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Return	on	Investment	is	one	of	the	most	common	indicators	used	for	the	cost-benefit	analysis.	This	is	probably	because	of	its	simplicity	and	understandability	of	the	information	conveyed.	In	Project	Management,	it	is	a	success	measure	suggested	by	the	Project	Management	Institute	(PMI;	source:	PMBOK®,	6th	ed.,	part	1,	ch.	1.2.6.4,	p.	34).
However,	the	basic	ROI	has	some	limitations,	e.g.	if	you	need	to	compare	alternatives	with	different	tenors.	In	this	article,	we	will	introduce	the	fundamental	concept	of	return	on	investment	measurement	as	well	as	a	modification	that	allows	for	a	multi-year	ROI	calculation.	If	you	need	to	calculate	the	ROI	for	your	project	options	or	investment
alternatives,	use	our	free	calculator	in	this	article.	The	return	on	investment	is	an	indicator	of	the	profitability	of	an	investment	or	a	project.	As	the	ROI	is	a	percentage	value,	it	can	be	used	to	compare	different	projects	and	investment	alternatives	with	respect	to	their	profitability.	The	result	is	a	ratio	of	benefits	and	returns	in	relation	to	investment
and	costs.	This	helps	compare	alternatives	with	different	investment	amounts	where	absolute	returns	would	not	be	an	appropriate	measure	for	comparison	purposes.	Returns	may	occur	at	different	points	in	time	for	different	alternatives.	It	does	make	a	difference	whether	you	are	receiving	a	return	at	an	early	or	late	point	in	your	projection.
Therefore,	there	is	a	specific	formula	for	returns	that	are	earned	over	multiple	periods	or	years.	It	helps	you	compare	the	ROIs	of	investment	alternatives	with	a	different	tenor	or	different	cash	flow	characteristics	(source).	In	its	most	simple	form,	the	ROI	is	calculated	by	dividing	the	returns	after	cost	by	the	investment:	This	formula	may	be	applied	to
single-period	projects	and	investments	(e.g.	a	project	delivered	within	one	year,	a	bond	with	a	1-year	maturity).	In	practice,	it	is	also	used	for	multiple	periods	which	however	may	not	be	accurate	as	the	value	of	time	may	not	be	sufficiently	considered.	If	this	aspect	is	not	deemed	material,	investment	and	project	alternatives	can	be	compared	using	a
basic	ROI	as	long	as	it	relates	to	a	small	number	of	periods	and	the	tenors	of	all	alternatives	are	identical.	However,	this	is	not	as	accurate	as	the	multi-period	ROI	that	is	introduced	below.	If	you	are	comparing	project	options	and	investment	alternatives	with	different	tenors,	you	achieve	more	accurate	results	when	you	are	using	the	ROI	formula	for
multiple	years	instead	of	the	basic	ROI	concept.	You	will	then	be	able	to	compare	the	annualized	ROI	of	the	different	alternatives.	The	ROI	for	multiple	periods	distributes	the	return	earned	at	the	end	of	the	investment’s	tenor	across	the	periods.	Thus,	an	investment	with	returns	over	2	years	can	be	compared	with	an	investment	for	4	years,	for
instance.	The	Return	on	Investment	formula	is	as	follows:	where:	ROI	[multiple	periods]	=	cumulative	return	over	all	periods	r	=	return	per	period	[in	%]	(the	equation	needs	to	be	solved	for	r)	t	=	number	of	periods	The	first	component	of	this	formula	is	similar	to	the	future	value	formula	(FV	=	(1+r)^t)	solved	for	r	as	the	periodic	(e.g.	annualized)
return.	Subsequently,	r	(in	%)	is	the	relevant	measure	to	compare	different	alternatives.	In	Excel,	the	multi-period	ROI	can	be	determined	by	using	the	RATE	Function.	It	requires	the	parameters	nper:	the	number	of	periods,pmt:	payments,	this	parameter	can	remain	empty	for	the	purpose	of	this	calculation,present	value:	to	be	populated	with	the
investment	amount	(negative	figure,	representing	an	initial	cash	outflow),	future	value:	the	total	return	(incl.	amortization	of	the	initial	investment)	at	the	end	of	the	time	horizon,type	(of	cash	flow):	select	whether	cash	flows	occur	at	the	end	(the	typical	case)	or	beginning	of	a	period,guess:	an	estimation	of	the	rate,	if	available	(can	be	empty).
Calculating	the	ROI	for	multiple	periods	in	Excel	using	the	RATE	function.	The	result	is	the	annualized	return	in	percent	which	however	is	not	as	accurate	as	the	internal	rate	of	return	method	if	cash	flows	occur	between	the	first	and	last	periods.	This	approach	assumes	that	all	returns	occur	in	the	form	of	a	single	cumulative	inflow	in	the	last	period
of	the	investment’s	tenor.	This	is	appropriate	for	compounded	investments,	e.g.	a	bond	that	accumulates	yields	over	time	which	are	paid	at	maturity.	However,	other	investments	and	types	of	projects	may	produce	returns	before	the	end	of	the	projection.	These	returns	would	have	to	be	accumulated	to	apply	the	above	formula.	This	is	often	done	in	a
rough	way	by	using	the	sum	of	these	returns	as	a	total	return	in	the	last	period.	This	approach	does	not	take	the	value	of	time	into	account	–	note	that	a	return	in	an	earlier	period	is	usually	more	valuable	than	one	in	a	later	period	–	and	is	therefore	not	recommended.	Calculating	and	considering	the	sum	of	the	future	values	of	each	and	every	return	at
the	end	of	the	investment	tenor	is	the	more	accurate	alternative	method.	However,	this	requires	further	assumptions	(i.e.	the	interest	rate)	and	additional	calculation	efforts.	Another	more	accurate	technique	is	the	internal	rate	of	return	(IRR)	method.	All	kinds	of	returns	in	the	form	of	yields,	benefits	and	inflows	are	basically	taken	into	account	when
calculating	the	ROI.	For	financial	investments,		this	may	include	for	instance:	interests,	dividend	payments,	capital	gains,	other	positive	financial	inflows	or	gains.	The	definition	of	returns	in	project	management	is	not	that	straightforward	though.	The	benefits	of	projects	are	often	more	complex	than	those	of	plain-vanilla	financial	instruments.		They
may	consist	of	both	qualitative	and	monetary	benefits	–	examples	are:	increased	or	newly	produced	earnings	or	revenue,	cash	inflows,cost	savings	due	to	efficiency	gains	implemented	by	a	project,	appreciations	of	assets,qualitative	benefits	converted	into	monetary	equivalents.	If	you	are	performing	a	cost-benefit	analysis	in	the	context	of	a	project,
you	will	want	to	be	transparent	(and	seek	stakeholders’	approval,	if	necessary)	on	the	scope	of	benefits	considered	for	your	ROI	assessment.	You	might	also	check	existing	requirements	for	profitability	analyses	and	business	case	evaluations	within	the	organization	you	are	working	for.	The	same	recommendation	holds	true	for	the	question	of	whether
taxes	are	to	be	taken	into	account.	While	some	organizations	and	investors	prefer	including	tax	effects	into	an	ROI	calculation,	others	may	separate	those	aspects	to	reduce	complexity	or	allow	for	a	more	holistic	assessment	of	tax	effects.	Whichever	scope	of	returns	you	are	defining	and	using,	make	sure	you	are	applying	these	criteria	to	all	options
you	are	comparing.	This	is	to	ensure	a	level	playing	field	among	the	alternatives	and	ensure	the	comparability	of	your	results.	Similar	to	the	considerations	for	the	scope	of	returns,	you	will	have	to	define	the	investment	and	cost	that	you	include	in	your	evaluation.	For	financial	investments,	you	are	probably	able	to	determine	the	costs	of	incurring	and
managing	an	investment,	besides	the	initial	investment	amount.	In	projects,	there	is	usually	a	distinction	in	different	types	of	costs.	Most	fundamental	is	the	decision	on	how	direct	and	indirect	costs	are	treated.	Certain	costs	may	be	part	of	the	investment	–	e.g.	cost	of	resources	used	in	a	project	–	while	other	types	such	as	operating	cost	of	an	asset
might	not	be	defined	as	part	of	the	investment.	While	this	does	not	necessarily	change	the	return	amount	which	is	a	net	return	anyway,	it	will	affect	the	denominator.	The	more	cost	types	you	include	in	your	total	investment	amount,	the	lower	the	ROI	value.	When	you	compare	different	alternatives,	you	should	therefore	allocate	cost	types	in	a
consistent	manner	and	be	aware	of	the	effects	it	may	have	depending	on	the	characteristics	of	the	alternatives.	Fill	in	the	expected	returns	and	the	calculated	investment.	For	the	assumptions	and	components	that	need	to	be	considered,	refer	to	the	previous	section.	The	calculator	will	determine	the	basic	ROI	which	can	be	used	for	single-period
tenors	or	investment	alternatives	with	an	identical	timeline.	In	this	example,	a	company	is	comparing	3	investment	alternatives	with	different	characteristics	and	returns.	All	three	alternatives	require	an	initial	investment	in	year	0	(negative	cash	flow)	and	come	with	a	single	payment	at	maturity	that	consists	of	the	repayment	and	the	return.	The
expected	investments	and	repayments	are	as	follows:	Investment	and	Return	Projection	now	Year	1	Year	2	Year	3	Alternative	1	-10000	13000	Alternative	2	-12000	11000	Alternative	3	-15000	17000	A	calculation	of	the	basic	Return	on	Investment	and	the	multi-year	ROI	leads	to	the	following	results:	Calculation	&	Results	Alternative	1	Alternative	2
Alternative	3	Investment	-10000	-12000	-15000	Net	returns	3000	-1000	2000	Basic	ROI	ROI	=	3000	/	10000	=	30.00%	ROI	=	-1000	/	12000	=	-8.33%	ROI	=	2000	/	15000	=	13.33%	Annualized	return	r	r	=	9.14%	r	=	-2.86%	r	=	13.33%	(identical	to	basic	ROI	as	tenor	=	1	year)	Calculation	of	annualized	return	ROI(3y)	=	(1	+	9.14%)	^	3		–	1)	=	30.00%
ROI(3y)	=	(1	+	-2.86%)	^	3		–	1)	=	-8.33%	ROI(1y)	=	(1	+	13.33%)	^	1		–	1)	=	13.33%	The	alternatives	1	and	2	are	both	repaid	in	period	3.	Thus,	the	basic	ROI	would	be	sufficient	to	compare	these	two	alternatives.	Alternative	1	with	a	total	return	of	30%	is	more	beneficial	(without	prejudice	to	other	decision	criteria)	than	alternative	2	that	produces	a
negative	return	(i.e.	a	loss)	of	8.33%.	If	alternative	3	is	included	in	the	comparison,	the	multiple-period	ROI	needs	to	be	used	to	consider	the	different	tenors.	Using	the	annualized	return	as	the	only	criterion,	alternative	3	would	be	the	most	profitable	investment	(with	13.33%	annualized	return	compared	to	9.14%	and	-2.86%	for	alternatives	1	and	2,
respectively).	In	this	example,	three	project	options	are	compared	with	each	other.	These	numbers	have	been	used	for	other	investment	evaluation	approaches	as	well	–	refer	to	our	cost-benefit	analysis	overview	to	learn	more	details	as	well	as	the	results	of	other	methods.	The	cash	flow	projections	and	classification	of	investment	and	operational	cost
is	as	follows:	Option	1	Now	Year	1	Year	2	Year	3	Year	4	Year	5	Year	6	Investment	and	Cost	(outflows)	-5000	-5000	-1000	-500	-500	-1000	-1000	of	which:	investment	-5000	-4000	of	which:	cost	0	-1000	-1000	-500	-500	-1000	-1000	Benefits	and	Earnings	(inflows)	0	0	3000	5000	5000	4000	4000	Net	Cash	Flow	-5000	-5000	2000	4500	4500	3000	3000
Option	2	Now	Year	1	Year	2	Year	3	Year	4	Year	5	Year	6	Investment	and	Cost	(outflows)	-15000	-1000	-1000	-1000	-500	-500	-1000	of	which:	investment	-15000	of	which:	cost	0	-1000	-1000	-1000	-500	-500	-1000	Benefits	and	Earnings	(inflows)	0	2500	5000	5000	5000	5000	5000	Net	Cash	Flow	-15000	1500	4000	4000	4500	4500	4000	Option	3	Now
Year	1	Year	2	Year	3	Year	4	Year	5	Year	6	Investment	and	Cost	(outflows)	-3000	-3000	-2500	-1000	-500	-500	-500	of	which:	investment	-3000	-2500	-2000	-500	of	which:	cost	0	-500	-500	-500	-500	-500	-500	Benefits	and	Earnings	(inflows)	0	0	3000	4000	4000	3000	3000	Net	Cash	Flow	-3000	-3000	500	3000	3500	2500	2500	The	ROI	calculation	and
the	resulting	ROIs	for	these	examples	are	summarized	in	the	following	table:	Calculation	and	Results	Option	1	Option	2	Option	3	Total	Investment	-9000	-15000	-8000	Total	net	returns	7000	7500	6000	Basic	ROI	ROI	=	7000	/	9000	=	77.78%	ROI	=	7500	/	15000	=	50.00%	ROI	=	6000	/	8000	=	75.00%	Annualized	return	ROI	(r)	r	=	10.06%	r	=	6.99%	r
=	9.78%	Calculation	of	annualized	ROI	(1	+	r)	^	6		–	1	=	77.78%	(1	+	r)	^	6		–	1	=	50.00%	(1	+	r)	^	6		–	1	=	75.00%	Check	ROI(6y)	=	(1	+	10.06%)	^	6		–	1)	=	77.78%	ROI(6y)	=	(1	+	6.99%)	^	6		–	1)	=	50.00%	ROI(6y)	=	(1	+	9.78%)	^	6		–	1)	=	75.00%	Comparing	the	ROIs	of	the	3	project	options	reveals	a	minor	advantage	of	option	1	over	option	3
while	option	2	looks	much	less	appealing.	As	the	projections	of	all	options	have	a	time	horizon	of	6	years,	a	ranking	based	on	the	annualized	return	would	lead	to	the	same	result	(unless	returns	were	compounded).	Considering	the	characteristics	of	the	3	cash	flow	projections,	the	use	of	the	ROI	methods	for	this	example	is	not	ideal.	Inflows	and
outflows	differ	significantly	among	the	options	and	periods.	Thus,	an	assessment	based	on	a	more	accurate	method	(see	“alternative	methods”	section	below)	is	more	appropriate.	While	the	return	on	investment	is	a	popular	and	widespread	measure,	it	comes	with	a	number	of	pros	and	cons	described	below.	As	important	as	the	fundamental
advantages	and	disadvantages	of	this	technique	is	the	way	the	ROI	is	used	in	your	analysis.	MIT	Sloan	Review	points	out	that	the	“biggest	challenge	with	ROI	isn’t	a	technical	deficiency	but	confusion	over	how	it	is	used“	(source).	Ideal	for	investments	with	a	single	return,common	easy	to	understand	success	measure,makes	options	with	different
investment	amounts	comparable,the	modified	formula	can	be	used	for	multi-year	returns.	ROI	calculation	may	require	several	assumptions	and	definitions,	e.g.	scope	of	returns,	cost,	and	investment,these	assumptions	may	have	a	strong	impact	on	the	results,inaccurate	results	if	returns	occur	at	different	periods,basic	approach	not	suitable	for	multi-
year	investments	and	endeavors,qualitative	returns	need	to	be	converted	into	monetary	values	(which	requires	further	assumptions).	For	use	in	project	management,	there	are	various	alternatives	to	an	ROI.	These	include	payback	period,	benefit-cost	ratio,	net	present	value	and	internal	rate	of	return.	Each	of	these	success	measures	comes	with	its
respective	advantages	and	disadvantages.	Read	our	overview	of	cost-benefit	analysis	methods	to	get	a	full	comparison	of	these	approaches:	Cost-Benefit	Analysis	for	Business	Cases	(Definition,	Steps,	Example)	Return	on	Investment	is	a	common	indicator	to	measure	the	profitability	of	investments	and	projects,	While	it	can	help	achieve	comparability
of	different	alternatives,	it	requires	some	assumptions	that	may	impact	the	results	significantly.	Being	transparent	and	applying	them	in	a	consistent	manner	is	key	to	ensure	the	comparability	of	the	results	across	different	options.	If	you	are	working	on	a	cost-benefit	analysis,	you	should	try	not	to	rely	on	the	results	of	only	one	success	measure.	Read
more	about	the	various	methods	to	evaluate	different	project	options	and	use	a	set	of	measures	that	fits	best	for	your	assessment.	Project	ROI	is	a	metric	for	forecasting	financial	returns	on	a	given	project.	Proper	calculations	allow	you	to	determine	which	projects	to	invest	in.	It	doesn’t	account	for	non-financial	returns.	Don’t	we	all	want	to
understand	how	to	deploy	our	project	resources	to	give	the	best	return?	Do	you	want	to	track	and	evidence	your	project	investment	decisions?	If	you’re	answering	yes	to	these	questions,	understanding	project	return	on	investment	(ROI)	could	be	important	for	you.	Let’s	investigate	further.	In	its	purest	form,	project	return	on	investment	(ROI)	is	a
commonly	used	business	metric	to	help	us	understand	a	project’s	financial	return	that	can	be	expected	based	on	our	investment.	You	may	hear	it	called	the	project	profit	ratio,	and	it	is	typically	quoted	as	a	percentage.		Mathematically,	it	is	expressed	as:		A	negative	project	ROI	indicates	a	financial	loss,	and	a	positive	project	ROI	a	financial	gain.
