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Foreword

In the late 1990s rampant overspending on IT was standard practice for companies who
were flush with funding and escalating equities. Today’s more sober economic climate has
changed everything. Now executives are being held accountable for new capital expendi-
tures, sometimes to the penny.

They're also being asked to justify existing IT projects that a few years ago seemed bullet-
proof. Managers who thought their CRM, supply chain management, and data warehouse
initiatives were safe have had a rude awakening. They are being asked to re-justify these ini-
tiatives or risk losing them to newer technology programs. This has meant going back to the
business case drawing board and calculating return on investment, often for the first time.

As the ROI discussion grows louder, the mistakes too become more apparent. This booklet
outlines what we've seen to be the most common missteps managers make in financially
justifying their BI and data warehouse programs. Hopefully, it can serve as a list of lessons
learned if you too, are being called upon to build a BI business case. Looked at another
way, this is a list of worst-practices to avoid at all costs. The future of your company’s infor-
mation asset may hang in the balance.

Managers who thought
their CRM, supply chain
management, and data
warehouse initiatives
were safe have had a

rude awakening.
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Ten Mistakes

A Business Intelligence Best Practice

ONE

Underestimating Existing Capabilities

A manager at a large wireless telecommunications firm recently called for help with her
budget. She'd “taken a stab” at quantifying the ROI for the company’s data warehouse and
wanted me to review at her calculations. Her worksheet—which included a rigorous mix of
hardware, software licenses, maintenance, burdened staff, and consultant costs, among
other items—made clear that she’d forgotten an important step: Understanding how cur-
rent IT infrastructure and resources could be leveraged to reduce cost estimates and make a
project more attractive to business executives.

With the conversation over the need for ROI quantification growing, many managers try
calculating ROI prematurely. They throw everything but the kitchen sink into ROI models
without understanding make-or-break issues such as:

% IT skills inventory

+« Data source system inventory

« ETL inventory

% Data warehouse/mart inventory

% Software inventory

+ Application inventory

“ End-user communities
Over-estimating costs in cases where resources or technologies already exist can sabotage a
project before it starts. Even one manager who perceives startup costs to be too high or the
development timeline to be too long can jeopardize an entire business case.

The inverse problem is even more widespread: exaggerated optimism that a new cutting-
edge technology project can be completed on time and on budget. Decreasing funding for
strategic programs like business intelligence compete with pervasive failure statistics—some-
times quoted at above 50%—making it even more of a mandate to determine current capa-
bilities.

Recently, a customer sought to reengineer an outdated order-entry system. The IT depart-
ment wanted to upgrade its old character-based database application to one with a browser
front-end and web-based application server. The success of this team had traditionally been
based on their knowledge of both business process and technology implementation. They
were convinced that the browser-based application could improve order-entry productivity
and dramatically reduce ongoing application maintenance costs, arguing that newer tech-
nology would reduce the ongoing cost of application maintenance.

In reviewing the development and maintenance alternatives, it became clear that such a
strategy was very likely to fail. The issue of ROI calculation was reasonable - the numbers
reflected improved business productivity and lower maintenance costs. However, the likeli-
hood that their staff could take over the maintenance of the new technology without signif-
icant retraining and possibly re-staffing was a financial showstopper. The time necessary to
either train new staff on the business, or retrain the current staff on new technology was too
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long. While staff training was part of the ROI calculation, the time and productivity impact for
retraining was too costly. The ROI made sense - the project didn't.

DW Managers should conduct research before launching an ROI effort. (Talking to end-users to
obtain updated business requirements, reviewing the development pipeline, identifying IT’s skills
and available platform resources, and knowing where critical data is in its evolution can all add
weight to a business case and avoid the tabula rasa assumption that each project must start from
scratch.

My telco manager client realized that she had some homework to do. She embarked on an infor-
mal, 3-week long application inventory in order to understand existing BI capabilities that could
be leveraged for the new projects she was being asked to justify. She found that many existing
applications provided data to the data warehouse in a closed-loop processing environment—data
she could re-use for some of her own information reporting needs. She redid her ROI worksheet
to factor in the existence of key data and processing, reducing her startup cost estimates and
accomplishing her mission: The company funded the BI portfolio through 2005.

