1,000,000

Other benefits are harder to measure. Let us quickly look at the “More visible work in progress” benefit. This could be given a value of “Time spent progress chasing” which can be measured using a time sheet analysis. 

We could find that this time either reduces or increases. If the system is good, then the amount of time spent checking status and location should go down. However, if the system is particularly bad, the time might go down because the task is not done. Similarly, the time spent progress chasing might increase because now everyone can perform the task. Finally, you might find that time allocated this task might increase as people use the timesheet to hide or skew information.
You then have to assign a value to which ever number you choose to move forward with. If we take the simple assumption that a supervisor saves 20% of their time from reduced progress chasing while access to information is maintained then you could either value this based on the time being expended in another activity or you could value it simply by assigning 20% of a supervisor’s employment costs (salary, equipment & space).
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