Importantly,	project	ROI	is	independent	of	time,	so	care	needs	to	be	taken	when	reviewing	and	comparing	project	ROI	data	and	the	underpinning	assumptions.	Two	projects	both	with	20%	ROI	are	potentially	very	different	business	decisions	when	taking	into	consideration	a	1	or	5-year	project	completion	time.		In	a	classic	Six	Sigma	project	that
follows	a	DMAIC	approach,	we	would	expect	to	see	project	ROI	calculations	generated	in	the	Define	phase	or	earlier	as	part	of	the	project	charter.	When	generating	a	project	ROI	calculation,	the	project	team	needs	a	clear	and	complete	understanding	of	all	associated	costs	and	projected	financial	gain	(or	loss).	To	help	with	this,	it’s	useful	to
understand	and	explore	the	meaning	of	tangible	benefits	and	intangible	benefits.	So,	we’ve	discussed	how	to	calculate	it,	but	what	makes	for	a	good	ROI?	Typically	positive	values	of	5	to	10%	can	be	seen	as	excellent	ROIs,	depending	on	the	timeframe	of	the	project.	Further,	a	stated	value	of	20%	would	be	seen	as	an	excellent	ROI.	By	using	project
ROI,	we	have	a	developed	and	recognized	metric	that	helps	build	the	business	case	to	invest	or	proceed.	There	may	be	multiple	project	opportunities	to	develop	products,	processes,	or	services,	and	clear	project	ROIs	help	us	develop	an	investment	strategy.	Project	ROI	calculations	and	forecasts	are	useful	tools	for	evidencing	the	project’s	financial
health	during	delivery	and	keeping	stakeholders	informed.	It’s	rare	to	be	allocated	infinite	resources,	so	we	can	be	both	tactical	and	strategic	with	resource	deployment	if	we	have	well-developed	and	realistic	project	ROIs.	There	are	many	reasons	we	might	invest	resources	in	a	project,	and	using	ROI	can	be	a	helpful	project	selection	tool.	Let’s
explore	some	benefits	and	drawbacks	of	ROI.	The	mathematical	formula	for	calculation	is	not	too	challenging	but	relies	heavily	on	you	doing	your	due	diligence	in	capturing	all	costs	and	a	realistic	assessment	of	the	project’s	financial	gain	(or	loss).	Whether	it’s	a	chemical	industry	capital	project	or	a	marketing	team	business	project,	ROI	calculations
and	forecasts	are	typically	used	as	part	of	a	project’s	financial	audit	and	governance.	Be	careful	to	consider	project	impacts	that	may	not	be	included	in	a	standard	ROI	calculation	as	they	have	no	directly	attributable	project	cost	or	financial	gain.	These	can	typically	be	socio-environmental	impacts,	those	intangible	benefits	that	may	be	a	consequence
of	your	project	delivery.	A	global	chemical	company	wanted	to	expand	its	lubricant	testing	portfolio	to	take	advantage	of	its	development	in	ultra-low-viscosity	driveline	fluids.	A	project	was	initiated	to	investigate	the	potential	for	investment	in	a	new	driveline	test	rig.	Due	to	the	size	of	the	investment,	a	formal	project	ROI	was	requested.		The	project
team	analyzed	all	associated	project	costs,	including	lost	revenue	from	service	disruption	during	the	build	and	installation	of	the	new	test	rig,	hiring	and	training	costs	for	operators,	and	commissioning	and	calibration	costs.	Business	gains	were	assessed	with	the	number	of	new	customers	and	volumes	of	tests	that	could	be	completed	per	annum	with
assumed	run	rates	and	test	charge	rates.		The	ROI	period	was	set	at	five	years	and	included	asset	depreciation	calculations.	The	project	was	forecast	at	a	positive	ROI	at	3	years	and	15%	@	5	years,	which	secured	the	investment	from	the	executive	board,	and	the	test	rig	project	was	authorized.	When	calculating	and	presenting	project	ROI	values,	we
should	be	thorough	and	transparent.	Let’s	explore	three	best	practices	to	consider.	When	we	calculate	and	quote	a	project	ROI,	this	is	typically	for	the	project	duration.	This	could	be	three	years,	five	years,	or	maybe	a	shorter	duration,	but	it	always	needs	to	be	clearly	defined.	For	accurate	project	ROI	calculations,	we	must	capture	all	of	the	project
costs.	It	sounds	simple	and	obvious,	but	often,	things	are	missed.	Personnel	costs	are	a	classic	example	—	it’s	much	more	than	the	hourly	rate!	Projects	often	deliver	much	more	than	just	financial	returns,	and	we	must	clarify	and	capture	these.	Maybe	there	is	improved	employee	satisfaction,	leading	to	reduced	absenteeism	that	does	not	have	a	direct
dollar	value	assignable	—	remember	those	intangible	benefits.	Looking	for	other	useful	tools	when	considering	your	projects?	Going	into	any	project	needs	a	plan,	which	is	where	3-6-12-24	truly	shines.	This	comprehensive	plan	allows	for	short	and	long-term	goals	alike	to	be	clarified	and	opens	up	lines	of	communication	with	your	team.	Further,
understanding	the	roles	stakeholders	play	in	your	project	is	paramount.	These	are	crucial	figures	in	any	project,	and	meeting	their	guidelines	can	help	guarantee	a	project’s	success.	Initially,	the	thought	of	generating	project	ROI	calculations	and	forecasts	may	be	daunting.	However,	good	financial	discipline	and	a	methodical	approach	to	cost	and
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acknowledge	that	you	have	read	and	understood	our	Cookie	Policy	&	Privacy	Policy	16	min	read	ROI	helps	you	decide	if	a	project	is	worth	your	time,	money,	and	effort.	This	guide	breaks	down	how	to	calculate	it,	avoid	common	mistakes,	and	use	it	to	make	smarter	financial	decisions.	When	kicking	off	a	new	project,	an	important	question	you	might
ask	is,	"Is	this	investment	worth	the	time,	money,	and	effort	that	will	go	behind	it?"	Calculating	the	Return	on	Investment	(ROI)	answers	that	critical	question	and	paves	the	way	for	a	clearer	financial	journey	for	your	project.	ROI	is	a	common	business	term	for	a	good	reason.	Viewed	through	a	financial	lens,	it	serves	as	a	crucial	metric	to	determine
whether	your	project	is	worth	pursuing.	Whether	you're	a	startup	founder,	project	manager,	or	marketer,	ROI	analysis	empowers	you	to	make	well-informed	decisions.	It	provides	a	clear	and	simple	perspective	on	your	project's	potential	or	actual	profitability.	This	guide	is	all	about	calculating	ROI	for	different	projects,	like	fixed	price,	time	&
materials,	and	recurring	revenue.	You'll	learn	how	to	figure	out	ROI,	and	use	it	to	make	your	projects	more	profitable.	Understanding	ROI	Basics	Return	on	Investment,	or	ROI,	is	your	financial	compass—it	tells	you	whether	the	money	you're	putting	into	a	project	is	turning	into	profit.	In	simple	terms,	ROI	measures	the	efficiency	and	profitability	of	an
investment.	It	answers	a	straightforward	question:	for	every	dollar	invested,	how	much	money	are	you	getting	back?	Broadly	speaking,	there	are	two	types	of	ROI	you'll	encounter:	Anticipated	ROI:	This	is	calculated	before	your	project	starts.	It's	based	on	your	projections	of	costs	and	revenue,	and	it	helps	you	decide	whether	the	project	is	worth
pursuing.	Actual	ROI:	This	is	calculated	after	your	project	ends.	It	uses	real	numbers	to	show	you	how	much	profit	the	project	actually	generated.	Both	types	are	crucial.	Anticipated	ROI	helps	in	making	the	decision	to	start	a	project,	while	actual	ROI	provides	a	clear	picture	of	the	project's	financial	success.	Now,	you	might	wonder:	if	your	project
seems	sound	in	all	technical	aspects,	should	you	really	bother	getting	into	ROI	calculations?	Well,	yes.	Understanding	ROI	is	critical	because:	It	helps	you	make	informed	decisions	about	which	projects	to	pursue.	It	allows	you	to	assess	the	financial	health	of	ongoing	and	completed	projects.	It	enables	you	to	justify	project	expenditures	to	stakeholders.
ROI	isn't	a	mere	number—it's	a	projection	(no	pun	intended)	of	your	project's	success	and	a	guide	for	future	investments.	Whether	you're	deciding	to	launch	a	new	project	or	evaluating	the	performance	of	an	ongoing	one,	a	clear	understanding	of	ROI	provides	a	pathway	to	more	strategic	and	profitable	decisions.	Step-by-Step	Guide	to	Calculating	ROI
With	the	basic	concept	crystal	clear,	let’s	look	at	how	to	calculate	return	on	investment	for	different	types	of	projects.	There	are	three	key	steps	involved	in	evaluating	a	project’s	ROI:	1.	Initial	Setup	and	Data	Collection	Start	by	listing	all	the	costs	involved	in	your	project.	This	includes	everything	from	direct	costs	like	materials	and	labor	to	indirect
costs	such	as	administrative	and	ad	spending.	Being	thorough	in	this	step	sets	the	stage	for	an	accurate	ROI	calculation.	Next,	estimate	the	financial	value	your	project	will	generate.	This	could	be	direct	income	from	sales	or	less	tangible	benefits	like	cost	savings	from	increased	efficiency.	Your	revenue	vs	income	estimates	should	be	based	on
realistic,	well-researched	assumptions	to	ensure	your	anticipated	ROI	is	grounded	in	reality.	2.	Calculating	Net	Profit	Net	profit	is	what	you	have	left	after	subtracting	the	total	expenditure	from	your	expected	revenues.	So:	Calculate	your	total	expenses.	Estimate	your	total	expected	revenues.	Subtract	the	total	expenses	from	your	expected	revenues
to	determine	your	net	profit.	For	example,	if	you	expect	to	generate	$10,000	in	revenue	from	a	project	that	costs	$7,000	to	execute,	your	net	profit	would	be:	Net	Profit	=	Total	Revenue−Total	Expenses	=	$10,000−$7,000	=	$3,000	Next,	put	this	into	the	ROI	formula.	3.	Applying	the	ROI	Formula	Once	you	have	your	net	profit,	apply	the	ROI	formula:
ROI	=	(Net	Profit/Cost	of	Investment)×100	Using	the	example	above,	ROI	=	($3000/$7000)×100	=	42.86%	This	gives	you	the	basic	ROI	calculation.	However,	the	method	we	use	can	change	based	on	the	nature	of	the	project	at	hand.	Let’s	explore	how	to	tailor	your	ROI	calculation	for	various	project	types:	Fixed	Price,	Time	&	Materials	(T&M),	and
Recurring	Revenue.	Fixed	Price	Projects	In	fixed	price	projects,	the	budget	and	revenue	are	agreed	upon	before	the	project	begins,	making	financial	calculations	more	straightforward.	ROI	=	(Fixed	Project	Cost/Net	Profit)×100	So,	suppose	you	have	a	marketing	campaign	where	the	client	pays	$20,000,	and	the	agreed	campaign	costs	are	$15,000.