Ten Mistakes to Avoid When Estimating ROI for Business Intelligence I 5



Ten Mistakes

To Avoid When Estimating ROI for Business Intelligence

TWO

Not Getting the Business Team Involved

No one wants to own ROI. Quantifying ROI can be incredibly difficult; understanding all
the required skill and resource components can challenge even the best manager. When the
planning phase of a project occurs, most I'T managers take it upon themselves to calculate
ROI on their own. However, determining baseline costs for both IT and non-IT resources
can't fall onto a single person. It's important to ensure that baseline ROI numbers are
acceptable to both IT and the business stakeholders.

Traditionally, ROI for technology investments has been the purview of the IT group. After
all, who better to understand line item costs, licensing fees, ongoing maintenance and skill
set expenses, and all the other gritty details that translate into hard cost items?

However, business stakeholders should be involved. For one thing, they are better poised to
explain the benefits of launching a new project, or continuing an existing one. Plus, nine
times out of ten, they're the ones begging for new functionality or better data. Business
managers need to be ready to step up to the cost-benefit plate, especially where the benefits
are concerned.

The challenge for ROI calculation is the merging of both IT and business side numbers.
Consider the pending Customer Value Modeling project at a regional bank. IT understands
the data that will be necessary to calculate customer value, how much of that data needs to
be sourced, which application platform is likely to process the calculations, the network
speed necessary to “push” these scores to end-users, whether additional processing power
needs to be purchased, and the cost of the expertise needed to implement and maintain the
system. This is a big, complex, and expensive project. And if it's all that management sees,
it’s likely that Customer Value Modeling will remain a vision instead of a reality. An ROI
calculation is only as effective as the explanation of return. This means that the success of a
business case is usually directly proportional to its ability to explain the tangible benefits of
an IT project.

Although the IT team is best suited to understand and estimate the costs of implementing
technical capabilities, business stakeholder involvement is critical. When a seasoned mar-
keting executive can make a case for differentiating customer treatment based on this value
score, Customer Value Modeling becomes more than a just another technology project.
After all, understanding low-scoring customer attributes and converting them to higher-
scoring customers usually means additional profitability. Pushing lower-value customers to
automated support systems can cut costs. And understanding value segments can foster tar-
geted communications, saving money in mailing costs while potentially generating addi-
tional revenues. Data analysis supporting business action is the goal of business intelli-
gence, and the objective can’t be reached without having both business and IT involvement.

Combining costs and benefits into quantifiable numbers is the holy grail of ROI. To do this
requires mutual cooperation between IT and business groups. The result is a project that
loosens the purse strings in today’s tightened economic climate.
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THREE
Skepticism Over ROI Viability

Getting management to understand and believe a project’s ROI is tremendously difficult. Even
after all the research and number crunching, there will inevitably be nay sayers who have prob-
lems with the numbers. The potential audience of cynics shouldn’t be a surprise; a project with
calculated ROI typically threatens the very existence of other projects. Given that most companies
have a finite budget pool, ROI raises the bar on project justification. Once the first project is able
to identify ROI, everyone else will be expected to illustrate ROIL. This can be difficult, and will
likely threaten the existence of many other projects. For every project that is funded, resources are
usually taken away from other projects. The advent of ROI challenges the very existence of a proj-
ect. While everyone has talked up the “business value” of their projects, few have been able to
illustrate numbers.

It doesn't matter whether it's a product, a person, or a presentation. As the famous Six Sigma say-
ing goes, “If it moves, measure it.” The challenge of determining the benefits of BI before the first
application is developed or the first database is loaded can be fairly intimidating. When there’s
skepticism about the value of a new BI initiative, it's important to focus on estimating business
benefits (financial as well as non-financial), and realize that cynicism is healthy. No project
should be blindly approved, and every project should include a sober and realistic cost-benefit
analysis.

The value of data analysis was never considered practical prior to the late 80’s by the retail indus-
try. The focus of retail operations was on cost; regardless of circumstances, cost always mattered.
From reusing paper clips, to sharing desks and office equipment, nothing was sacred.

