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Background: Return on Investment (ROI) is one
of the most popular evaluation metrics. ROI
analysis (when applied correctly) is a powerful tool
of evaluating existing information systems and
making informed decisions on the acquisitions.
However, practical use of the ROl is complicated
by a number of uncertainties and controversies.
The article reveals some of these controversies in
an engaging and thought-provocative manner.

Purpose: The intent of this note is to highlight
several of the ROI paradoxes in a format of an
opinion or a viewpoint with a hope that drawing
attention of the ROI practitioners and researchers
to these issues will contribute to more transparent
and responsible application of the ROI evaluation.

Return on investment (ROI) is one of
the most popular evaluation metrics
(Rate of Return, 2011; North, 2009;
Phillips & Phillips, 2006). For the readers
who are following the Harvard Business
Review for a while, this note may sound
like a déja vu. Over 40 years ago, Harvard
University professor John Dearden (1969)
published an article titled “The Case
against ROl Control.” Dearden’s paper
deals with the use of return on investment
(ROI) for a specific purpose—evaluating
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Setting: Not applicable.

Intervention: Not applicable.

Research Design: Not applicable.

Review of

Data Collection and Analysis:
current practice.

Findings: The article reveals three weaknesses of
the ROI evaluations, which in the absence of the
commonly accepted ROl standard, can make
results of the ROI evaluations uncertain or
questionable.

Keywords: return on investment; ROI;
paradox; evaluation
the profit performance of division

managers in decentralized companies.

Although this note is focused on a
different application of the ROI, one of
Dearden’s fundamental arguments stay
intact: “ROI oversimplifies a very complex
decision-making process.”

The initial article was not the case
“against” ROI as it is. It was the case
against the use (or to be precise, misuse)
of the ROI. As well, this note doesn’t
question the ROl as an important
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financial tool. The point here is that too
often ROI is looked at as a silver bullet,
and we felt necessary to raise concerns
about this misconception in the form of a
“case against ROl exclusivity.”

Since the time of the original article,
the use of the ROI progressed swiftly from
the accounting offices to the mainstream
of any business. Google search brings
back eight million mentions of ROI.

Some of the ROI-related notions are
paradoxical. The purpose of this note is to
highlight several of these notions in a
format of an opinion or a viewpoint,
which doesn’'t suggest a strict scientific
statement of the problems or development
of the solutions to the identified problems.
Obviously, there’s no intention of
providing a thorough analysis of all ROI
problematic issues in a short note.
However, the three pin-pointed paradoxes
represent major areas of the ROI use:
what is ROI, how it should be evaluated,
how evaluation results should be
presented. It’s the hope of the authors that
drawing attention of the ROI practitioners
and researchers to these issues will
contribute to “cleaner and more
reasonable” application of the ROI.

ROI is not a Number

Approaches to ROI vary from company to
company, and most likely every
consultant has his/her own version of the
ROI calculations. With all the diversity of
the definitions, the primary notion is the
same: ROI is a fraction (usually expressed
in percent), the numerator of which is
“net gain” (financial return, benefit, etc.)
earned as a result of the project (activity,
system operations), while the
denominator is the “cost” (investment)
spent to achieve the result (“Return on
Investment: ROI,” 2011):
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ROl Gain from investment — Cost of investment

Cost of Investment

Seemingly, the result of the calculation
according to the above formula should be
a single number, and that's how it is
usually presented to decision-makers.

However, let's say we have to select
between two (2) projects. For each, we
have absolutely correctly calculated ROI
numbers: “A” with ROI=7% and “B” with
ROI=70%. Which one to choose/approve?
The answer seems to be obvious — project
“B” must be selected... But what if “B” has
project risk (probability of success) of 0.1
(destined to fail) and “A”—0.95 (almost
sure to happen)? Now, with inclusion of
the project risk in the consideration, the
choice between the projects doesn’t look
so obvious. Depending on the company’s
situation, it may very well be that gaining
almost guaranteed 7% return will be more
attractive than taking high risk and
hoping for higher return. So, ROI as a
standalone number cannot be used to
make a decision. We could “unveil”
several other business case parameters
(e.g. total amount of profit, gross
investments needed, payback period, etc.)
and with each parameter being added an
“obvious” ROI-based decision may be
questionable, if not completely wrong.
This example demonstrates that ROI
being presented as a single number has
many uncertainties which make the
number actually meaningless.