Then,	Net	Profit	=	$20,000−$15,000	=	$5,000	ROI	=	($5,000/$15,000)×100	=	33.33%	Time	&	Materials	Projects	These	projects	bill	clients	based	on	the	actual	time	spent	and	materials	(T&M)	used.	This	model	requires	meticulous	tracking	of	all	expenses	and	hours	worked.	Calculating	ROI	for	these	projects	can	be	a	tad	trickier	as	revenue	and	costs
vary.	Here’s	how	to	do	it:	Track	billable	hours	accurately	and	ensure	to	account	for	all	labor	costs.	Keep	a	record	of	the	resources	you	used	for	the	project	and	their	costs.	Estimate	the	net	profit	as	the	total	billable	hours	minus	labor	costs	and	materials.	Calculate	the	project’s	ROI	using	the	formula	above.	So,	say	you	have	a	project	where	billable
hours	and	materials	amount	to	$30,000	in	revenue,	with	labor	and	materials	costing	$22,000.	Then,	Net	Profit	=	$30,000−$22,000	=	$8,000	ROI	=	($8,000/$22,000)x100	=	36.36%	Recurring	Revenue	Projects	Common	in	services	and	subscriptions,	these	projects	generate	revenue	over	a	period	of	time,	requiring	an	ongoing	assessment	of
profitability.	Here,	ROI	is	typically	assessed	per	period	(monthly,	quarterly),	and	might	also	consider	the	customer	lifetime	value	for	longer-term	assessments:	ROI	=	(Periodic	Net	Profit/Periodic	Costs)x100	For	instance,	a	software-as-a-service	(SaaS)	product	generates	$10,000	in	monthly	revenue	from	its	users	and	incurs	$6,000	in	ongoing	costs
(servers,	hosting,	customer	service,	etc.).	Then,	Net	Profit	=	$10,000−$6000	=	$4,000	Monthly	ROI	=	($4,000/$6,000)x100	=	66.67%	By	customizing	the	ROI	formula	to	fit	the	project	type,	you	ensure	that	your	profitability	calculations	are	accurate	and	reflective	of	your	actual	business	operations.	These	examples	illustrate	how	ROI	calculations	must
adapt	to	different	project	dynamics,	so	you	have	a	reliable	metric	to	gauge	the	financial	success	of	your	projects.	Monitoring	and	Adjusting	ROI	Okay,	back	to	some	theory	in	this	section.	As	your	project	kicks	off,	it's	really	important	to	keep	a	friendly	eye	on	your	costs	and	revenues.	By	watching	these	numbers,	you'll	get	a	clearer	picture	of	how	they
match	up	with	your	original	estimates.	This	ongoing	check-in	helps	you	spot	trends	and	make	timely	tweaks,	keeping	your	project	on	the	right	path	to	reach	those	financial	goals	you've	set.	Feel	free	to	tweak	your	forecasts	if	you	spot	any	differences	between	your	projected	and	actual	figures.	This	could	involve	updating	your	revenue	expectations	in
light	of	new	market	conditions	or	exploring	ways	to	cut	costs	while	still	maintaining	quality.	Using	a	tool	like	Flowlu	makes	this	process	easier	by	automatically	tracking	project	expenses,	revenues,	and	ROI	in	real	time,	so	you	can	make	adjustments	based	on	actual	data	instead	of	guesswork.	By	regularly	updating	your	ROI	projections,	you	can	better
manage	stakeholder	expectations	and	ensure	your	project	stays	financially	healthy.	Interim	ROI	calculations	can	also	provide	critical	insights	into	project	performance	before	it's	completed.	These	early	insights	allow	you	to	pivot	or	change	strategies	if	the	project	isn't	meeting	financial	goals.	For	example,	if	an	ROI	calculation	halfway	through	the
project	shows	a	lower-than-expected	return,	you	can	investigate	causes	and	implement	changes	to	improve	profitability.	Suppose	after	the	first	quarter,	your	project's	actual	revenues	are	only	$7,000	compared	to	an	anticipated	$10,000,	while	costs	are	as	expected.	You	might	need	to	boost	marketing	efforts	or	reevaluate	the	project	scope	to	ensure
the	final	ROI	meets	your	targets.	Post-Project	ROI	Analysis	Once	your	project	wraps	up,	it's	time	to	calculate	the	actual	ROI.	This	involves	using	the	real	revenue	and	cost	figures	accrued	during	the	project.	Actual	ROI	provides	a	definitive	measure	of	how	financially	successful	your	project	was	compared	to	your	initial	predictions.	Just	like	with
anticipated	ROI,	apply	the	same	formula:	Actual	ROI	=	(Actual	Cost	of	Investment/Actual	Net	Profit)×100	Comparing	anticipated	vs.	actual	ROI	is	vital.	It	helps	you	understand	where	your	projections	were	accurate	and	where	they	may	have	fallen	short.	Analyzing	these	differences	can	provide	two	valuable	lessons:	If	the	actual	ROI	is	lower	than
anticipated,	investigate	areas	where	costs	may	have	overrun	or	revenue	fell	short.	If	the	actual	ROI	is	higher,	determine	which	efficiencies	or	market	advantages	contributed	to	this	success.	Take	the	insights	from	your	ROI	analysis	to	fine-tune	your	approach	for	future	projects.	By	grasping	what	went	well	and	what	could	be	improved,	you’ll	be	able	to
create	even	better	financial	models	and	make	more	thoughtful	decisions	in	your	upcoming	ventures.	And	remember,	it’s	really	helpful	to	compile	your	findings	into	a	report	and	share	it	with	your	stakeholders.	This	report	should	highlight	the	project's	financials,	showcase	how	effective	the	investment	was,	and	offer	recommendations	for	future
projects	based	on	the	valuable	ROI	results.	Challenges	and	Best	Practices	in	ROI	Calculation	Calculating	ROI	seems	straightforward,	but	there	are	common	challenges	that	can	skew	your	results:	Overestimating	Revenue:	Optimism	is	great,	but	realistic,	data-backed	forecasts	are	better.	Overestimation	can	lead	to	disappointing	ROI	figures	and
misguided	expectations.	Underestimating	Costs:	Projects	often	run	over	budget.	Always	include	a	buffer	for	unexpected	costs	to	avoid	unpleasant	surprises.	Ignoring	External	Factors:	Economic	shifts,	market	trends,	and	competitive	actions	can	all	impact	your	project's	financials.	Stay	agile	and	ready	to	adapt	your	strategies	in	response	to	these
changes.	Moreover,	to	ensure	your	ROI	calculations	are	as	reliable	as	possible,	put	the	following	tips	into	practice:	Keep	detailed	records	of	all	financial	transactions	related	to	the	project.	Thorough	documentation	helps	with	accurate	calculations	and	simplifies	audits.	Conduct	financial	reviews	at	set	intervals	throughout	the	project	to	catch
deviations	early	and	adjust	plans	accordingly.	Stick	to	industry-standard	formulas	for	ROI	to	maintain	consistency	and	comparability	across	projects.	Involve	key	stakeholders	in	the	ROI	planning	and	review	process.	Their	insights	can	provide	additional	context	and	help	refine	your	projections.	Modern	project	management	and	financial	analysis	tools
like	Flowlu	automates	data	tracking	and	calculations,	reducing	errors	and	saving	time.	You	get	clear	dashboards	that	present	data	visually,	making	it	easier	to	interpret	and	share	insights.	So,	this	is	how	things	would	look	if	you	apply	these	best	practices:	say	you’re	heading	a	project	team,	use	a	standardized	ROI	formula,	and	conduct	monthly
financial	reviews.	You	adjust	your	new	website	launch	project	plan	after	realizing	that	one	of	your	key	resources—the	content	management	system	(CMS)	your	website	would	be	running	on—was	more	expensive	than	planned.	By	conducting	a	thorough	CMS	comparison,	you	switch	to	the	right	CMS	platform	and	manage	to	save	15%	on	projected	costs,
positively	impacting	your	final	ROI.	Considerations	for	Complex	Projects	Not	all	projects	are	created	equal,	and	some	involve	complexities	that	standard	ROI	calculations	may	not	fully	capture.	For	complex	projects,	consider	these	advanced	considerations:	Risk-adjusted	ROI:	Factor	in	the	probability	of	various	outcomes	to	adjust	the	ROI	calculation
for	risk.	This	approach	requires	a	more	nuanced	view	of	potential	returns,	considering	the	uncertainties	involved.	Long-term	ROI:	Some	projects,	especially	in	sectors	like	construction	or	technology,	have	long-term	benefits	that	aren't	always	immediately	apparent.	Extend	your	ROI	analysis	over	a	longer	period	to	capture	these	extended	benefits.
Intangible	benefits:	Projects	may	have	intangible	benefits,	such	as	better	brand	awareness,	that	are	difficult	to	quantify	but	have	real	value.	Develop	methods	to	assign	monetary	or	numerical	values	to	these	intangibles	for	a	more	comprehensive	ROI.	Also,	ROI	analysis	shouldn't	exist	in	a	vacuum.	Integrate	it	with	broader	business	intelligence	(BI)
systems,	such	as	advanced	data	analytics	platforms,	to	gain	deeper	insights	and	more	accurately	predict	ROI	under	complex	scenarios.	Implement	dashboards	that	visualize	ROI	alongside	other	key	performance	indicators	(KPIs).	This	holistic	view	helps	align	project	outcomes	with	business	objectives.	Closing	Thoughts	Ultimately,	you	can	use	ROI	not
just	as	a	measure	of	past	performance	but	as	a	strategic	tool	for	future	planning.	Analyze	the	ROI	of	various	projects	and	create	feedback	loops	to	determine	which	types	should	receive	more	investment.	This	strategic	approach	means	you	allocate	resources	more	effectively	with	every	new	project,	enhancing	your	overall	business	performance	in	a
continuous	improvement	cycle.	See	the	most	answers	to	the	most	frequently	asked	questions.	You	can	find	even	more	information	in	the	knowledge	base.	Knowledge	base	Why	does	ROI	matter	for	projects?	ROI	(Return	on	Investment)	helps	you	figure	out	if	a	project	is	worth	the	time,	effort,	and	money.	It	shows	if	you're	likely	to	make	a	profit	or	just
break	even.	It	also	helps	you	keep	an	eye	on	project	costs	and	explain	spending	to	others.	How	do	you	calculate	ROI?	It’s	a	simple	formula:	ROI	=	(Net	Profit	/	Cost	of	Investment)	×	100	The	tricky	part	is	making	sure	you	count	all	costs	and	expected	income	correctly.	The	approach	depends	on	the	type	of	project:	Fixed	Price	–	Costs	and	income	are
agreed	on	upfront.	Time	&	Materials	–	You	charge	based	on	work	done	and	materials	used,	so	costs	and	income	change	as	you	go.	Recurring	Revenue	–	Think	of	subscription-based	businesses	where	profits	build	up	over	time.	What	can	mess	up	ROI	calculations?	Common	mistakes	include	guessing	income	too	optimistically,	forgetting	about	hidden
costs,	and	ignoring	things	like	market	changes	or	competition.	The	best	way	to	stay	on	track	is	to	keep	good	records,	check	numbers	regularly,	and	adjust	your	estimates	as	needed.	Return	on	Investment,	ROI,	is	the	money	an	investor	in	a	business	earns	for	the	injection	of	financial	capital.	Any	return	is	from	the	net	profit	the	business	makes	and	is	a
mark	of	the	efficiency	of	investing	capital	in	the	venture.	How	to	calculate	ROI	The	easiest	way	to	calculate	ROI	is	to	express	it	as	a	percentage,	gain	or	loss,	of	the	initial	capital	sum.	To	figure	the	ROI	the	investor	will	subtract	the	"cost	of	the	investment"	from	the	"total	gain	on	the	investment"	and	divide	that	by	the	"cost	of	investment."	For	example
if	an	investor	puts	$5,000	into	a	clothing	store	and	at	the	end	of	the	year	they	receive	$6,000	in	return,	the	ROI	will	come	out	as:	($6,000	–	$5,000)	/	$5,000	The	uses	of	return	on	investment	ROI,	once	calculated,	has	many	uses—to	the	investor	and	to	the	store	owner.	For	the	investor,	it	will	tell	them	the	potential	return	when	looking	at	places	to	put
their	money.	By	comparing	the	ROI	of	a	clothing	store	with	that,	say,	of	a	shoe	retailer,	they'll	see	where	their	money	will	earn	more.	A	store	may	use	ROI	going	to	the	market	looking	for	investors.	By	showing	that	an	investor	may	get	20%	over	the	term	of	the	money	being	in	the	store,	the	storeowner	is	making	the	business	an	attractive	one	in	which
to	invest.	The	opposite	is	also	true.	If	the	ROI	is	very	low	or,	in	some	cases,	even	zero	or	negative,	the	store	will	not	look	very	attractive	to	an	investor.	In	those	instances,	the	owner	may	need	to	look	at	the	workings	of	the	store.	While	not	the	same	as	profit,	ROI	is	a	clear	indicator	of	how	the	store	is	performing	over	time.	ROI	is	not	as	simple	as	it	may
appear	A	simple	reading	of	ROI	may	be	misleading.	Time	is	also	a	factor	and	is	important	when	considering	investing	in	a	business.	ROI	of	30%	from	one	store	may	look	better	than	one	of	20%	from	another.	But,	for	example,	the	30%	may	be	over	three	years	as	opposed	to	the	20%	from	just	one.	Thus,	the	one	year	investment	with	a	20%	ROI	is	the
better	option.	Still,	the	one	year	investment	may	carry	more	risk	than	the	three-year	one,	and	the	investor	may	prefer	to	invest	for	the	longer	term.	ROI	(return	on	investment)	is	a	measure	of	the	profitability	of	an	investment.	An	example	of	ROI	would	be	if	you	invested	$1,000	in	a	business	venture	and	after	one	year,	you	received	$1,200	in	profits,
your	ROI	would	be	20%.	($1,200	-	$1,000	=	$200/$1,000	=	20%)	ROI	stands	for	Return	on	Investment	and	is	a	measure	of	how	much	money	is	earned	relative	to	the	amount	of	money	spent	on	an	investment.	It	is	usually	expressed	as	a	percentage	and	calculated	by	dividing	the	net	profit	from	an	investment	by	the	cost	of	the	investment.	Return	on
investment	(ROI)	is	a	measure	of	how	much	money	an	investor	has	earned	or	lost	on	an	investment	relative	to	the	amount	of	money	that	was	initially	invested.	It	is	a	key	performance	indicator	used	to	measure	the	efficiency	and	profitability	of	an	investment.	It	is	important	because	it	allows	investors	to	determine	the	profitability	of	their	investments,
compare	different	investments,	and	make	informed	decisions	about	where	to	allocate	their	capital.	ROI	is	also	used	to	evaluate	the	efficiency	of	a	company's	use	of	resources,	such	as	labor	and	materials.	Return	on	investment	(ROI)	is	a	measure	of	the	profit	earned	from	an	investment	relative	to	the	amount	of	money	invested.	It	is	generally	expressed
as	a	percentage	and	is	typically	used	to	compare	different	investments	or	to	compare	the	efficiency	of	an	investment	over	time.	Understanding	how	to	calculate	the	potential	return	on	investment	(ROI)	of	a	project	is	an	essential	financial	skill	for	all	professionals	to	develop.	If	you’re	an	employee,	knowing	how	to	calculate	ROI	can	help	you	make	the
case	for	a	project	you’re	interested	in	pursuing	and	have	taken	the	lead	on	proposing.	If	you’re	a	manager,	understanding	ROI	can	give	you	greater	insight	into	your	team's	performance.	If	you’re	an	executive,	working	knowledge	of	ROI	can	make	it	easier	for	you	to	identify	which	projects	should	be	greenlit	and	which	should	be	passed	over.	Once	ROI
