Return on Investment Standardization for Process Improvement Activities
The purpose of this white paper is to document some standard practices, terms, and concepts for use when calculating and reporting return on investment for process improvement activities in order to allow better comparisons of results across organizations.  Across the industry it is believed that identifying some key areas of comparison will help everyone make better decisions based off of published results of process improvement activities.  This document is a first step in achieving this desire.

In order to achieve standardization, a few key areas were identified that were critical to being able to make valid comparisons of results.  These areas were definitions of critical terms, identification of a formula, and identification of other key comparison areas that need to be published along with the process improvement results.  

1.  Critical Definitions

The following terms were identified as critical definitions to be used when calculating return on investment for process improvement activities:

· Benefits – the savings (converted to dollars) resulting from changes in productivity, quality and cost across the development cycle for the time frame identified.  Cost savings can include cost avoidance.

· Investment – resources (converted to dollars) spent in both non-recurring costs (tool purchases, development of new processes/tools, training and mentoring, consultants and tools) and recurring costs (fees and licenses, maintenance hours, performance hours, ongoing training and mentoring) across the timeframe under consideration
· Breakeven point – the point in time when the investments and benefits realized zero each other out, or are equal. 

2.  Formula Criteria

The formula to be used to calculate return on investment for process improvement should be (investment – benefits) / investment.  This formula is to be calculated based on the following criteria:

· Definitions of investment and benefit as listed above

· Timeframe to be used in calculation defined as time to reach breakeven point times 2 (e.g. if the breakeven point is 6 months, then the reported ROI should be calculated across 12 months)
· The time value of money will not be part of the calculation.

· Benefits will only be calculated through development, and not take into account cost savings anticipated from customer interactions.

3.  Key Comparison Areas

The following areas are to be identified when reporting return on investment results:

· Scope of improvement area

· Project improvement vs. organizational

· Distributed environment vs. co-located environment

· Maturity of starting space: maturity model levels can be used, or experience base

· Industry domain: commercial, defense, IT, product, services, etc.
· General size of investment: a general idea of how much was invested in the improvement activity – hundreds, thousands, or millions of dollars, etc.

· Amount of time across which return on investment is calculated

· Breakeven point