To provide a meaningful context for
business decisions, ROl number MUST be
accompanied with a detailed description
of the terms, conditions and assumptions
under which the ROI calculations were
conducted and at least 5-10 additional
numeric characteristics of the ROI
business case. When ROI is provided to
decision-makers as a single number, it
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doesn’t mean that those who perform
analysis don’t know about other factors.
They just “assume” that all other factors
are the same for the compared projects.
However, this assumption rarely happens
in real life.

So, ROl is not a single number!

A Placebo

ROI popularity is due to many objective
reasons (e.g. anecdotal evidence of the
successful use; easy to compute;
encourages cost efficiency and focuses on
one of the main corporate metrics—
profitability, etc.) and  subjective
perceptions (e.g. seems familiar from
college textbooks; feels familiar from

personal investment experience;
seemingly easy to collect and process data,
etc.).

Also, strong driving forces of the ROI
use are the interests of certain business
groups and corporate chief officers (C-
level executives).

Chief Information Officers (CIlOs)
favor the use of the ROI because that’s the
way to show that Information Technology
(IT) departments are the “profit centers,”
not just “cost centers” as it may seem
when total cost of ownership (TCO) is
used as a metric. Chief Financial Officers’
(CFOs) influence in this area is certainly
overwhelming. Common CFO’s message is
“you must show ROI to get your project
approved” and “this ROl must be
convincing—give me a clear one-number
solution.” Business area is eager to meet
the “challenge”. Both sides are not very
sincere.

CFO tries to “buy himself insurance” in
case anything goes wrong (“they proved
me mathematically that was the best
solution™), while he/she understands that
ROl one-number solution is mystery—
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that’s why accounting relies on a couple of
dozen of financial metrics on the top of
ROL.

Business side is willing to provide a
simple  answer—actually any ROI
number—to get through and continue
with the project (which they need for the
reasons other than financial). They
understand that most likely there will be
no post-project evaluation (only 25%
(Alter, 2004) to 46% (Jeffery, 2004) of
companies re-assess ROl after projects
are completed), and there are consultants
around who pledge to demonstrate at
least 200% for ANY project they are hired
to explore (ROI-Calc, 2011). Will CFO feel
better after hearing such numbers? Sure.
Will it change company’s bottom-line? Eh.
That’s exactly how placebo works.

Producing high ROl numbers is not a
problem if “intangible” benefits are
included (e.g., increased productivity,
reduced time to complete projects due to
better collaboration, growth of intellectual
capital, etc.) (Hao, Jager, Cheng, &
Hulten, 2011; Mogollon, & Raisinghani,
2003; A Practical Guide to ROI Analysis,
2009). Usually (Ali, 2007; North, 2007),
inclusion of intangibles is preceded by a
“conservative assumption” that a new
system will save (let’'s say) 5 minutes per
employee per day. The issue with this
notorious “5-min” savings is not in the
amount, which may seem to be
reasonable, but because normally it is
based on the evaluator’s perceptions
without any substantiation of this
amount, which could be twice as small or
three times larger. This uncertainty opens
a wide door for subjectivity and
misjudgment. When individual
productivity savings are multiplied by
employee salary savings of several
hundred people and taken over a period of
three (3) years—the numbers become
convincing. With this approach, the ROIs
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with the magnitudes of 300%-700%
became common and widely published in
the business literature (Roulstone &
Phillips, 2007; Kofax plc, 2011,
SalesForce.com, 2011; Soffront, 2011). The
mere level of these ROl numbers testifies
that this measure has little, if anything, in
common with a traditional ROIl—an
important financial metric.