So when investing in staff productivity and business process improvement started, the idea of
investing in a data warehouse to support the analysis of integrated customer purchase details,
product inventory, distribution, and pricing seemed ridiculous. The cost for storing that informa-
tion was measured in millions of dollars. This scale of investment had never been acceptable,
“...no employee is worth that much...” However, the business paradigm was about to shift; the
goal wasn't just cost, it was also about business value.

Investing in staff productivity improvement isn't new. However, as companies grow and become
more complex, the value of intellectual capital increases many-fold. At large, general merchandise
retailers like Sears and Wal-Mart, a merchandiser may control $5 billion or more of inventory —
and that could be 10,000 products and dozens of suppliers. Clearly the complexity of the job is
significant; and a minor mistake could easily cost the company $25 million (less than 1% of their
inventory responsibility).

The impact of ROI in this particular circumstance was really in the merchandise staff member’s
ability to better manage inventory and vendor relationships. An improvement of 1% or 2% in
their purchasing responsibilities wasn’t unreasonable with better analysis and tools. So, while the
cynics had argued that investment costs were prohibitively expensive, the business folks focused
on the ROI opportunities for the company.
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FOUR
Forgetting that Change is Constant

There's a reason that executives use the terms “forecast “ and “estimate” in many of their
communications: they're not 100% sure of the results on a pre-facto basis. Likewise, busi-
ness expectation for ROI shouldn’t focus on perfection, and project approval should never
be based solely on ROI estimates.

A regional airline—one of the few airlines that has experienced growth, profitability, and
increasing customer satisfaction is one example of how focusing on numbers is only part of
the story. The airline industry has undergone extensive challenges: skyrocketing fuel costs,
reduced passenger travel, and a health epidemic that crippled the Asian travel market. One
reason that they've been successful is that they focus on the numbers but at the same time
realize that their business isnt bulletproof.

For instance, the airline couldn’t possibly have foreseen the SARS outbreak. While a well-
planned project should identify most foreseeable business issues, planning for every possi-
ble situation isn’t practical - it’s also likely to be a waste of time and money. Companies
like GE don't focus solely on their ability to accurate forecast business trends; they rely on
their skills to respond to change. They make this happen through the use of BI and study-
ing the details of both historical and current business data.

Those airlines that survived the surprise of the SARS outbreak didn’t succeed because they
continued to focus on their financial estimates. They realized that the world had changed
and their estimates were wrong. The old lyrics “...Pick yourself up, dust yourself off, and
start all over again...” became the plan. This airline continually analyzed their forward
bookings data to understand how to better deploy their equipment and their staff. They
shut down unprofitable markets and focused more resources towards other business oppor-
tunities.

Regardless of the accuracy of the initial project estimates, the numbers should be updated
and communicated to reflect reality. With the facts, most project teams can make the
adjustments necessary to address new challenges. The ability to succeed doesn’t lie with a
perfect financial forecast - it focuses on a team’s ability to nimbly respond to a variety of
circumstances.
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FIVE
Not Converting Soft ROI into Financial Metrics

Ideally, projects not only promise financial payback, but “intangible” improvements as well.
Improved customer and employee satisfaction, enhanced brand awareness, or better internal com-
munication are all promising byproducts of new IT initiatives. Such improvements, where existing
costs are difficult or impossible to quantify, are called “intangible” or “soft” ROI. They are often
strategic, but are not usually enough to pitch or justify a business intelligence project. Unless soft
ROI issues can be converted to financial metrics (like revenue, cost, and profit), soft ROI will be
ignored.

The allure of using “soft” ROI metrics is that they are typically easier to describe and conceptual-
ize than their “hard” ROI brethren. Distributing a survey or polling customers is a simple way to
determine and measure the customer experience. In fact, there are a number of sophisticated soft-
ware tools that help in the development of questionnaires and even the analysis and segmenta-
tion of the results. However, the problem with soft ROI is that it isn’t a financial metric. You
can’t write a check with employee satisfaction or brand awareness. More than ever, executives
want financial results given that their jobs depend on delivering financial gains. When it comes to
ROI, financial metrics win every time.

