
If you need proof that everything old is new again, ROI
(return on investment) has become a check-box item for
many organizations. Scads of vendor-sponsored ROI stud-
ies are floating around claiming that Product X will pay for
itself in a short amount of time. Of course if the news had
been bad, the vendors never would let you see the reports.
What you have to judge is how much “spin” is in the report
to make the product look good.

ROI is a valued accounting concept. Traditionally,
accountants have used it to justify costs associated with
building factories or buying railroads. But what about ROI
studies paid for by vendors? Do the numbers add up? We
analyzed five ROI studies from three vendors: One from
Enterasys Networks, written by IDC, on the value of buy-
ing “network solutions”; two from Microsoft, one written
by Siemens Business Services and the other by Microsoft,
and both audited by Giga Information Group, on why
companies should migrate to Office XP; and two from
Computer Associates International, one written by Delphi
Group on the CleverPath Portal, the other written by IDC
on CA’s infrastructure management solutions.

DEFINING OUR TERMS
ROI is a simple concept: It’s what you get in return for the
money you spend. IDC says ROI is the net return on the
investment (a total of cost reductions and additional rev-
enues) divided by the amount of the investment. The result
is usually expressed in a percentage (“payback for the com-
panies surveyed averaged 614 percent,” for example),
though you have to look at a several additional factors to
understand where that percentage comes from.

ROI tends to be a factor of time—the return over a cer-

tain number of years. One of the statistics you’ll see in
ROI reports is time to payback, which is the length of time
taken for the combined savings and revenues resulting
from the purchase to equal the purchase price. This is gen-
erally expressed in a number of days and is within the
scope of the total time of investment, a figure often
expressed in years. 

IRR (internal rate of return) is ROI expressed as a com-
pound annual percentage rate. Some companies describe
ROI in terms of IRR, while others provide the ROI across
the entire length of time considered in the study—generally
in the three-to-five-year range. For the same return, IRR
will be a lower number since it only looks at an annual rate
instead of the rate covering multiple years. When compar-
ing figures across products, check to see whether the ana-
lyst is expressing the results in ROI or in IRR. The
Microsoft study on Bridge Information Systems, for exam-
ple, quotes a five-month payback with an IRR of 277 per-
cent. Enterasys’ study of network solutions shows an aver-
age payback of 109.1 days with a 704 percent ROI. If you
were looking at both studies, you would have to keep in
mind the difference in time periods expressed by IRR and
ROI when comparing their relative effects on finances.

THE LONG AND SHORT OF IT
If an analyst is looking at ROI over a multiyear period,
long-term issues like inflation become necessary consid-
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THE ABCS OF ROI

Accounting 101
The rate of return on an investment expressed
as an annual compound interest rate.

The value in today’s dollars of net benefits from
a specific investment realized over time. 

Microsoft-developed five-step framework to
assess capital and resource appropriation for
IT initiatives.

A financial ratio measuring the cash return
from an investment relative to its cost.

Internal Rate 
of Return (IRR)

Net Present 
Value (NPV)

Rapid Economic 
Justification (REJ)

Return on 
Investment (ROI)
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erations. In addition, some
analysts will look at the
opportunity cost of investing
the money in networking
hardware or software
rather than putting it in
the stock market or some
other investment. These
are worthy attempts to
take ROI out of a “best of
all possible worlds” setting
and make it more realistic.
The problem is that the
analyst has to make some
assumptions about what
the world will  look l ike
over the time of the
investment.

In the United States
today, inflation is not the
concern it was in the 1970s,
but there’s no guarantee it
will remain in the 2 percent
range forever. As for
opportunity costs, everyone
who tracked his or her
401(k) portfolios from the

late 1990s into the new
century understands that
investment returns will
vary year to year. Make
sure you understand the
analyst’s assumptions when
you look at NPV (net pres-
ent value)—the ROI over
the total study period
expressed in today’s dol-
lars—and that you’re clear
on how NPV was applied
to a particular ROI. 

REJ (rapid economic
justification) is designed to
look at the return on
investment across a short-
er span than that of a tra-
ditional ROI study.
Microsoft developed and is
the main proponent of
REJ, devoting consider-
able Web space to explana-
tions of the methodology
and why it’s better than
traditional ROI. 