If a “real dollar” ROI of a Ferrari (let's
say) is 30%, will you feel better to hear
that when intangibles are included
(improved public image, enhanced self-
respect, ability to turn blondes’ heads in
the street—what’'s the value of all these
“benefits”)—your ROI will be 700%? Sure
you will. Placebo is still working. You are
under the influence.

Need to note that there’s nothing
“personal” against intangible benefits. We
share the belief that many
solutions/projects (including information
systems) create more value than could be
counted in hard dollars. Research in the
area of intangibles, their quantification
and evaluation is an important effort
(Intangible Assets, 2011; Sveiby, 2001,
Cleary, Kennedy, O’'Donnell, O’Regan, &
Bontis, 2007). However, this area is far
from being completed and the results
being ready for use in regular business
(accounting) practice. Until financial
people recognize and use intangibles for
the accounting purposes, any ROI
calculations and results should explicitly
provide not only overall ROl but also
separate ROIs for “hard” dollars and
anything else (e.g., predicted estimates or
“virtual” dollars of perceived intangibles).

Another point on intangibles. To be
consistent, not only benefits, but also
intangible costs (e.g., temporary drop in
productivity associated with a change
(implementation of new information
system and business processes) need to be
factored in the ROI calculations (What are
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some intangible costs for information
systems? 2011). Not a frequent
component in the ROI assessments.

If Your Boss Assigns you to
Demonstrate Return on
Investment, Showing a Result
of the ROI Calculations may be
Wrong

If you hear just the term “ROI”—it has no
meaning because the person who is
requesting it could have a different, if not
completely opposite understanding of the
“ROI” than you do.

Within ~ millions academic and
business publications on ROI, there are
many ROl types and hundreds of
versions. Multiple interpretations of what
ROI is, and how it should be calculated
lead to arguments between the authors on
what’s right and wrong.

So, your boss may mean any of the
following:

First. Very often return on investment
IS understood as a “method” or
“approach”—“ROIl analysis.” In this
meaning, ROI or “ROI Analysis” includes
not only an “ROI ratio” but also several
other financial measures (e.g. Internal
Rate of Return—IRR, Net Present Value -
NPV, payback period, etc.), which are
collectively called “ROI” (“Rate of
Return,” 2011). In this case, correct
answer may be: $2 million, with an
average payback of 7 months (e.g., Kofax
plc, 2011).

Second. Return on investment is
understood as any kind of positive impact
(return/effect/result) (Bigham &
Goudreau, 2004; Al-Raisi & Al-Khouri,
2010). It may be financial or non-financial
impact. In this case the boss’ question can
be translated in plain English as: What are
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the results of the work you do and are you
spending money prudently?

And finally. ROI is understood as a
“simple” ratio/number (“Return on
Investment: ROI,” 2011). Still there is
some uncertainty involved. Is your boss
interested in “hard” dollars? Although
ROI is a ratio (measured in percent), an
underpinning question after the ROI
analysis completed is imminent: where is
the money—dollars? In this case a
traditional ROl should be calculated
based on the numbers taken from
financial records (accounting systems). Or
maybe he is interested in a non-financial
overall project’'s impact and assessment

can be based on the “virtual” dollars
which take account of subjective
intangibles.

With so many options and variations
in the meaning of this simple but pretty
“open” request, it’s almost impossible to
give the correct answer. Don’t forget to
ask for clarifications.

References

A Practical Guide to ROl Analysis. (2009).

National Association of Chronic
Disease Directors. 2009. Retrieved
May 9, 2011, from

http://www.chronicdisease.org/profes
sional-
development/documents/roi/ROl.pdf

Ali, T. (2007). Seeking elusive ROI for
software projects. Financial Executive,
23(3), 54-56.

Al-Raisi A. N., & Al-Khouri A. A. (2010).
Public value and ROl in the
government sector. Advances in
Management, 3(2).

Alter, A. (2004). ROI: Why don't more
CIOs measure ROI after a project is up
and running? CIO Insight, April 1.
Retrieved May 9, 2011, from

Journal of MultiDisciplinary Evaluation, Volume 7, Number 16

ISSN 1556-8180
July 2011

http://www.cioinsight.com/c/a/Resea
rch/ROI-Why-Dont-More-ClOs-
Measure-ROI-After-a-Project-1s-Up-
and-Running

Bigham J. D., & Goudreau T. R. (2004).
Return on investment in the public

sector. MBA Thesis. Naval
Postgraduate Schooaol, Monterey,
California.