This isn’t to say that “soft” benefits like improved employee communication aren’t valuable.
Indeed, translating such soft goals into hard measures is a practical and worthy activity. It can be
as simple as establishing processes that are measurable and refine-able. Measuring the resulting
efficiencies and attaching financial value to them allow the conversion of soft benefits into finan-
cial payback.

Customer satisfaction surveys are a good example. A company may do a good job of surveying its
customers and storing the resulting feedback in its customer database as part of the customer pro-
file. Storing historical customer satisfaction scores give a company the ability to measure them
over time. If the company also stores product revenues, it may be able to correlate a rise or fall in
customer satisfaction with corresponding revenue numbers, making the case for improved service
being linked to increasing profitability.

The good news is the bad news: Business intelligence is a great place to find “soft” ROI. So man-
agers take up valuable page space in their BI business plans discussing how faster data deploy-
ment can result in “more engaged” and “more productive” employees. While valid and valuable,
this point stops short of quantifying the value of that engagement and that productivity. For
instance:

% Higher staff involvement has been shown to decrease staff turnover, resulting in
decreased costs. With a cost of $100,000 per customer service rep, simply reducing
employee attrition by 5% can mean an additional $1.25 million in saved hiring and

training costs—annually! (A true story!)
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FIVE (cont’d)
Not Converting Soft ROI into Financial Metrics

% By providing on-demand reports to salespeople in the field, the sales staff was
able to double their acquisition rates for new accounts. In the first year, this

represented an additional $23 million in sales revenues.

The trouble is that most of what's been written on the topic of ROI stops short of these
types of quantifications and focuses almost exclusively on the aforementioned “soft” meas-
ures. The business potential of closer colleague relationships are probably measurable
somewhere down the line. The problem is in the proof: without financial measures, proving
them is tricky at best. But proving them is required to get your BI project funded.

It's important to remember that almost all executives are compensated based on how the
company performs financially, thus their decisions—and the decisions of their staffs—will
continue to focus on hard financial return. So unless “soft” ROI can be quantified it's sim-
ply icing on the cake of tangible financial payback.
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SIX

Differentiating Cost Savings and Revenue Generation

Return on investment is usually only one of many IT success metrics. Business impact, customer
satisfaction, and competitive parity are valid metrics for starting or continuing a strategic IT initia-
tive. ROI, however, implies financial payback, which in turn suggests understanding the value of
money. While many business cases are ripe with financial details, they frequently confuse man-
agement because they don't separate the financial details into cost and revenue areas. With every
new CRM or BI project opportunity it's important to identify both Revenue and Cost issues asso-
ciated with the business case. There are usually three basic financial metrics most companies work
with:

Cost
*Revenue
»Profit

They're simple enough terms, but when applied to ROI models they can vex even experienced
financial managers.

When Citigroup generates a dollar of revenue, they're able to pay all their bills (staff compensa-
tion, building maintenance, new product development, executive perks, etc.) and keep about 16
cents in profit. This isn't a terribly complex idea; however, when project teams start developing
business plans, they seem to be so focused on numbers, they never separate these three different
numbers. There’s nothing more dangerous than a spreadsheet replete with misleading numbers.

There’s a simple equation that we like to use:
Costs + Profits = Revenue

Usually when management thinks “ROI” they think “cost reduction”. Every project is going to
cost money; it's important to understand if costs or going to go up or go down as a result of the
project. You can see from our equation that if revenues stay constant, any decrease in costs will
ultimately result in increased profits.

There’s also value in identifying projects (and their associated ROI) that drive new revenues.
Although there’s a limit to cost and productivity improvement—costs can’t be zero and a compa-
ny can’t run without employees—there is no limit to a company’s revenue upside. Often BI proj-
ects are justified based on cost savings (data integration, for instance) rather than with revenue
generation (for instance, more targeted marketing campaigns driving increased sales). We strong-
ly encourage IT departments to include ROI metrics and revenue generation details in their proj-
ect prioritization process.