is	proven,	it	may	be	possible	to	replicate	success	by	applying	lessons	learned	from	the	first	project	to	other	segments	of	the	business.	If	you’re	unfamiliar	with	accounting	and	finance,	the	prospect	of	determining	the	ROI	of	a	project	may	seem	beyond	your	abilities.	However,	it’s	not	an	overly	complicated	process.	By	understanding	the	basics	of
financial	valuation,	which	can	enable	you	to	put	a	monetary	value	on	companies,	projects,	or	anything	that	produces	cash	flows,	anyone	can	learn	to	calculate	the	ROI	of	a	project.	Free	Guide:	Financial	Terms	Cheat	Sheet	Access	your	resource	today.	DOWNLOAD	NOW	What	Is	Return	on	Investment?	Return	on	investment	(ROI)	is	a	metric	used	to
denote	how	much	profit	has	been	generated	from	an	investment	that’s	been	made.	In	the	case	of	a	business,	return	on	investment	comes	in	two	primary	forms,	depending	on	when	it’s	calculated:	anticipated	ROI	and	actual	ROI.	Anticipated	vs.	Actual	ROI	Anticipated	ROI,	or	expected	ROI,	is	calculated	before	a	project	kicks	off,	and	is	often	used	to
determine	if	that	project	makes	sense	to	pursue.	Anticipated	ROI	uses	estimated	costs,	revenues,	and	other	assumptions	to	determine	how	much	profit	a	project	is	likely	to	generate.	Often,	this	figure	will	be	run	under	a	number	of	different	scenarios	to	determine	the	range	of	possible	outcomes.	These	numbers	are	then	used	to	understand	risk	and,
ultimately,	decide	whether	an	initiative	should	move	forward.	Actual	ROI	is	the	true	return	on	investment	generated	from	a	project.	This	number	is	typically	calculated	after	a	project	has	concluded,	and	uses	final	costs	and	revenues	to	determine	how	much	profit	a	project	produced	compared	to	what	was	estimated.	Positive	vs.	Negative	ROI	When	a
project	yields	a	positive	return	on	investment,	it	can	be	considered	profitable,	because	it	yielded	more	in	revenue	than	it	cost	to	pursue.	If,	on	the	other	hand,	the	project	yields	a	negative	return	on	investment,	it	means	the	project	cost	more	to	pursue	than	it	generated	in	revenue.	If	the	project	breaks	even,	then	it	means	the	total	revenue	generated	by
the	project	matched	the	expenses.	Return	on	Investment	Formula	Return	on	investment	is	typically	calculated	by	taking	the	actual	or	estimated	income	from	a	project	and	subtracting	the	actual	or	estimated	costs.	That	number	is	the	total	profit	that	a	project	has	generated,	or	is	expected	to	generate.	That	number	is	then	divided	by	the	costs.	The
formula	for	ROI	is	typically	written	as:	ROI	=	(Net	Profit	/	Cost	of	Investment)	x	100	In	project	management,	the	formula	is	written	similarly,	but	with	slightly	different	terms:	ROI	=	[(Financial	Value	-	Project	Cost)	/	Project	Cost]	x	100	Check	out	our	video	on	return	on	investment	below,	and	subscribe	to	our	YouTube	channel	for	more	explainer
content!	View	Video	Calculating	the	ROI	of	a	Project:	An	Example	Imagine	that	you	have	the	opportunity	to	purchase	1,000	bars	of	chocolate	for	$2	apiece.	You	would	then	sell	the	chocolate	to	a	grocery	store	for	$3	per	piece.	In	addition	to	the	cost	of	purchasing	the	chocolate,	you	need	to	pay	$100	in	transportation	costs.	To	decide	whether	this
would	be	profitable,	you	would	first	tally	your	total	expenses	and	your	total	expected	revenues.	Expected	Revenues	=	1,000	x	$3	=	$3,000	Total	Expenses	=	(1,000	x	$2)	+	$100	=	$2,100	You	would	then	subtract	the	expenses	from	your	expected	revenue	to	determine	the	net	profit.	Net	Profit	=	$3,000	-	$2,100	=	$900	To	calculate	the	expected	return
on	investment,	you	would	divide	the	net	profit	by	the	cost	of	the	investment,	and	multiply	that	number	by	100.	ROI	=	($900	/	$2,100)	x	100	=	42.9%	By	running	this	calculation,	you	can	see	the	project	will	yield	a	positive	return	on	investment,	so	long	as	factors	remain	as	predicted.	Therefore,	it’s	a	sound	financial	decision.	If	the	endeavor	yielded	a
negative	ROI,	or	an	ROI	that	was	so	low	it	didn’t	justify	the	amount	of	work	involved,	you	would	know	to	avoid	it	moving	forward.	It’s	important	to	note	that	this	example	calculates	an	anticipated	ROI	for	your	project.	If	any	of	the	factors	affecting	expenses	or	revenue	were	to	change	during	implementation,	your	actual	ROI	could	be	different.	For
example,	imagine	that	you	have	already	purchased	your	chocolate	bars	for	the	agreed-upon	$2	apiece	and	paid	$100	to	transport	them.	If	the	most	that	the	store	will	pay	you	is	$2.25	per	chocolate	bar,	then	your	actual	revenues	drop	substantially	compared	to	your	projected	revenues.	The	result	is	a	reduced	net	profit	and	a	reduced	actual	ROI.	Actual
Revenues	=	1,000	x	$2.25	=	$2,250	Total	Expenses	=	(1,000	x	$2)	+	$100	=	$2,100	Net	Profit	=	$2,250	-	$2,100	=	$150	ROI	=	($150	/	$2,100)	x	100	=	7.14%	Circumstances	are	rarely	as	straightforward	as	this	example.	There	are	typically	additional	costs	that	should	be	accounted	for,	such	as	overhead	and	taxes.	In	addition,	there’s	always	the
possibility	that	an	anticipated	ROI	will	not	be	met	due	to	unforeseen	circumstances,	but	the	same	general	principles	hold	true.	How	to	Use	Finance	to	Pitch	Your	Project	Have	you	ever	pitched	a	project	to	senior	management,	only	to	have	the	idea	shot	down	under	the	guise	of	“not	making	financial	sense?"	It	happens	more	often	than	you	might	think.
By	learning	how	to	calculate	ROI	for	projects	you’re	interested	in	pursuing,	you	can	self-evaluate	them	before	they're	raised	up	to	decision-makers	within	your	organization	and	defend	them	as	they’re	being	considered.	Similarly,	by	understanding	how	to	calculate	ROI	after	a	project	you’ve	spearhead	is	done,	you	can	better	speak	to	the	contributions
that	you	and	your	team	have	made	toward	shared	company	goals.	High-performing	businesses	are	successful	because	they	make	smart	decisions	about	when	and	where	they	allocate	available	resources.	Calculating	the	ROI	of	a	project	before	it	moves	forward	can	help	ensure	that	you’re	making	the	best	possible	use	of	the	resources	you	have
available.	To	learn	more	ways	that	you	can	use	financial	concepts	to	improve	your	efficacy	and	advance	your	career,	explore	our	online	finance	and	accounting	courses	and	download	our	free	flowchart	to	determine	which	is	right	for	you.	Do	you	want	to	build	your	financial	fluency?	Download	our	free	Financial	Terms	Cheat	Sheet.	Cost	management
Project	management	Calculating	the	true	value	of	any	project	has	always	been	a	challenge.	This	is	mainly	due	to	the	ambiguity	of	the	change	from	a	paper	project	to	an	economic	value.	Let	us	show	you	some	examples,	just	to	be	clearer.	It	is	evident,	for	example,	that	the	training	of	employees	will	improve	the	experience	and	productivity	of	our	Project
Team.	But	how	does	this	benefit	translate	into	cost	savings	and/or	increased	profits?	Spending	thousands	of	euros	on	automated	systems	and	software	is	likely	to	improve	work	efficiency,	but	what	is	the	value	of	this	improvement	in	euros?	Organizations	are	on	the	market	to	make	a	profit	of	course,	and	the	return	on	investment	–	ROI	–	is	a	key	figure
for	understanding	what	the	profit	margins	of	a	project	are.	Calculating	the	ROI	of	a	project	will	also	answer	the	questions	raised	above,	as	well	as	showing	the	value	of	the	project	and	its	impact	on	the	margin.	ROI	is	an	indicator	used	to	measure	the	profit/loss,	or	financial	“value”,	of	a	project	in	relation	to	its	cost.	Typically,	it	is	used	to	determine
whether	a	project	will	generate	a	profit	and	therefore	will	be	a	benefit	to	the	company.	Why	is	ROI	important?	The	ROI	quantifies	the	value	of	the	project	and	is	capable	of	showing	project	managers,	corporate	executives	and	all	stakeholders	the	value	of	a	project	in	numbers	that	anyone	can	understand.	ROI	converts	the	subjective	into	objective,
which	can	often	turn	uncertainty	into	support.	Here’s	why	ROI	is	important:	It	can	create	support	when	it	comes	to	stakeholders:	binding	a	euro	value	to	a	project	can	help	with	a	“go/no-go”	decision.	Often,	stakeholders	want	to	see	what	the	actual	euro	value	to	decide	whether	or	not	to	support	a	particular	project.	It	may	discover	additional	benefits:
The	ROI	calculation	process	forces	project	managers	to	study	benefits	that	may	not	seem	obvious	at	the	outset	of	a	project.	It	can	lead	to	the	definition	of	project	priorities:	once	it	is	decided	to	start	a	project,	the	ROI	helps	to	determine	the	priorities	of	the	various	projects.	Usually,	projects	with	a	higher	ROI	are	ranked	higher	and	get	faster	support
from	project	resources.	How	to	calculate	ROI	The	formula	for	determining	the	ROI	is:	ROI	=	[(Financial	value	–	Project	cost)	/	Project	cost]	x	100	Considering	the	formula,	there	are	two	components	that	need	to	be	determined:	the	financial	value	and	the	cost	of	the	project.	Let’s	see	how	to	do	it.	How	to	calculate	the	Financial	Value	The	financial	value
is	simply	the	reimbursement	of	the	project.	The	estimation	of	the	value	can	sometimes	be	complicated	due	to	the	uncertainty	of	assigning	an	actual	value	expressed	in	dollars	(or	any	other	currency)	to	a	suggested	result.	The	trick	is	to	break	down	the	value	into	currently	known	components	and	then	define	them.	When	trying	to	quantify	the	value	of
the	ROI	formula,	always	remember	the	acronym	TVD	–	time,	volume,	dollars.	If	you	can	define	the	time,	volume	and	dollars/euro	needed	to	complete	the	process,	the	value	of	the	project	can	be	determined.	This	acronym	corresponds	to	a	formula	that	calculates	the	potential	value	of	the	project	from	a	different	perspective:	TVD(current)	–	TVD(project)
As	for:	T	=	time	required	for	the	process	V	=	Volume	or	quantity	of	units,	transactions,	people,	etc.	required	D	=	Dollars	or	cost	required	Current	=	current	value	Project	=	value	that	a	project	will	have	in	case	of	success	To	better	understand	this	formula,	let’s	have	a	look	at	some	examples.	The	first	is	a	project	that	will	reduce	the	process	cycle	time
of	a	given	product	by	10	percent.	In	this	example,	the	team	calculated	a	single	unit	cost	of	€	2,455,	based	on	current	values	for	the	time	required	(13	hours),	volume	(1	unit)	and	euros	(salary	of	€	85/hour	and	total	cost	of	materials	amounting	to	€	1,350).	It	has	also	been	calculated	that,	based	on	the	production	of	480	units	per	year,	this	cost	will	be
equal	to	1.178	million	euros	per	year	for	this	product	line.	The	team	then	calculated	the	project	values,	reducing	the	cycle	time	by	10	percent,	from	13	hours	to	11.7	hours;	all	other	variables	were	left	unchanged.	The	new	costs	are	therefore	€2,344.50	per	unit	and	€1.125	million	per	year	for	the	product	line.	Therefore,	the	value	of	the	project	is:
1,178,400	€	–	1,125,360	€	=	53,040	€	of	savings	per	year.	How	to	calculate	Project	Cost	The	second	unknown	component	of	the	ROI	formula	is	the	cost	of	the	project.	To	calculate	this	value,	it	is	necessary	to	obtain	revenue	information	and	make	a	detailed	cost	analysis	with	a	breakdown	by	different	categories.	The	breakdown	by	category	can	be
useful	if	you	want	to	evaluate	different	costs	to	build	cost	reduction	strategies	for	a	higher	ROI	on	future	projects.	Typical	costs	generally	include	the	provision	of	materials,	overheads	for	labor	and	employees,	fuel,	equipment,	and	work-related	services.	Clearly,	these	factors	vary	according	to	the	activity	and	type	of	project.	The	cost	assessment	for	a
simple	ROI	analysis	on	a	single	project	will	not	take	into	account	annual	expenses	such	as	the	lease	for	the	construction	of	space	and/or	capital	investments.	The	formula	is	isolated	for	a	single	project	and	includes	only	costs	associated	with	that	single	event.	You	can	forecast	costs	and	returns	based	on	past	events	before	the	start	of	a	project.	Although
it	is	not	possible	to	obtain	a	perfect	estimate,	keeping	project	records	allows	you	to	know	an	approximate	ROI	interval	based	on	available	data.	How	to	calculate	the	ROI	of	a	project:	bottom	line	Ultimately,	understanding	how	to	calculate	the	ROI	for	a	project	is	the	first	step	without	which	it	is	not	possible	to	get	a	definite	picture	of	the	objectives	and
benefits	of	the	project	itself.	In	many	cases,	moreover,	without	ROI,	it	can	be	very	difficult	for	company	executives	to	approve	the	budget	required	for	a	given	project.	ROI	evaluation,	whatever	the	type	of	project,	will	help	the	project	manager	and	stakeholders	to	better	visualize	and	manage	the	project	from	a	financial	perspective.	Project	managers
should	therefore	fully	understand	all	the	elements	underlying	an	ROI	calculation	in	order	to	obtain	an	accurate	view	of	the	means	and	resources	required,	as	well	as	all	the	benefits	that	the	organization	will	derive	from	it.	Here’s	the	basic	formula	for	how	to	calculate	project	ROI:	net	profit	/	cost	of	investment	x	100	=	return	on	investment	A	positive
ROI	means	that	your	project	was	successful	and	brought	in	more	financial	benefit	than	its	immediate	costs,	while	a	negative	ROI	means	the	opposite.You	can	also	monitor	two	different	types	of	ROI:	Anticipated	ROI	is	calculated	before	the	project	begins.	It’s	used	to	decide	whether	it’s	worth	starting	a	particular	business	venture	(if	the	projected
values	are	accurate).Actual	ROI	is	based	on	actual	costs	incurred	and	benefits	gained	and	is	calculated	after	the	project	is	completed.	Let’s	say	you’re	running	a	website	with	around	1,000	users	and	50$	ARPU	(average	revenue	per	user).	You’re	planning	on	implementing	a	redesigned	sign-up	page	to	increase	your	user	base,	and	you	want	to	calculate
whether	this	is	a	good	investment.For	example,	if	your	expectations	are	a	5%	increase	in	the	user	base	the	month	after	implementation,	your	anticipated	ROI	will	amount	to:	Net	profit	=	50	users	x	$50	ARPU	=	$2,500Cost	of	investment	=	$3,000	to	cover	salaries	for	a	week	(designer	and	developer)ROI	=	$2,500	/	$3,500	x	100	=	−28.57%	You	can
manage	employee	salaries	in	Productive	So,	your	potential	return	in	that	first	month	will	be	negative	if	the	userbase	increases	by	only	5%.	The	same	calculation	can	be	done	with	different	variables,	such	as	signups	increasing	permanently,	which	you	can	calculate	with	payback	period	analysis	or	internal	rate	of	return	—	learn	more	below.	Now	you