Cleary, P., Kennedy, T., O’'Donnell, D.,
O’'Regan, P., & Bontis, N. (2007).
Positioning management accounting
on the intellectual capital agenda. Int.
J. Accounting, Auditing and
Performance Evaluation, 4(4/5), 336-
359.

Dearden, J. (1969). The case against ROI
control. Harvard Business Review,
47(3), 124-135.

Hao, J. X., Jager K., Cheng B., & Hulten C.
R. (2011). Innovation and intangible
assets. The Conference Board,
Executive Action Series, January, No.
341.

Intangible Assets (2011). The Conference
Board. Retrieved May 9, 2011, from
http://www.conference-
board.org/data/intangibles.

Jeffery, M. (2004). Return on investment
in e-business projects. In Internet
Encyclopedia, 2004, John Wiley and
Sons Inc. Volume 1, 212. Retrieved
May 9, 2011, from
http://books.google.ca/books?id=N-
1YbhMKsBUC&pg=PA212&Ipg=PA212
&dg=roi+post-
PROJECT&source=bl&ots=Onmz7RCe
__b&sig=-qiNsXGChwWWe73MIV3e8e-
gtQwg&hl=en&ei=WUTpTbvwF8Tr0g
GngqdyZAQ&sa=X&oi=book _result&ct
=result&resnum=10&ved=0CFAQGAE
wCQ#v=0nepage&q=roi%20post-
PROJECT&f=false

Kofax plc website (2011). Retrieved May
9, 2011, from

205



Peter Andru and Alexei Botchkarev

http://www.kofax.com/markview/inte
rnal-controls.asp

Mogollon, M., & Raisinghani, M. (2003).
Measuring ROl in e-business: A
practical  approach. Information
Systems Management, 20(2), 63-81.

North, J. (2007). The total economic
impact of Microsoft unified
communications products and
services. Retrieved May 9, 2011, from
http://www.microsoft.com/downloads
/en/details.aspx?FamilylD=4f93880c-
4667-4fbc-beas-
e510b3b95c4e&displaylang=en

North, J. (2009). The total economic
impact of salesforce CRM customer
service &  support. Forrester
Consulting, Retrieved May 9, 2011,
from
https://www.salesforce.com/assets/pd
f/misc/WP_Forrester_Eco_ Impact.pd
f

Phillips P. P., & Phillips J. J. (2006).
Measuring ROI in the public sector. In
Action Case Study Series. ASTD Press.

Rate of Return. (n.d.). Retrieved May 9,
2011, from
http://en.wikipedia.org/wiki/Rate_of

_return
Return on Investment:. ROI. (n.d).
Retrieved May 9, 2011, from

http://www.investopedia.com/terms/r
/returnoninvestment.asp

ROI-Calc Inc. website. (n.d.). Retrieved
May 9, 2011, from http://www.roi-
calc.com

Roulstone D. B., & Phillips J. J. (2007).
ROl  for technology  projects:
Measuring and delivering value.
Butterworth-Heinemann. ISBN-13:
978-0750685887.

SalesForce.com E-mail Invitation for a
webinar Jan. 21, 2011.

Soffront e-mail, Save Money, Avoid
Hassles. Feb. 26, 2011.

Journal of MultiDisciplinary Evaluation, Volume 7, Number 16

ISSN 1556-8180
July 2011

Sveiby, K-E. (2001). Methods for
measuring intangible assets. Sveiby
Knowledge Associates website,
updated 2010, Retrieved May 9, 2011,
from
http://www.sveiby.com/articles/Intan
gibleMethods.htm

What are some intangible costs for
information systems? Answers.com.
Retrieved May 9, 2011, from
http://wiki.answers.com/Q/What_are
_some_intangible_costs_for_informa
tion_systems#ixzz1FBAMRGVT

206