Revenue generation opportunities are frequently found with new activities associated with the
sales and marketing areas. New CRM projects delivering target marketing, new product packages,
or product promotions are usually created to generate new income. The business case should
include the revenue opportunities as well as the associated costs for IT implementation and busi-
ness deployment.
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SEVEN
Overemphasizing TCO

Something happens as IT systems age. There’s a belief that the systems have to last forever.
When software development projects are in their infancy, a great deal of energy is focused
on developing a solution that provides the greatest benefit for the lowest possible cost.
Most IT organizations are very good at charting the initial development costs and the asso-
ciated ongoing maintenance costs. Unfortunately, there isn't as much rigor involved in
tracking the incremental and ongoing business value of projects and systems. It's not
uncommon for IT organizations to uncover old applications and tools that continue to be
licensed and maintained but nevertheless have been abandoned by business users. While
the ongoing cost of ownership has been well managed, the business value (or ROI) has
been ignored.

The traditional hardware and software vendor paradigm is to increase software and hard-
ware maintenance costs to ensure that systems are upgraded and/or replaced on a three-year
cycle. If you look at everything from mainframes to Unix servers, and operating systems to
application software, you'll notice that a three years cycle is a very common method
because of accounting rules (and the reasonable life expectancy of the technology). Many
companies have fallen into a trap of managing their IT budgets towards a three-year cycle.
Total Cost of Ownership has emerged as a top-of-mind issue in every IT organization as a
means to focus on the reduction of ongoing system costs and expenses.

TCO has taken center stage with IT organizations as a means to focus on cost reduction.
The Total Cost of Ownership premise is simple: what are the costs to manage and maintain
a system over time. [T organizations have focused a tremendous amount of energy looking
for alternatives to the current software and hardware cost structure - and the results have
been significant. Suddenly IT organizations are reviewing operational leases, outsourcing
contracts, and application maintenance costs in order to include TCO as a metric.

However, because of the current economic challenges that most companies are experienc-
ing, a significant paradigm shift has occurred when project budgets are reviewed. In tough
economic times, companies are prepared to exit markets, terminate projects, layoff staffs,
and eliminate product lines. Along with these decisions, those same business users are now
asking if some IT infrastructure can be eliminated if they are no longer needed..

ROI has stepped up to the stage with TCO as a means to better illustrate the business value
of a project. The premise of ROI is also quite simple: what's the return on my investment.
Where TCO identifies the ongoing cost of a project, ROI will determine the business value
of a project.
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EIGHT
Ignoring the “Do Nothing” Alternative

While it’s not very often that companies challenge the value of improved communications, (we've
not seen anyone focused on removing desktop telephones or email), there is a great deal of inter-
est around the deployment of instant messaging. In this particular example, a TCO value of
$83/year per user didn't illustrate the value of deployment to IT or business users. When the ROI
benefits of improved staff productivity and information distribution are included (a value that
exceeded TCO by nearly 10 times), the decision for deployment becomes clear.

Everyone's initial reaction to TCO estimates is to question the validity of the numbers. We recom-
mend that focus include an identification of the overarching ROI for the system. When the ques-
tion of system elimination occurs - the answer can force a decision based not on business cost,
but business value

Once ROI activities are successful, an assumption is always made that the project will be or has
been funded and the business is committed to the initiative. As the old saying goes, nothing is
certain other than death and taxes. But with every new project comes risk, and sometimes the per-
ception of risk outweighs the value of a project, irrespective of ROI. The “do nothing” alternative
is usually a response to the (real or perceived) high cost and risk of the project.

When modeling ROI metrics for a BI project, it’s very important to work through the potential
outcomes for at least three possible scenarios: impact of failure on the project, the value of a suc-
cessful project, and the impact of doing nothing. While most managers never publicly acknowl-
edge the impact of a failed project, we encourage estimating this as part of a risk management
approach. Identifying the business costs associated with delayed or failed projects isn’'t complex.
For existing systems that are being replaced (or upgraded), the impacts are likely to be the costs
associated with the current systems extended production life as well as the additional costs associ-
ated with the development extensions. For new systems, the impact is will be the delay in deliver-
ing the financial benefits to the business. Because a BI project risks cost overruns, the likelihood
of doing nothing actually increases proportionally to the price. The past 10 years have been lit-
tered with the wreckage of ERP, CRM, and data warehousing projects that were too big and too
cumbersome to succeed. (One could argue that they were over-scoped, or that their sponsors had-
n't yet registered the best practice of incremental delivery.)