know	the	simple	formula.However,	there	are	additional	types	of	formulas	you	can	use	for	calculating	return	on	investment,	depending	on	how	in-depth	you	want	to	go:	cost-benefit	ratio,	payback	period,	and	internal	rate	of	return	(IRR)	analysis.	Let’s	explore	them	in	more	detail.	The	cost-benefit	analysis,	also	known	as	the	cost/benefit	ratio,	depicts
your	return	of	investment	with	an	index.	The	formula	is	as	follows:	project	solution	benefits	/	project	solution	costs	=	cost-benefit	ratio	In	cost-benefit	analysis,	a	ratio	of	5	(often	written	as	5:1)	would	mean	that	for	each	dollar	spent,	five	are	returned	in	benefits.The	standards	for	what	is	considered	an	acceptable	vs	bad	cost/benefit	ratio	usually
depends	from	organization	to	organization:	A	1:1	ratio	(break-even	status)	is	unacceptable	for	any	projects.	In	others,	a	minimum	1.25:1	ratio	is	required,	where	the	benefits	are	1.25	times	the	cost	of	the	project.	Source:	The	Project	Management	Scorecard	total	investment	/	annual	savings	=	years	to	payback	For	example,	let’s	say	you’re	considering
buying	a	machine	that	costs	$50,000.	The	machine	is	expected	to	save	you	$15,000	annually	(having	subtracted	the	project	expenses).This	means	your	payback	period	is:	$50,000	/	$15,000	=	3.33,	meaning	that	the	period	of	time	to	pay	back	your	initial	investment	is	3	years	on	average.The	payback	period	ignores	the	time	value	of	money	or	the	fact
that	money	has	a	different	value	in	the	present	vs	the	future.	The	internal	rate	of	return	in	project	management	(IRR)	can	be	a	bit	of	a	complex	calculation	to	explain,	but	in	its	essence,	it’s	the	rate	at	which	your	investment	will	break	even,	considering	the	time	value	of	money.So,	let’s	say	your	initial	investment	is	$1,000.	You	expect	that	the
investment	will	result	in	a	cash	flow	of	$400	in	the	following	3	years	—	however,	you’ll	need	to	account	for	cost	factors	in	the	future	(such	as	inflation,	but	there	are	other	factors	as	well)	to	understand	the	value	of	this	money	in	the	present.So,	you	want	to	find	the	so-called	discount	rate	by	which	to	multiply	the	future	cash	flow	to	find	out	the	present
value	of	your	money.The	IRR	looks	for	a	discount	rate	at	which	the	cost	of	investment	is	equal	to	the	benefit	of	the	investment;	or,	in	other	words,	that	the	sum	of	your	future	cashflows	(translated	into	present	value,	since	money	devalues)	is	equal	to	the	cost	of	investment.	We	can	separate	the	process	of	calculating	ROI	into	three	steps:	Needs
analysis	identifies	the	goals	and	objectives	of	an	investment	or	project.	It	usually	involves	meetings	with	various	stakeholders,	analysis	of	historical	data,	setting	estimates,	and	documenting	all	conclusions.A	well-executed	needs	analysis	helps	determine	whether	the	project	or	investment	is	aligned	with	business	goals	and	if	the	expected	ROI	will
justify	the	investment.	It	also	supports	effective	resource	prioritization.	Tracking	actual	costs	in	project	management	ensures	that	all	financial	inputs	related	to	the	project	are	accounted	for.	Without	it,	you	won’t	have	accurate	data	for	optimizing	your	investment	strategy.This	includes	direct	costs,	such	as	initial	investments,	materials,	and	labor,	as
well	as	indirect	costs,	like	maintenance,	overhead,	and	any	recurring	expenses.Learn	more	about	managing	your	costs	and	accounting	for	budget	overruns.	Productive	uses	an	overhead	algorithm	to	help	you	manage	costs	By	keeping	a	precise	record	of	all	expenses,	businesses	can	ensure	their	ROI	analysis	remains	grounded	in	real	numbers.	An
incomplete	or	inaccurate	cost	assessment	risks	overestimating	or	understating	the	impacts	of	a	project.	Finally,	once	you	have	some	tangible	project	results,	you’ll	need	to	collect	the	results	into	a	report	and	share	them	with	stakeholders.	This	will	more	usually	be	done	for	internal	projects,	as	data	is	more	readily	accessible.For	client	projects,	a
project	progress	report	is	the	more	common	type	of	data	collected	(including	time,	budgets,	and	other	project-related	data),	since	calculating	overall	ROI	usually	requires	insights	into	the	client’s	finances	and	other	sensitive	data.	An	example	of	a	project	progress	report	created	with	Productive’s	Reporting	In	any	case,	a	ROI	analysis	report	is	a	useful
source	for	managing	future	projects,	creating	internal	benchmarks	for	revenue	goals	and	the	profitability	of	investments,	and	a	great	way	to	iterate	on	and	improve	your	processes.	So,	here’s	why	ROI	can	be	such	a	powerful	metric	in	the	right	hands:	Project	analysts	and	management	roles	can	forecast	the	potential	benefits	and	risks	of	a	business
venture	before	allocating	valuable	resources	to	it.It	provides	a	baseline	for	an	equal	comparison	between	various	types	of	internal	projects,	improving	prioritization.It	helps	justify	and	correct	your	ROI-driven	budget	planning	approach	using	reliable	data,	improving	financial	decisions	and	overall	business	performance.	However,	there’s	a	catch	(or	a
couple	of	them).	Here	are	the	main	challenges	you	might	face	in	your	ROI	analysis:	The	example	above	(calculating	anticipated	ROI	of	a	web	design)	is	a	good	way	to	explain	this	challenge.While	you	might	be	able	to	reasonably	attribute	the	rise	in	signups	in	the	first	month	after	implementing	the	new	redesign,	doing	this	for	subsequent	months	might
be	more	difficult.For	example,	maybe	you’re	running	new	marketing	campaigns	that	have	increased	traffic,	leading	to	a	natural	rise	in	signups.	Seasonality	can	also	have	a	marked	impact	on	various	business	metrics.Businessess	will	often	use	A/B	testing	to	help	them	isolate	the	effects	of	a	specific	project	(check	out	some	reporting	tools).	However,
A/B	testing	can	also	be	difficult	to	perform	reliably,	as	you	need	a	sizable	sample	of	users	to	get	accurate	results.If	you	don’t,	it	might	take	multiple	months	to	get	results,	which	can	slow	down	your	decision-making	and	be	a	detriment	to	your	agency’s	processes.This	brings	us	to	the	next	point:	Not	all	projects	are	suitable	for	a	comprehensive	ROI
analysis,	and	even	if	they	are,	they	might	not	need	it.	For	example,	certain	initiatives	will	result	in	benefits	that	are	difficult	to	quantify	and	put	in	monetary	terms	—	for	example,	employee	benefits	and	skill-building	initiatives.	However,	this	doesn’t	make	them	any	less	important.Additionally,	a	ROI	study	also	requires	valuable	resources,	so	being
selective	when	to	conduct	one	or	not	is	the	cost	effective	approach.	The	need	for	ROI	can	also	vary	depending	on	your	organizational	maturity:	Some	organizations	do	not	have	pressure	to	show	value	for	programs	and	processes.	If.	you	fit	this	description,	then	don’t	worry	about	ROI.	But	if	your	organization	has	experienced	failed	programs,	if	senior
management	is	concerned	about	resource	allocation,	if	you	have	a	large	budget	and	a	lot	of	programs,	or	if	you	want	to	be	accountable	for	the	funds	you’re	asked	to	manage,	then	you	may	be	ready	for	ROI.	Source:	Handbook	of	Improving	Performance	in	the	Workplace	Finally,	your	ROI	analysis	starts	with	estimating.	This	is	why	it’s	necessary	to:	use
reliable	sources	when	estimating	valuesbe	conservative	when	developing	benefits	and	costsmake	sure	you’re	tracking	all	of	your	project	expenses	Using	agency	project	management	software	can	help	you	achieve	all	of	these	three	points.	An	all-in-one	platform	is	a	reliable	source	of	your	business	information,	including	employee	cost	rates,	overhead
and	expenses,	and	previous	project	performance	(for	ex.	the	average	time	needed	to	complete	specific	tasks).	You	can	manage	and	approve	external	expenses	in	Productive	This	helps	you	get	accurate	data	when	estimating	your	average	ROI,	and	makes	the	process	of	gathering	all	of	these	numbers	much	less	tedious.	We’ve	talked	about	the	impact
software	software	has	on	your	financial	management.	In	short,	this	includes	consolidated	data,	workflow	efficiency,	and	faster	decision-making	processes.An	example	of	such	a	tool	is	Productive,	the	all-in-one	agency	management	software.	Productive	helps	improve	project	delivery,	client	relationships,	and	overall	agency	operations.	Moving	to
Productive	freed	up	about	40%	of	my	time,	and	I	was	able	to	concentrate	my	efforts	on	other,	more	important	areas	of	the	business.	One	of	the	biggest	changes	has	been	accuracy.	I	don’t	have	to	rely	on	someone	to	input	costs,	it’s	all	done	pretty	much	automatically.	Chris	Stones,Strategic	and	Operations	Director	at	Mitchell	&	Stones	Get	a	real-time
overview	of	your	project	finances	with	productive	Switch	from	multiple	tools	and	spreadsheets	to	an	all-in-one	agency	management	solution.	To	conclude,	here	are	some	tips	for	improving	your	ROI	calculations:	Assess	your	organizational	maturity	and	evaluate	which	projects	(if	any)	are	suitable	for	a	ROI	analysisConduct	a	comprehensive	needs
assessment	before	the	project	or	investment	is	startedWork	on	getting	more	accurate	estimates	by	monitoring	the	hours	and	costs	associated	with	different	projectsDecide	which	ROI	calculation	is	most	suitable:	the	basic	ROI	formula,	cost-benefit	analysis,	payback	period,	or	internal	rate	of	return	Implement	project	cost	management	tools	for	real-
time	cost	tracking	and	financial	reporting	Access	agency-related	Slack	channels,	exchange	business	insights,	and	join	in	on	members-only	live	sessions.	Understanding	how	to	calculate	the	potential	return	on	investment	(ROI)	of	a	project	is	an	essential	financial	skill	for	all	professionals	to	develop.	If	you’re	an	employee,	knowing	how	to	calculate	ROI
can	help	you	make	the	case	for	a	project	you’re	interested	in	pursuing	and	have	taken	the	lead	on	proposing.	If	you’re	a	manager,	understanding	ROI	can	give	you	greater	insight	into	your	team's	performance.	If	you’re	an	executive,	working	knowledge	of	ROI	can	make	it	easier	for	you	to	identify	which	projects	should	be	greenlit	and	which	should	be
passed	over.	Once	ROI	is	proven,	it	may	be	possible	to	replicate	success	by	applying	lessons	learned	from	the	first	project	to	other	segments	of	the	business.	If	you’re	unfamiliar	with	accounting	and	finance,	the	prospect	of	determining	the	ROI	of	a	project	may	seem	beyond	your	abilities.	However,	it’s	not	an	overly	complicated	process.	By
understanding	the	basics	of	financial	valuation,	which	can	enable	you	to	put	a	monetary	value	on	companies,	projects,	or	anything	that	produces	cash	flows,	anyone	can	learn	to	calculate	the	ROI	of	a	project.	Free	Guide:	Financial	Terms	Cheat	Sheet	Access	your	resource	today.	DOWNLOAD	NOW	What	Is	Return	on	Investment?	Return	on	investment
(ROI)	is	a	metric	used	to	denote	how	much	profit	has	been	generated	from	an	investment	that’s	been	made.	In	the	case	of	a	business,	return	on	investment	comes	in	two	primary	forms,	depending	on	when	it’s	calculated:	anticipated	ROI	and	actual	ROI.	Anticipated	vs.	Actual	ROI	Anticipated	ROI,	or	expected	ROI,	is	calculated	before	a	project	kicks
off,	and	is	often	used	to	determine	if	that	project	makes	sense	to	pursue.	Anticipated	ROI	uses	estimated	costs,	revenues,	and	other	assumptions	to	determine	how	much	profit	a	project	is	likely	to	generate.	Often,	this	figure	will	be	run	under	a	number	of	different	scenarios	to	determine	the	range	of	possible	outcomes.	These	numbers	are	then	used	to
understand	risk	and,	ultimately,	decide	whether	an	initiative	should	move	forward.	Actual	ROI	is	the	true	return	on	investment	generated	from	a	project.	This	number	is	typically	calculated	after	a	project	has	concluded,	and	uses	final	costs	and	revenues	to	determine	how	much	profit	a	project	produced	compared	to	what	was	estimated.	Positive	vs.
Negative	ROI	When	a	project	yields	a	positive	return	on	investment,	it	can	be	considered	profitable,	because	it	yielded	more	in	revenue	than	it	cost	to	pursue.	If,	on	the	other	hand,	the	project	yields	a	negative	return	on	investment,	it	means	the	project	cost	more	to	pursue	than	it	generated	in	revenue.	If	the	project	breaks	even,	then	it	means	the	total
revenue	generated	by	the	project	matched	the	expenses.	Return	on	Investment	Formula	Return	on	investment	is	typically	calculated	by	taking	the	actual	or	estimated	income	from	a	project	and	subtracting	the	actual	or	estimated	costs.	That	number	is	the	total	profit	that	a	project	has	generated,	or	is	expected	to	generate.	That	number	is	then	divided
by	the	costs.	The	formula	for	ROI	is	typically	written	as:	ROI	=	(Net	Profit	/	Cost	of	Investment)	x	100	In	project	management,	the	formula	is	written	similarly,	but	with	slightly	different	terms:	ROI	=	[(Financial	Value	-	Project	Cost)	/	Project	Cost]	x	100	Check	out	our	video	on	return	on	investment	below,	and	subscribe	to	our	YouTube	channel	for	more
explainer	content!	View	Video	Calculating	the	ROI	of	a	Project:	An	Example	Imagine	that	you	have	the	opportunity	to	purchase	1,000	bars	of	chocolate	for	$2	apiece.	You	would	then	sell	the	chocolate	to	a	grocery	store	for	$3	per	piece.	In	addition	to	the	cost	of	purchasing	the	chocolate,	you	need	to	pay	$100	in	transportation	costs.	To	decide	whether
this	would	be	profitable,	you	would	first	tally	your	total	expenses	and	your	total	expected	revenues.	Expected	Revenues	=	1,000	x	$3	=	$3,000	Total	Expenses	=	(1,000	x	$2)	+	$100	=	$2,100	You	would	then	subtract	the	expenses	from	your	expected	revenue	to	determine	the	net	profit.	Net	Profit	=	$3,000	-	$2,100	=	$900	To	calculate	the	expected
return	on	investment,	you	would	divide	the	net	profit	by	the	cost	of	the	investment,	and	multiply	that	number	by	100.	ROI	=	($900	/	$2,100)	x	100	=	42.9%	By	running	this	calculation,	you	can	see	the	project	will	yield	a	positive	return	on	investment,	so	long	as	factors	remain	as	predicted.	Therefore,	it’s	a	sound	financial	decision.	If	the	endeavor
yielded	a	negative	ROI,	or	an	ROI	that	was	so	low	it	didn’t	justify	the	amount	of	work	involved,	you	would	know	to	avoid	it	moving	forward.	It’s	important	to	note	that	this	example	calculates	an	anticipated	ROI	for	your	project.	If	any	of	the	factors	affecting	expenses	or	revenue	were	to	change	during	implementation,	your	actual	ROI	could	be	different.
