RETURN ON INVESTMENT (BUSINESS CASE ANALYSIS)

DIRECTIONS to Complete “Return on Investment” section

First, define Key Performance Parameters (KPP) of your device, process or proposed effort (i.e. operating cost, equipment weight, equipment size, etc.).  

Then, determine your baseline metrics and what percentage of improvement you expect to see as a result of this project (i.e., 15% fewer irrigations of a wound; 95% reduction (efficacy of the drug/vaccine) in the number of cases of HIV; 35% improvement in recovery time; 85% reduction in logistic burden; 15% reduction in weight; etc.).  Can a dollar value be put to the metrics?  If yes, show the dollar value and state where it was derived.  

Now to determine the Return on Investment (ROI) ratio: Take the baseline dollar number and divide by the projected improvement number and you should have a ratio stating that for every dollar in research investment money spent, you achieve $XX of benefit.

BACKGROUND

Business case analyses are becoming a standard industry tool for important decision making and planning.  The Advanced Medical Development Program uses this information for budget submissions and to secure additional future funds through the POM process.  In the military, business case analyses help quantify efficiencies in terms of dollars, time, personnel, or logistic footprint.

Financial Justification

Financial justification is a business case that asks whether or not an investment is justified—in financial terms.  A financial justification analysis helps decision makers decide whether or not to go forward with a proposed action.

The results of a financial justification business case address questions like these: 
· Does the proposed __________ represent the best use of funds? 
· Can we use the proposed ___________ to improve our financial position (reduce costs)? 
· Will the proposed ________ "pay for itself" through money saved?
· Does the proposed __________ improve our customer relations/satisfaction?

Depending on needs and priorities, financial justifications may be decided by any one or several criteria, such as:
· Return on investment (ROI) for the proposed action 
· Total cost 
· Total capital costs 
· Total operating expenses 
· Cost per transaction (or cost per person, cost per seat, cost per ... etc.)
· Payback period 

Total Cost of Ownership Analysis (TCO)

Cost of ownership analysis (or total cost of ownership, TCO), is a business case designed especially to find the lifetime costs of acquiring, operating, and changing something.  Today, TCO analysis is used to support acquisition and planning decisions for a wide range of assets that bring significant maintenance or operating costs across a usable life of several years or more.  


Total cost of ownership is used to support decisions involving computing systems, vehicles, laboratory and test equipment, medical equipment, manufacturing equipment, etc.
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A good TCO analysis brings out the "hidden" or non-obvious ownership costs that might otherwise be overlooked in making purchase decisions or planning budgets.  The model provides an effective tool for assuring business case builders and case recipients that every important cost item is included and that everything irrelevant is excluded.  

The analysis begins with the design of a comprehensive cost model that completely covers the subject of the case, and which supports the purpose and needs of decision makers.  Cells of the matrix identify cost items that are planned and managed together (have common cost drivers); rows represent major resource categories, and columns represent RDT&E lifecycle stages. 

TCO analysis is not a complete cost benefit analysis.  When this approach is used in decision support, it is usually assumed that the benefits from all alternatives are more or less equal, and that choices differ only on the cost side.

Conclusion

The purpose of this Return on Investment/Business Case Analysis is to establish a total cost of ownership/operation and have the information needed for a financial justification in any research project.

For further information related to these topics, please go to the DAU website training program at www.dau.mil;  Click on “Continuous Learning” -> “Browse Continuous Learning Modules” -> “Business Case Analysis” (CLL015) -> “Register for Course”.
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