REJ differs from tradi-
tional ROI in two ways.
First, the “rapid” compo-
nent means that the analyst

doesn’t consider heavily the
time value of money or
relating a dollar three years
from now to a dollar today.
Second, the REJ method
attempts to quantify some
issues that are difficult to
account for in a traditional
ROI study, such as reduced
time for developing mar-
keting collateral and
enabling better collabora-
tion and communications.

Microsoft argues that
for office productivity
tools, REJ may offer a bet-
ter t ime horizon than
ROI. For categories like
network infrastructure, on
the other hand, the prod-
uct’s lifetime will likely far
exceed the window provid-
ed by REJ. (Check out
www.microsoft com/business/
solutions/value/valuehome.asp
to figure out whether REJ
could be useful to your
c o m p a n y ’s  s i t u a t i o n . )
H o w e v e r ,  w e  h a v e n ’ t
noticed anyone other than
Microsoft using REJ. 

DO THE NUMBERS
ADD UP?
Let’s use the IDC study of
network solutions spon-
sored by Enterasys net-
works to i l lustrate how
these key concepts relate.
In this study, IDC inter-
viewed a number of cus-
tomers, so the financial
results are averages. IDC
projected the numbers
over three years, a reason-
able life span for a specific
network-infrastructure
component.

Over the three-year
period, the average amount
invested in the technology
was $8.3 million (see “Run-
ning the Numbers,” page
95). The average annual
cost savings and revenue
increase was $27.9 million.

These two numbers can be
used to generate one of the
first conclusions of the
study. Divide the benefit—
$27.9 million—by the
investment—$8.3 mil-
lion—and you get 3.35.
Then, to calculate the time
to payback, divide 365 by
3.35, and (with some
rounding up) you get 109.1
days—IDC’s payback-peri-
od figure.

If  you multiply the
$27.9 million annual bene-
fit by three years you get
$83.7 million. You won’t
see that number in 
the ROI study,  though,
because it fails to take into
account the opportunity
cost of the investment.
IDC calculates that cost
based on a 12 percent
return for the mythical
“other opportunity,” and
shows an NPV of the
three-year results as $66.9
million. Now, subtract the
initial $8.3 million invest-
ment from the $66.9 mil-
lion NPV, and you get the
number that allows IDC to
show a three-year ROI of
704 percent.

The figure of 704 per-
cent for this technology is
defensible mathematically,
but it seems pretty fantas-
tic when you look at it
from the perspective of the
real world, and here’s why:
The numbers based on the
payback period—a rela-
tively short period of
time—are extended with-
out great modification
through the length of the
study. Whenever any
effect of technology,
whether positive or nega-
tive, is extended through a
period longer than the
typical revision cycle for
the technology, the con-
clusions become wobbly.
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When judging an ROI study, remember to take the following

variables into account:

» Reputable Firm. Find the names of the analysts who

conducted the study and contact them if you have questions

about the study or its results.

» Hard Numbers. ROI is an accounting concept. If the

study can’t quantify results, be wary.

» Real Companies. Make sure the company (or compa-

nies) on which the study is based is similar to your company

in terms of business, size or other factors.

» Use the Tools. ROI calculators are sales tools, but they

provide another data point by which to asssess the validity of

the numbers presented to you.

» Check the Math. Analysts are human, too. Do the

math and make sure that the numbers add up and that you

understand where the numbers come from.

KEY CONSIDERATIONS



In this case,  the study’s
period covers at  least  a
couple of revision cycles,
making the conclusions
uncertain.

How do the other
studies stack up in
terms of real-world

information?
The Computer Associ-

ates–sponsored study per-
formed by IDC on infra-
structure management uses
similar numerical methods
and provides details similar
to the Enterasys study. Of
the remaining three stud-
ies, the REJ studies pub-
lished by Microsoft include
some figures on IRR and
other measurements, but
the details required to
duplicate the studies’
results just aren’t there.
The Delphi Group study
for CA contains the most
narrative and the fewest
numbers—its conclusions
aren’t couched primarily in
terms of percentages, and
there is no way to derive
numbers from the informa-
tion provided.