For	example,	imagine	that	you	have	already	purchased	your	chocolate	bars	for	the	agreed-upon	$2	apiece	and	paid	$100	to	transport	them.	If	the	most	that	the	store	will	pay	you	is	$2.25	per	chocolate	bar,	then	your	actual	revenues	drop	substantially	compared	to	your	projected	revenues.	The	result	is	a	reduced	net	profit	and	a	reduced	actual	ROI.
Actual	Revenues	=	1,000	x	$2.25	=	$2,250	Total	Expenses	=	(1,000	x	$2)	+	$100	=	$2,100	Net	Profit	=	$2,250	-	$2,100	=	$150	ROI	=	($150	/	$2,100)	x	100	=	7.14%	Circumstances	are	rarely	as	straightforward	as	this	example.	There	are	typically	additional	costs	that	should	be	accounted	for,	such	as	overhead	and	taxes.	In	addition,	there’s	always
the	possibility	that	an	anticipated	ROI	will	not	be	met	due	to	unforeseen	circumstances,	but	the	same	general	principles	hold	true.	How	to	Use	Finance	to	Pitch	Your	Project	Have	you	ever	pitched	a	project	to	senior	management,	only	to	have	the	idea	shot	down	under	the	guise	of	“not	making	financial	sense?"	It	happens	more	often	than	you	might
think.	By	learning	how	to	calculate	ROI	for	projects	you’re	interested	in	pursuing,	you	can	self-evaluate	them	before	they're	raised	up	to	decision-makers	within	your	organization	and	defend	them	as	they’re	being	considered.	Similarly,	by	understanding	how	to	calculate	ROI	after	a	project	you’ve	spearhead	is	done,	you	can	better	speak	to	the
contributions	that	you	and	your	team	have	made	toward	shared	company	goals.	High-performing	businesses	are	successful	because	they	make	smart	decisions	about	when	and	where	they	allocate	available	resources.	Calculating	the	ROI	of	a	project	before	it	moves	forward	can	help	ensure	that	you’re	making	the	best	possible	use	of	the	resources	you
have	available.	To	learn	more	ways	that	you	can	use	financial	concepts	to	improve	your	efficacy	and	advance	your	career,	explore	our	online	finance	and	accounting	courses	and	download	our	free	flowchart	to	determine	which	is	right	for	you.	Do	you	want	to	build	your	financial	fluency?	Download	our	free	Financial	Terms	Cheat	Sheet.	It’s	never	been
more	crucial	for	project	managers	and	people	planners	to	both	deliver	successful	projects	and	demonstrate	their	impact	in	tangible,	quantifiable	terms.	By	understanding	and	leveraging	ROI,	you	can	enhance	your	decision-making,	drive	accountability,	and	secure	the	resources	you	needed	for	future	activities.In	this	guide,	I’ll	share	practical	insights



and	tactics	based	on	my	experience	leveraging	ROI	to	make	informed	decisions	and	achieve	remarkable	outcomes	that	support	the	business.What	is	ROI	in	project	management?The	Project	Management	Institute	(PMI)	defines	return	on	investment	(ROI)	as	a	financial	metric	used	to	measure	the	profitability	and	efficiency	of	an	investment	or	project.
ROI	represents	the	ratio	of	the	net	profit	gain	or	loss	generated	from	an	investment	relative	to	the	amount	of	money	invested.	How	to	calculate	the	ROI	of	a	projectThe	formula	for	calculating	the	potential	return	of	a	project	is:	ROI	=	[(Financial	Value	-	Project	Cost)	/	Project	Cost]	x	100If	a	project	costs	$10,000	to	implement	and	is	expected	to
generate	a	financial	value	of	$15,000,	we	can	calculate	the	ROI	using	the	given	formula:ROI	=	[(15,000	-	10,000)	/	10,000]	x	100	=	50%For	every	dollar	invested,	the	project	is	expected	to	generate	a	50-cent	return.The	benefits	of	calculating	ROIIf	you	are	managing	multiple	projects	with	limited	resource	availability,	making	informed	decisions	about
which	projects	to	prioritize	is	crucial.	ROI	gives	a	clear	and	objective	measure	of	the	potential	returns	a	project	can	generate,	which	then	enables	PMs	and	stakeholders	to	assess	the	values	and	inform	strategic	decisions.	Let's	explore	the	advantages	that	arise	from	using	ROI	for	selection	and	prioritization.It	helps	you	set	the	perfect	project
management	strategy	with	your	business	leaders	or	Project	Management	Office		It	puts	a	price	tag	on	project	value.	ROI	turns	subjective	stuff	into	hard	numbers.	It	shows	business	leaders	the	actual	dollar	worth	of	a	project,	turning	uncertainty	into	value-added	data.You	can	prioritize	project	features	like	a	pro,	knowing	which	ones	will	give	you	the
best	bang	for	your	buckCalculating	ROI	makes	you	dig	deep	and	discover	unexpected	benefits.	It	helps	you	look	beyond	the	surface-level	benefits	and	identify	additional	advantages	that	can	significantly	contribute	to	the	success	and	value	of	your	project.By	comparing	actual	ROI	with	expected	ROI,	a	project	manager	can	monitor	the	project’s
financial	performance	against	the	projected	ROI,	identify	deviations,	and	take	corrective	action	Allocating	resources	becomes	smoother	and	more	data-based,	resulting	in	fewer	resource	shortages	or	wastageIt	helps	set	priorities:	once	you	decide	to	launch	a	project,	ROI	comes	to	the	rescue	again.	It	helps	you	rank	your	projects	and	decide	which	ones
get	the	VIP	treatment.	The	higher	the	ROI,	the	higher	the	ranking,	and	the	quicker	you’ll	get	the	resources	you	need.It	impresses	stakeholders.	They	want	to	know	what’s	in	it	for	them,	and	ROI	gives	them	the	answer.	When	you	tie	a	value	like	revenue	or	brand	awareness	to	your	project,	it	becomes	way	easier	for	them	to	make	the	go	or	no-go
decision.	3	types	of	ROI	and	what	they	mean	for	your	projectOnce	the	values	are	input	into	the	ROI	formula,	it	becomes	vital	for	the	project	manager	to	interpret	the	outcome	accurately	to	make	informed	decisions	about	the	project's	success	and	profitability.1.	Negative	ROIIf	the	ROI	value	is	less	than	one	(negative	value),	the	project	does	not
generate	any	profit	or	financial	gain.If	your	project’s	ROI	turns	out	to	be	a	negative	ROI,	it	doesn’t	mean	you	should	panic	and	throw	in	the	towel.	Sometimes,	taking	a	calculated	risk	and	accepting	a	temporary	loss	is	worth	it	if	it	helps	you	achieve	a	bigger	goal.You	can	level	with	the	financial	wizards	and	other	company	leaders	to	figure	out	what
level	of	risk	is	acceptable.	They’ll	help	you	understand	how	to	make	sense	of	the	ROI	results	in	your	specific	context.	Here	are	some	ways	to	adjust	or	fix	a	negative	ROI:Adjust	resources:	consider	choosing	resources	that	have	a	lower	cost	rate	to	allow	for	more	profitReduce	costs:	look	for	ways	to	decrease	expenses	without	compromising	quality	or
the	objectives,	like	negotiating	contracts	with	vendors	or	streamlining	processesRevisit	the	scope:	assess	the	project’s	scope	and	objectives	eliminating	unnecessary	features	or	components2.	Positive	ROIWhen	the	ROI	value	is	greater	than	one,	representing	a	positive	value,	it	indicates	a	profit	or	gain	from	the	project.A	positive	ROI	indicates	that	your
project	is	generating	profits	and	delivering	value	to	your	organization.	But	your	job	does	not	stop	here:	you	need	to	continuously	monitor	the	project’s	strengths	contributing	to	the	positive	ROI,	leverage	them,	and	use	them	to	your	advantage.Here	are	some	ways	to	keep	your	projects	positive:Robust	planning	and	risk	management:	identify	potential
risks	and	develop	risk	mitigation	plans	to	minimize	their	impact	on	the	projectStakeholder	communication:	continuously	engage	with	project	stakeholders	through	project	updates,	progress	and	milestones,	seek	feedback	and	address	concerns	promptly.	This	helps	to	keep	everyone	aligned	and	expectations	closely	managed,	which	will	positively
enhance	performance.Lessons	learned:	Conduct	project	review	and	retrospective	sessions	with	both	the	internal	and	client	teams	at	key	milestones	and	the	project	end.	This	helps	identify	areas	of	improvement	along	the	way	or	to	implement	into	future	projects	so	the	positive	value	successes	continue.3.	Zero	ROIIf	the	ROI	calculation	yields	a	value	of
zero,	it	implies	neither	loss	nor	gain.	In	my	experience,	organizations	may	still	want	to	invest	in	a	project	that	breaks	even.	For	example,	they	might	want	to	build	their	portfolio	or	establish	a	relationship	with	the	client	that	will	bring	future	opportunities.	Pro	tip:	prioritize	projects	with	the	best	ROIThe	business	landscape	is	the	most	fast-paced	and
competitive	it’s	ever	been,	so	it’s	not	enough	to	just	deliver	projects	(I	wish).	We	need	to	prove	our	worth,	show	the	money,	and	secure	the	resources	we	need	for	future	triumphs.Think	about	using	a	resource	management	and	project	planning	tool	like	Float,	which	can	help	you	assess	the	benefits	of	the	projects	before	it	even	starts.	For	example,	you
can	set	up	a	resource	as	tentative	to	a	project,	add	the	allotted	budget	per	person,	and	enter	the	cost	rate	for	each	of	them.	This	gives	you	a	full	visual	of	how	many	projects	you	have	in	progress,	about	to	start,	and	in	your	future	forecasted	pipeline:	The	Schedule	dashboard	in	Float	showcases	planned	and	tentative	projectsYou	can	also	take	a
retroactive	look	at	previous	projects,	look	at	your	team’s	utilization	rates	and	the	difference	between	billable	and	non-billable	hours:	The	Report	dashboard	in	Float	shows	historical	trends	of	team	capacity,	scheduled	hours,	overtime,	billable	vs.	non-billable	hoursBy	calculating	ROI	on	past,	present	and	future	projects,	you	can	make	informed	decisions
about	which	projects	to	pursue.	And	if	you	want	some	help	with	getting	that	done,	try	Float	for	free	today!	​Plan	and	track	your	projects	with	FloatTrack	project	work	easily	and	see	data	that	help	inform	your	future	projects	for	better	planning.Try	for	free	Millions	of	merchants	of	every	size	have	collectively	made	over	$1,000,000,000,000	in	sales	on
Shopify.Online	and	in	personGet	a	stunning	store	that’s	made	to	sell—whether	you	build	from	scratch	or	start	fast	with	pre-built	themes.Local	and	globalGrow	around	the	worldShopify	takes	the	complexity	out	of	international	selling,	from	delivering	products	faster	and	more	affordably	with	Shopify	Shipping	to	localizing	your	experience	with	Shopify
Markets.Desktop	and	mobileTake	care	of	businessFrom	back	office	to	front	of	store,	you’re	always	in	control	with	the	fully	centralized	Shopify	Admin.Do	it	all	right	from	your	pocket	with	the	full-featured	Shopify	mobile	app.Higher	conversionsHigh-intent	shoppersShopify	Checkout	converts	15%	higher	on	average	than	other	commerce	platforms	and
exposes	your	brand	to	150	million	buy-ready	shoppers.Based	on	external	study	with	a	Big	Three	global	consulting	firm	in	April,	2023.Shopify	puts	your	store	within	50	milliseconds	of	every	shopper	on	the	planet,	with	the	capacity	to	handle	even	the	most	epic	product	drops.01Add	your	first	product02Customize	your	store03Set	up	payments	home	/
financial	/	roi	calculator	50%50%InvestedProfit	Related:Investment	Calculator	|	Average	Return	Calculator	In	finance,	Return	on	Investment,	usually	abbreviated	as	ROI,	is	a	common,	widespread	metric	used	to	evaluate	the	forecasted	profitability	on	different	investments.	Before	any	serious	investment	opportunities	are	even	considered,	ROI	is	a	solid
base	from	which	to	go	forth.	The	metric	can	be	applied	to	anything	from	stocks,	real	estate,	employees,	to	even	a	sheep	farm;	anything	that	has	a	cost	with	the	potential	to	derive	gains	from	can	have	an	ROI	assigned	to	it.	While	much	more	intricate	formulas	exist	to	help	calculate	the	rate	of	return	on	investments	accurately,	ROI	is	lauded	and	still
widely	used	due	to	its	simplicity	and	broad	usage	as	a	quick-and-dirty	method.	Many	money-making	schemes	involve	several	businessmen	seated	at	a	table	during	lunch	talking	about	potential	investments	until	one	of	them	exclaims	about	one	with	a	very	high	ROI	after	doing	the	calculations	on	a	napkin.	ROI	may	be	confused	with	ROR,	or	rate	of
return.	Sometimes,	they	can	be	used	interchangeably,	but	there	is	a	big	difference:	ROR	can	denote	a	period	of	time,	often	annually,	while	ROI	doesn't.	The	basic	formula	for	ROI	is:	ROI	=		Gain	from	Investment	-	Cost	of	InvestmentCost	of	Investment	As	a	most	basic	example,	Bob	wants	to	calculate	the	ROI	on	his	sheep	farming	operation.	From	the
beginning	until	the	present,	he	invested	a	total	of	$50,000	into	the	project,	and	his	total	profits	to	date	sum	up	to	$70,000.		=	40%	Bob's	ROI	on	his	sheep	farming	operation	is	40%.	Conversely,	the	formula	can	be	used	to	compute	either	gain	from	or	cost	of	investment,	given	a	desired	ROI.	If	Bob	wanted	an	ROI	of	40%	and	knew	his	initial	cost	of
investment	was	$50,000,	$70,000	is	the	gain	he	must	make	from	the	initial	investment	to	realize	his	desired	ROI.	Difficulty	in	Usage	It	is	true	that	ROI	as	a	metric	can	be	utilized	to	gauge	the	profitability	of	almost	anything.	However,	its	universal	applicability	is	also	the	reason	why	it	tends	to	be	difficult	to	use	properly.	While	the	ROI	formula	itself
may	be	simple,	the	real	problem	comes	from	people	not	understanding	how	to	arrive	at	the	correct	definition	for	'cost'	and/or	'gain',	or	the	variability	involved.	For	instance,	for	a	potential	real	estate	property,	investor	A	might	calculate	the	ROI	involving	capital	expenditure,	taxes,	and	insurance,	while	investor	B	might	only	use	the	purchase	price.	For
a	potential	stock,	investor	A	might	calculate	ROI	including	taxes	on	capital	gains,	while	investor	B	may	not.	Also,	does	an	ROI	calculation	involve	every	cash	flow	in	the	middle	other	than	the	first	and	the	last?	Different	investors	use	ROI	differently.	However,	the	biggest	nuance	with	ROI	is	that	there	is	no	timeframe	involved.	Take,	for	instance,	an