In any case, the details were all the same - dozens (or hundreds) of staff members, millions of
dollars in new hardware and software costs, and 12 months before the delivery of any measurable
business benefit. When a management is considering a large expenditure, knowing the track
record of the industry’s IT projects, doing nothing becomes a viable option.
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NINE

Failing to Measure Ongoing Value

So you've gone down the path of finding ROI. You've obtained business sponsorship, IT
resource support, project management, and even funding. While in the past BI success was
fulfilled by the deployment of the first release of the application, things have changed. ROI
has become management’s mantra; executives want to make certain that BI and data ware-
housing continue to be worthwhile. Even after deployment, management wants to make
sure that the values and benefits identified in the business case stay valid. Consequently,
another aspect of project success is the tracking of ROI metrics over time.

During the initial development of the business case, the BI stakeholders should discuss
cost-benefit and the associated assumptions. A change in the assumptions is usually the
root of ROI surprises. The only way to address these issues is to measure and update ROI
estimates regularly once the project is deployed.

Ongoing ROI measurement doesn’t need to be a complex undertaking - it should focus on
the fundamentals: costs and benefits, both “hard” and “soft.” Success metrics should have
been identified during the business case and project justification activities that occurred
during the preliminary phases of the project. Unless there’s already an ROI reporting tem-
plate in place (alas, most companies don’t have one), a simple spreadsheet with the finan-
cial numbers and the associated improvements reported monthly can go a long way to
illustrated the value of ROI. In the event that the ROI numbers fall short, a monthly report
will actually provide a jump-start to analyzing (and resolving) the problem.

Thus, ROI reporting should be viewed as a valuable tool to ensure project success and
ongoing business value of BI. We've said it about our data warehouses for the past decade
and the same is true for ROI: It's not a one-time only activity, it's an ongoing process.
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TEN
Assuming ROI is the Only Approval Metric

During the yearly budget review and IT project approval process that's common with many of our
customers, we're frequently asked to help work through the planning details of both maintenance
and development projects. Most IT shops have a set of standard project definition templates that
must be completed to submit a project for budget allocation and approval. The metrics include
business and functional needs, staff resource requirements, hardware and software tools, schedul-
ing details, complexity, and cost. While a project’s financial details are almost always discussed -
it's not necessarily true to assume that they are the only deciding factor.

While ROI can enable a business user to compare and contrast disparate activities, it won't always
determine if a project or initiative should occur. A company has to respond to outside pressures:
competitive issues, regulations, customer needs, or changing markets (to name a few). The
telecommunications industry has been undergoing significant change in product pricing because
of competition; the price of gasoline sky-rocketed in the late 70’s because of deregulation; and big
box retailers have destroyed the big departments stores because of changing customer interests. In
these instances, ROI wasn’t the deciding factor of change. There were other metrics that were
more valued and important.

While not every IT organization has the same level of complexity as a Fortune 50 company, a
telecommunications giant, or even a government contractor, the decision factors are still the
same. Projects can be approved or cancelled because of issues totally outside the realm of ROI -
organizational charter and responsibility, resource availability and skills, or even complexity influ-
ence the likelihood of project approval (and success).

It's always important to understand the business drivers when reviewing a project’s value. When
IT projects are closely aligned with business operational needs, the decision process for a project
becomes very simple. When new products and services are introduced, enhancements to the
billing systems may be necessary. When products are discontinued or customer markets are exit-
ed, a modification to the customer support system may be needed to support these changes. IT
organizations almost always have to respond to business operational changes. Decision metrics
such as ROI or costs aren’t the only factors in determining if IT should move forward. If the busi-
ness changes, IT must respond.

When a new project or initiative isn't aligned to a particular business need, the actual prioritiza-
tion or valuation process can still be important. It's not uncommon for technology-only or IT-
centric projects to fall into this category. When a client recently selected a new ETL tool, the deci-
sion metrics included RO, but they were also based on the maturity of the technology, the staff’s
ability to learn the tool, and the vendor’s customer references. Once again, ROI was an important
decision metric, but it was by no means the only one.
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