COMPARISONS COUNT
In addition to comparing
vendors’ ROI studies of
particular technologies or
products with one another,
compare them to your own
ROI study. If the study is
based on a single company,
as is the Bridge Informa-
tion Systems study from
Microsoft,  comparisons
can be difficult if  your
company is in a different
line of business.

Studies based on sam-
ples and averages can make
for easier comparisons,
though you have to be
careful because a single
huge company or govern-
ment organization can sig-

nificantly skew the results
of a study. The IDC study
we evaluated included
details about the compa-
nies that participated,
including any that might
skew results. In the final
analysis, you must rely on
your judgment—there are
no hard-and-fast rules on

taking the results from a
study and applying them to
your situation.

Some vendors have rec-
ognized this difficulty and
provided ROI calculators to
help nonaccountants gener-
ate key numbers. For exam-
ple, Computer Associates
posts a Microsoft Excel
spreadsheet—available at
www3.ca . c om/So lut i on s /
Collateral.asp?ID=1131&
PID=155—that generates
numbers regarding single-
sign-on implementations.
While the spreadsheet is
easy to use and will gener-
ate a number that purports
to show how much money
a customer can save, it
does not create a figure
that could be used to com-
pare directly with the
numbers in a study such as

the Enterasys-sponsored
IDC report.

Microsoft puts an
online ROI calculator for
Windows XP, Office XP
and a combination of the
two products at http://66.
111.222.105/. This calcula-
tor is more complete than
the Computer Associates

spreadsheet and deals with
some of the “softer” issues,
like REJ, but its numbers
still don’t compare directly
with those of a traditional
ROI study.

WHO YOU GONNA
TRUST?
As we’ve seen, there are
many ways to express stan-
dard measures of return. If
these standards don’t tell
the story the vendor wants,
you’re likely to see great
emphasis on soft factors
like employee satisfaction
and happiness, with no
attempt to put a dollar fig-
ure on the smiley faces. In a
similar vein, if a vendor
presents an entirely new
way of measuring economic
benefit, you should ask
yourself how bad the prod-

uct or technology per-
formed under the standard
ROI measures.

An ROI report that’s
heavy with numbers and
filled with explanations can
still be a bad study, but at
least you can figure out
what’s bad about—perhaps
the basic assumptions differ
wildly from your circum-
stances or the calculations
produce results that don’t
add up. Most important,
though, having the num-
bers in front of you will let
you answer the questions
that corporate executives
are bound to ask about the
study. Those queries usual-
ly deal with the validity of
the assumptions and calcu-
lations, along with concerns
about comparisons between
the participating companies
and your company.

Even if a report is laden
with numbers, do two
things before taking the
report with you into a
meeting. First, go to the
back of the report, where
you’ll find hidden most of
the details about how
numbers were generated.
Many reports give great
details there on the compa-
nies involved in the study,
the assumptions made by
the analysts and the formu-
las used to generate results.
Next, check the math in
the report.  I’ve found
many simple arithmetic
errors in research reports,
and it’s far better to correct
them at your desk than
under the watchful eye of
the CIO.

Curtis Franklin Jr. is a
writer and editor who has
covering computers and net-
working since 1984. Send
your comments on this article
to him at kg4gwa@arrl.net.
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RUNNING THE NUMBERS

(average investment)

$27,869,821
=  $3.34701864

$8,326,760

(average annual benefits)
To determine the payback 
period in days, divide the 
average annual benefits by 
your average investment.

To determine ROI, first 
figure out your net benefits. 
Subtract your average 
investment from the NPV 
(net percent value) of your 
three-years results.

Then divide your net 
benefits by your average 
investment.

Then divide 365 by the 
that quotient.

(average investment)

$58,616,549
=  7.0395387

$8,326,760

(net benefits)

(average investment)

$66,943,309
– $8,326,760

(net benefits)$58,616,549

(NPV of 3-year results)

(quotient from above)

365
=  109.0522755

Payback period = 109.1 days

Return on investment = 704%

$3.34701864

(days in a year)