investor	with	an	investment	decision	between	a	diamond	with	an	ROI	of	1,000%	or	a	piece	of	land	with	an	ROI	of	50%.	Right	off	the	bat,	the	diamond	seems	like	the	no-brainer,	but	is	it	true	if	the	ROI	is	calculated	over	50	years	for	the	diamond	as	opposed	to	the	land's	ROI	calculated	over	several	months?	This	is	why	ROI	does	its	job	well	as	a	base	for
evaluating	investments,	but	it	is	essential	to	supplement	it	further	with	other,	more	accurate	measures.	Annualized	ROI	The	ROI	Calculator	includes	an	Investment	Time	input	to	hurdle	this	weakness	by	using	something	called	the	annualized	ROI,	which	is	a	rate	normally	more	meaningful	for	comparison.	When	comparing	the	results	of	two
calculations	computed	with	the	calculator,	oftentimes,	the	annualized	ROI	figure	is	more	useful	than	the	ROI	figure;	the	diamond	versus	land	comparison	above	is	a	good	example	of	why.	In	real	life,	the	investment	risk	and	other	situations	are	not	reflected	in	the	ROI	rate,	so	even	though	higher	annualized	ROI	is	preferred,	it	is	not	uncommon	to	see
lower	ROI	investments	are	favored	for	their	lower	risk	or	other	favorable	conditions.	Many	times,	ROI	cannot	be	directly	measured,	such	as	the	investment	of	advertising	a	product.	The	ROI	in	such	situations	is	normally	estimated	via	the	marginal	sales	benefit	or	brand	recognition.	Share	—	copy	and	redistribute	the	material	in	any	medium	or	format
for	any	purpose,	even	commercially.	Adapt	—	remix,	transform,	and	build	upon	the	material	for	any	purpose,	even	commercially.	The	licensor	cannot	revoke	these	freedoms	as	long	as	you	follow	the	license	terms.	Attribution	—	You	must	give	appropriate	credit	,	provide	a	link	to	the	license,	and	indicate	if	changes	were	made	.	You	may	do	so	in	any
reasonable	manner,	but	not	in	any	way	that	suggests	the	licensor	endorses	you	or	your	use.	ShareAlike	—	If	you	remix,	transform,	or	build	upon	the	material,	you	must	distribute	your	contributions	under	the	same	license	as	the	original.	No	additional	restrictions	—	You	may	not	apply	legal	terms	or	technological	measures	that	legally	restrict	others
from	doing	anything	the	license	permits.	You	do	not	have	to	comply	with	the	license	for	elements	of	the	material	in	the	public	domain	or	where	your	use	is	permitted	by	an	applicable	exception	or	limitation	.	No	warranties	are	given.	The	license	may	not	give	you	all	of	the	permissions	necessary	for	your	intended	use.	For	example,	other	rights	such	as
publicity,	privacy,	or	moral	rights	may	limit	how	you	use	the	material.	Project	managers	often	struggle	to	calculate	project	ROI	and	communicate	a	project’s	financial	value	to	stakeholders	as	they	might	not	have	the	right	tools	or	processes	to	do	so.	This	guide	has	everything	you	need	to	start	calculating	the	ROI	of	your	projects,	avoid	scope	creep,	and
improve	project	efficiency.		You’ll	learn	proven	steps,	formulas,	and	examples	to	calculate	and	improve	project	ROI.	Let’s	dive	in.		Project	ROI	(return	on	investment)	measures	how	much	profit	a	project	generates	compared	with	its	final	cost.		This	metric	helps	businesses	understand	which	projects	are	worth	the	investment,	if	it	was	a	good	financial
decision,	and	how	to	prioritize	future	tasks.		Based	on	what	stage	the	project	is	at,	there	are	different	ways	to	measure	project	ROI.		For	example,	if	you	haven’t	started	working	on	a	project,	you	can	use	the	anticipated	ROI	to	predict	project	performance.		Let’s	look	more	closely	at	the	four	different	types	of	project	ROI	that	you	can	calculate.		Here
are	the	four	types	of	ROI	in	a	project:	Anticipated	ROI	is	the	expected	ROI	of	a	project	before	it	begins.	Project	managers	calculate	anticipated	ROI	based	on	research	and	analysis	of	similar	projects,	market	conditions,	and	potential	risks.		Calculating	anticipated	ROI	helps	them	understand	if	a	project	is	worth	completing,	evaluate	risk,	and	prioritize
profitable	projects.		This	is	the	project’s	true	financial	performance	compared	to	initial	estimations.		Actual	ROI	has	multiple	uses	as	it:	Shows	how	profitable	the	project	is		Helps	evaluate	how	accurate	initial	ROI	estimates	are	Can	compare	actual	ROI	with	anticipated	ROI.	This	helps	project	managers	learn	valuable	lessons	for	future	projects	A
positive	project	ROI	is	a	project	manager’s	dream.	It	proves	a	project	generated	more	revenue	than	it	cost	to	complete.		Positive	ROI	is	the	goal	of	every	project	as	it	shows	a	successful	investment	with	profitable	outcomes.			Negative	ROI	is	as	bad	as	it	sounds.	This	means	the	project	is	not	profitable	and	costs	more	than	the	revenue	generated.		But
the	positive	here	is	the	lessons	to	be	learned	for	future	projects.		Here	are	some	ways	negative	ROI	can	help	project	managers:	It	can	identify	inefficiencies,	overspending,	and	underestimated	costs	to	help	refine	future	processes.		Negative	ROI	often	stems	from	unforeseen	risks	or	poor	risk	management.	It	can	be	a	wake-up	call	for	project	managers
to	focus	on	risk	assessment.		Analyzing	projects	with	negative	ROI	helps	project	managers	make	better	decisions	about	how	to	invest	their	future	resources.		Calculating	project	ROI	can	be	done	in	six	straightforward	steps.	Estimating	the	project’s	duration	sets	a	strong	foundation	for	realistic	expectations	and	accurate	ROI	calculations.		To	nail	time
estimates,	break	down	the	project	into	smaller	tasks	and	estimate	the	duration	of	each	one.		We	recommend	using	a	Work	Breakdown	Structure	to	outline	your	project’s	tasks	and	create	more	detailed	and	accurate	estimates.		In	Toggl	Track,	setting	time	estimates	for	your	tasks	is	easy	when	creating	or	editing	projects.	You	can	also	use	the	Project
Dashboard	to	see	past	data	and	create	estimates	based	on	similar	projects.		In	professional	service	teams,	like	agencies	and	consultancies,	labor	costs	account	for	a	large	part	of	a	project’s	total	expenses,	so	set	them	up	from	the	start	to	measure	project	profitability	effectively.		In	Toggl	Track,	you	can	set	labor	costs	at	project	and	organizational
workspace	levels.	Here’s	how	to	add	labor	costs	for	individual	project	members	in	two	steps:	Go	to	the	Projects	page	and	select	the	Team	tab.		Add	Labor	Cost	under	the	COST	column	for	each	project	member.		Next,	establish	and	set	up	your	billable	rates.		These	should	reflect	the	value	of	your	work,	cover	all	project	costs,	and	be	profitable	against
current	market	rates..		Here	are	some	tips	for	setting	effective	billable	rates	for	your	project:	Analyze	project	costs:	Calculate	direct	costs	like	labor	and	materials	alongside	indirect	costs	like	overhead	and	administrative	expenses.	Clarify	these	costs	before	deciding	on	your	billable	rates.	Understand	market	rates:	Market	rates	can	often	vary
depending	on	your	location,	expertise,	and	industry.	Research	and	the	going	rates	for	similar	services	to	ensure	you	remain	competitive.		Include	a	profit	margin:	Besides	covering	costs,	your	billable	rates	should	also	include	a	profit	margin.	The	margin	size	may	vary	based	on	your	growth	strategy	or	competition.		Add	a	contingency	margin:	Risks	like
project	delays,	unexpected	costs,	and	scope	changes	are	common	in	any	project.	Adding	a	contingency	margin	to	your	billable	rates	creates	a	financial	buffer	against	unforeseen	risks.		When	these	variables	are	clear,	use	a	project	profitability	tool	like	Toggl	Track	to	add	your	billable	rates	at	workspace,	project,	and	team	member	levels.		It’s	easy	to
add	billable	rates	for	project	members:	Go	to	the	Team’s	tab	on	the	Projects	page	and	add	rates	for	each	project	member	under	the	RATE	column,	as	shown	below.	Start	tracking	billable	hours	once	your	rates	are	set	up.	Make	sure	you	clearly	define	what’s	billable	and	what’s	not.	Separating	billable	and	non-billable	hours	will	make	your	life	easier
when	billing	clients	and	give	you	accurate	profitability	insights.		Here’s	how	to	track	billable	hours	with	Toggl	Track’s	timer	in	the	web	app:	Type	in	your	‘time	entry	description’	Find	your	client	Select	what	‘project’	you’re	working	on	Select	the	‘task’	within	the	project	Start	the	timer	Further	Reading:	How	To	Track	Billable	Hours	For	Accurate
Invoicing	Finally,	calculate	your	project’s	ROI	with	the	following	formula:	The	cost	of	investment	means	all	project	expenses	and	the	net	profit	equals	the	total	revenue	minus	total	project	costs.		For	example,	if	you	complete	a	project	with	total	revenue	of	$150,000	and	total	project	costs	of	$100,000,	your	project	ROI	would	be:	Net	profit	=	$150,000	–
$100,000	=	$50,000	ROI	=	$50,000/$100,000	x	100	=	0,5	x	100	=	50%	For	every	dollar	you	invested	in	the	project,	you	gained	50	cents	in	profit—a	50%	return	on	your	investment.		Monitoring	project	ROI	helps	you	identify	performance	issues	and	bottlenecks	early	and	take	action.	Using	a	powerful	reporting	tool	like	Toggl	Track,	you	can	easily	track
the	profitability	of	your	projects.		The	Insights	Dashboard	shows	project	profitability	data	for	a	chosen	period	in	a	visual,	easy-to-understand	format.		This	profitability	report	shows	project	income	versus	expenses	and	total	billable	hours	tracked.	You	can	also	export	this	profitability	report	in	CSV	or	Excel	format.		While	the	fundamental	ROI	formula
stays	the	same	for	all	projects,	how	you	calculate	net	profit	and	cost	of	investment	varies	with	each	project	model.		Fixed	price	projects	have	a	well-defined	budget	from	the	start,	so	calculating	ROI	for	fixed	price	projects	is	straightforward.	With	this	type	of	project,	you	know	both	the	total	revenue	and	the	total	costs	of	the	project,	so	the	calculation	is
as	follows:	First,	you	need	to	calculate	the	net	profit	by	subtracting	the	project’s	expenses	from	the	fixed	price	paid	by	the	client.		Then,	you	can	calculate	ROI	using	the	formula	shown	in	the	previous	section.		For	example,	if	a	client	pays	$100,000	and	the	project	costs	$70,000,	the	net	profit	is	$30,000.		Then,	calculate	the	ROI:	divide	the	net	profit	by
the	project	costs	and	multiply	by	100,	which	is	$30,000/$70,000	×100	=	42.86%	In	this	case,	the	ROI	is	42.86%.	T&M	projects	have	a	flexible	budget	and	charge	clients	for	the	actual	time	spent	and	materials	used.		Calculating	ROI	for	T&M	projects	can	be	more	challenging	as	revenue	and	costs	vary.		Here’s	how	to	do	it:	Track	billable	hours
accurately	and	make	sure	to	account	for	all	labor	costs.		Keep	a	precise	record	of	the	materials	you	used	for	the	project	and	their	costs.	Calculate	the	net	profit:	the	total	billable	hours	minus	labor	costs	and	materials.	Calculate	the	project’s	ROI	using	the	formula	above.		For	example,	if	total	billable	hours	result	in	$120,000	and	labor	and	materials
cost	$90,000,	subtract	these	costs	to	get	a	net	profit	of	$30,000.		Next,	calculate	the	ROI:	divide	the	net	profit	by	the	total	costs	and	multiply	by	100.	This	formula	gives	$30,000/	$90,000	×100	=	33.33%	The	ROI	of	33.33%	indicates	that	the	project	has	a	33.33%	return	on	the	investment.	Further	Reading:	Time	and	Materials	vs.	Fixed	Fee:	What	To
Choose?	For	recurring	revenue	projects	like	subscriptions	or	ongoing	service	contracts,	you	must	assess	profitability	for	each	billing	cycle	and	determine	the	average	ROI	over	the	client’s	lifetime.		This	is	a	simplified	process	of	the	ROI	calculation	for	this	kind	of	project:	Calculate	the	net	profit	for	each	period	(e.g.,	monthly,	quarterly,	etc.)	Calculate
ROI	for	each	period	Calculate	the	average	ROI	over	the	client’s	lifetime	For	example,	if	monthly	revenue	is	$10,000	and	costs	are	$6,000,	the	net	profit	would	be	$4,000.	Then,	calculate	the	ROI	for	the	month	by	dividing	the	net	profit	by	the	costs	and	multiplying	by	100,	resulting	in	$4,000	/	$6,000	×100	=	66.67%	Repeat	this	calculation	for	each
billing	period.	Finally,	calculate	the	average	ROI	over	the	entire	client	relationship	by	averaging	these	periodic	ROI	percentages.	This	approach	provides	a	clear	measure	of	profitability	over	time.	You	might	ask	why	should	project	managers	and	business	owners	calculate	project	ROI.	The	answer	lies	in	the	benefits	this	process	provides:	Prioritize
profitable	projects:	Not	all	projects	are	created	equal.	Some	might	deliver	profitable	numbers,	others	might	give	you	negative	project	ROI.		When	you	calculate	ROI	for	projects,	it’s	easy	to	see	what	brings	in	the	most	profit	and	what	doesn’t	to	help	prioritize	profitable	projects	and	clients.		Spot	bottlenecks	and	solve	them	timely:	Your	company’s
leadership	wants	to	see	project	ROI	and	profit.		Calculating	project	ROI	lets	you	spot	potential	negative	numbers	and	take	action	to	boost	your	chances	of	approval.		Evaluate	project	success:	Project	ROI	is	a	key	measure	of	project	success.	A	high	ROI	indicates	the	project	successfully	met	its	financial	goals.		The	higher	the	ROI,	the	better.			Promotes
growth:	Looking	at	your	projects	through	the	ROI	lens	gives	you	useful	insights	into	what	works	and	what	doesn’t	to	make	changes	to	improve.		Here’s	a	practical	example	of	how	to	calculate	project	ROI:	Let’s	say	a	tech	company	decided	to	create	a	new	project	management	software.	They	set	a	budget	of	$500,000	for	research,	development,
marketing,	and	distribution.		After	launching,	the	software	generated	$750,000	in	sales	in	the	first	year.		We	calculate	ROI	with	the	formula:	ROI	=	Net	profit/Investment	cost	x	100	First,	we	find	the	net	profit	by	subtracting	the	cost	from	the	revenue:	Net	profit	=	$750,000	–	$500,000	=	$250,000	Then,	we	can	calculate	the	project	ROI:	ROI	=
$250,000/$500,000	x	100	=	50%	Achieving	a	50%	ROI	proves	the	project	was	profitable	and	a	good	financial	decision.		You’ve	calculated	your	project	ROI,	and	the	results	were	not	so	good.	The	goal	now	is		to	improve	the	ROI	of	future	projects.		Here	are	some	tips	to	do	that.	Project	estimates	are	the	foundation	for	the	project’s	expectations,	costs
and	timelines.		Estimates	help	you	track	progress	and	negotiate	project	budgets.	That’s	why	they	should	be	as	accurate	as	possible.		Alex	Taylor,	Head	of	Marketing	at	CrownTV,	agrees	that	accurate	estimates	can	lead	to	higher	ROI:	“In	my	experience,	one	best	practice	that	I	highly	recommend	to	improve	project	ROI	is	to	make	more	accurate
estimates.	While	it	may	seem	like	a	simple	concept,	it	holds	immense	power	in	maximizing	profitability	and	success.	Accurate	estimates	let	us	set	realistic	expectations	from	the	start.	When	we	can	accurately	estimate	the	resources	required,	the	time	needed,	and	the	potential	costs	involved,	we	can	make	informed	decisions	and	allocate	resources
efficiently.	This	ensures	that	our	projects	are	planned	and	executed	with	precision,	reducing	the	likelihood	of	costly	delays,	unexpected	expenses,	and	resource	wastage.”	With	Toggl	Track,	you	can	access	historical	project	data	to	create	accurate	estimates:	Go	to	Reports,	then	Summary	Report,	and	see	the	time	and	costs	of	past	projects	in	a	clear,
visual	report.		Find	similar	project	tasks	using	the	Project	filter.	See	how	long	each	task	took	to	complete	and	create	more	accurate	estimates.		To	track	project	progress	and	see	how	actual	time	compares	with	estimates,	access	the	Project	Dashboard	on	the	Projects	tab	and	select	the	project	you	want	to	track.		Here,	you	can	see	a	forecast	of	when	a
project	should	end	based	on	estimates	and	progress	against	the	fixed	fee	amount	you	set	at	the	start.		The	more	your	team	works	on	billable	projects,	the	more	revenue	they	bring	in.		Improving	your	team’s	billable	utilization	rate	can	boost	the	ROI	of	your	project,	but	it	can	also	hurt	it.		Give	your	team	members	too	much	work,	and	they	risk	burnout,
which	impacts	their	productivity	and	your	bottom	line.		To	avoid	this,	use	Toggl	Plan’s	Availability	Overview	feature	to	always	assign	the	right	amount	of	billable	work	to	your	team.		In	this	view,	you	can	see	each	team	member’s	booking	percentage	and	available	hours	for	more	efficient	project	planning.		Further	Reading:	How	to	Increase	Billable
Hours:	7	Ethical	Ways	Non-billable	tasks,	while	essential	for	day-to-day	operations,	do	not	directly	generate	revenue.		Common	non-billable	activities	include	admin	duties,	internal	meetings,	email	management,	and	client	communication.	These	tasks	do	not	lead	to	billable	work.		Identifying	and	reducing	the	time	spent	on	these	tasks	means	you	can
allocate	more	time	to	revenue-generating	work	and	improve	a	project’s	ROI.		Tom	McSherry,	the	Managing	Director	of	LeadLocal,	highlights	how	important	it	is	to	make	the	most	of	internal	meetings:	“Efficient	meetings	are	about	saving	time	and	fostering	mutual	understanding	within	the	project	team.		We	utilize	meetings	to	revisit	our	project
benchmarks,	delegate	responsibilities	clearly,	and	brainstorm	creative	digital	strategies	for	our	clients.	These	steps	lead	towards	our	project’s	success	and	increased	ROI.”	The	first	step	in	effectively	reducing	non-billable	tasks	is	to	identify	them.	With	Toggl	Track,	team	members	can	easily	track	time	spent	on	unpaid	work	throughout	the	day.		Toggl
Track	then	generates	Summary	reports	to	show	exactly	how	much	time	your	team	spends	on	non-billable	tasks.		Bottleneck	tasks	can	slow	progress,	cause	delays,	and	negatively	impact	your	project’s	ROI.		Your	goal	is	to	identify,	address,	and	manage	bottlenecks	to	minimize	disruption.		Uku	Tomikas,	the	CEO	of	Messente,	talks	about	how	his	team
tackles	bottleneck	tasks:	“We	use	project	management	software	to	visualize	each	project’s	workflow,	allowing	us	to	identify	delays	and	bottleneck	issues	quickly.	Through	regular	check-ins	and	our	open-door	policy,	team	members	are	encouraged	to	report	issues	as	they	occur,	allowing	us	to	respond	promptly	and	keep	projects	moving	forward.”	You
can	use	Toggl	Track’s	Summary	Report	to	see	how	much	time	your	team	spent	on	what	tasks	and	identify	bottlenecks	easily.		Accurate	and	detailed	invoicing	based	on	time	tracking	data	builds	client	trust	and	minimizes	time	spent	resolving	invoice	disputes.		With	Toggl	Track,	you	can	create	PDF	invoices	from	your	tracked	time	and	send	them	to
clients	to	receive	faster	payments.		Here’s	how:	Go	to	the	Reports	page	and	create	a	Summary	Report.		Then,	click	“Create	Invoice”	on	the	bottom	right	side,	as	shown	below.	You	can	also	customize	invoices	by	adding	invoice	ID,	purchase	order	numbers,	tax,	custom	memos,	and	more.		With	the	right	tools,	calculating,	tracking,	and	improving	your
project	ROI	is	relatively	easy.		Want	to	see	how	Toggl	Track	can	help	you	measure	project	ROI,	avoid	scope	creep,	and	improve	profitability?	Sign	up	for	a	free	Toggl	Track	account	now.	Work	tools	to	elevate	your	productivity	–	apps	for	incredibly	simple	time	tracking	and	effective	project	planning.	Understanding	how	to	calculate	the	potential	return
on	investment	(ROI)	of	a	project	is	an	essential	financial	skill	for	all	professionals	to	develop.	If	you’re	an	employee,	knowing	how	to	calculate	ROI	can	help	you	make	the	case	for	a	project	you’re	interested	in	pursuing	and	have	taken	the	lead	on	proposing.	If	you’re	a	manager,	understanding	ROI	can	give	you	greater	insight	into	your	team's
performance.	If	you’re	an	executive,	working	knowledge	of	ROI	can	make	it	easier	for	you	to	identify	which	projects	should	be	greenlit	and	which	should	be	passed	over.	Once	ROI	is	proven,	it	may	be	possible	to	replicate	success	by	applying	lessons	learned	from	the	first	project	to	other	segments	of	the	business.	If	you’re	unfamiliar	with	accounting
and	finance,	the	prospect	of	determining	the	ROI	of	a	project	may	seem	beyond	your	abilities.	However,	it’s	not	an	overly	complicated	process.	By	understanding	the	basics	of	financial	valuation,	which	can	enable	you	to	put	a	monetary	value	on	companies,	projects,	or	anything	that	produces	cash	flows,	anyone	can	learn	to	calculate	the	ROI	of	a
project.	Free	Guide:	Financial	Terms	Cheat	Sheet	Access	your	resource	today.	DOWNLOAD	NOW	What	Is	Return	on	Investment?	Return	on	investment	(ROI)	is	a	metric	used	to	denote	how	much	profit	has	been	generated	from	an	investment	that’s	been	made.	In	the	case	of	a	business,	return	on	investment	comes	in	two	primary	forms,	depending	on
when	it’s	calculated:	anticipated	ROI	and	actual	ROI.	Anticipated	vs.	Actual	ROI	Anticipated	ROI,	or	expected	ROI,	is	calculated	before	a	project	kicks	off,	and	is	often	used	to	determine	if	that	project	makes	sense	to	pursue.	Anticipated	ROI	uses	estimated	costs,	revenues,	and	other	assumptions	to	determine	how	much	profit	a	project	is	likely	to
generate.	Often,	this	figure	will	be	run	under	a	number	of	different	scenarios	to	determine	the	range	of	possible	outcomes.	These	numbers	are	then	used	to	understand	risk	and,	ultimately,	decide	whether	an	initiative	should	move	forward.	Actual	ROI	is	the	true	return	on	investment	generated	from	a	project.	This	number	is	typically	calculated	after	a
project	has	concluded,	and	uses	final	costs	and	revenues	to	determine	how	much	profit	a	project	produced	compared	to	what	was	estimated.	Positive	vs.	Negative	ROI	When	a	project	yields	a	positive	return	on	investment,	it	can	be	considered	profitable,	because	it	yielded	more	in	revenue	than	it	cost	to	pursue.	If,	on	the	other	hand,	the	project	yields
a	negative	return	on	investment,	it	means	the	project	cost	more	to	pursue	than	it	generated	in	revenue.	If	the	project	breaks	even,	then	it	means	the	total	revenue	generated	by	the	project	matched	the	expenses.	Return	on	Investment	Formula	Return	on	investment	is	typically	calculated	by	taking	the	actual	or	estimated	income	from	a	project	and
subtracting	the	actual	or	estimated	costs.	That	number	is	the	total	profit	that	a	project	has	generated,	or	is	expected	to	generate.	That	number	is	then	divided	by	the	costs.	The	formula	for	ROI	is	typically	written	as:	ROI	=	(Net	Profit	/	Cost	of	Investment)	x	100	In	project	management,	the	formula	is	written	similarly,	but	with	slightly	different	terms:
ROI	=	[(Financial	Value	-	Project	Cost)	/	Project	Cost]	x	100	Check	out	our	video	on	return	on	investment	below,	and	subscribe	to	our	YouTube	channel	for	more	explainer	content!	View	Video	Calculating	the	ROI	of	a	Project:	An	Example	Imagine	that	you	have	the	opportunity	to	purchase	1,000	bars	of	chocolate	for	$2	apiece.	You	would	then	sell	the
chocolate	to	a	grocery	store	for	$3	per	piece.	In	addition	to	the	cost	of	purchasing	the	chocolate,	you	need	to	pay	$100	in	transportation	costs.	To	decide	whether	this	would	be	profitable,	you	would	first	tally	your	total	expenses	and	your	total	expected	revenues.	Expected	Revenues	=	1,000	x	$3	=	$3,000	Total	Expenses	=	(1,000	x	$2)	+	$100	=
$2,100	You	would	then	subtract	the	expenses	from	your	expected	revenue	to	determine	the	net	profit.	Net	Profit	=	$3,000	-	$2,100	=	$900	To	calculate	the	expected	return	on	investment,	you	would	divide	the	net	profit	by	the	cost	of	the	investment,	and	multiply	that	number	by	100.	ROI	=	($900	/	$2,100)	x	100	=	42.9%	By	running	this	calculation,
you	can	see	the	project	will	yield	a	positive	return	on	investment,	so	long	as	factors	remain	as	predicted.	Therefore,	it’s	a	sound	financial	decision.	If	the	endeavor	yielded	a	negative	ROI,	or	an	ROI	that	was	so	low	it	didn’t	justify	the	amount	of	work	involved,	you	would	know	to	avoid	it	moving	forward.	It’s	important	to	note	that	this	example	calculates
an	anticipated	ROI	for	your	project.	If	any	of	the	factors	affecting	expenses	or	revenue	were	to	change	during	implementation,	your	actual	ROI	could	be	different.	For	example,	imagine	that	you	have	already	purchased	your	chocolate	bars	for	the	agreed-upon	$2	apiece	and	paid	$100	to	transport	them.	If	the	most	that	the	store	will	pay	you	is	$2.25
per	chocolate	bar,	then	your	actual	revenues	drop	substantially	compared	to	your	projected	revenues.	The	result	is	a	reduced	net	profit	and	a	reduced	actual	ROI.	Actual	Revenues	=	1,000	x	$2.25	=	$2,250	Total	Expenses	=	(1,000	x	$2)	+	$100	=	$2,100	Net	Profit	=	$2,250	-	$2,100	=	$150	ROI	=	($150	/	$2,100)	x	100	=	7.14%	Circumstances	are
rarely	as	straightforward	as	this	example.	There	are	typically	additional	costs	that	should	be	accounted	for,	such	as	overhead	and	taxes.	In	addition,	there’s	always	the	possibility	that	an	anticipated	ROI	will	not	be	met	due	to	unforeseen	circumstances,	but	the	same	general	principles	hold	true.	How	to	Use	Finance	to	Pitch	Your	Project	Have	you	ever
pitched	a	project	to	senior	management,	only	to	have	the	idea	shot	down	under	the	guise	of	“not	making	financial	sense?"	It	happens	more	often	than	you	might	think.	By	learning	how	to	calculate	ROI	for	projects	you’re	interested	in	pursuing,	you	can	self-evaluate	them	before	they're	raised	up	to	decision-makers	within	your	organization	and	defend
them	as	they’re	being	considered.	Similarly,	by	understanding	how	to	calculate	ROI	after	a	project	you’ve	spearhead	is	done,	you	can	better	speak	to	the	contributions	that	you	and	your	team	have	made	toward	shared	company	goals.	High-performing	businesses	are	successful	because	they	make	smart	decisions	about	when	and	where	they	allocate
available	resources.	Calculating	the	ROI	of	a	project	before	it	moves	forward	can	help	ensure	that	you’re	making	the	best	possible	use	of	the	resources	you	have	available.	To	learn	more	ways	that	you	can	use	financial	concepts	to	improve	your	efficacy	and	advance	your	career,	explore	our	online	finance	and	accounting	courses	and	download	our	free
flowchart	to	determine	which	is	right	for	you.	Do	you	want	to	build	your	financial	fluency?	Download	our	free	Financial	Terms	Cheat	Sheet.	Calculating	your	project	ROI	is	the	key	to	hitting	your	revenue	goals	and	understanding	project	cash	flows	better.Fortunately,	calculating	it	isn’t	rocket	science.Using	the	basic	ROI	formula	we	share	below	you
can	quickly	and	effectively	calculate	your	project	profits	—	both	when	starting	a	project	and	after	having	completed	it.	We’ve	also	covered	the	importance	of	calculating	project	return.	What	is	project	ROI?Project	ROI	is	the	return	on	your	investment	in	a	particular	project.	It’s	the	profit	a	project	generates	after	you	exclude	all	the	project	costs	that	go
into	completing	it.Essentially,	calculating	project	financials	is	not	as	straightforward	as	looking	at	the	amount	you	make	from	a	project.	Instead,	there’s	a	significant	chunk	that	goes	into	working	on	the	project	(think:	payment	for	people	who	help	complete	the	work).There’s	also	a	sum	that	you	separate	out	in	taxes	and	overhead	costs	from	each
project.	Not	to	mention,	you’ve	to	factor	in	the	money	that	goes	into	the	tools	used	to	complete	the	work.Project	ROI	is	the	money	that	you’re	left	with	after	a	detailed	cost	analysis	of	the	expenses	going	into	project	planning,	management,	and	completion.That	said,	there	are	four	types	of	ROI	to	be	mindful	of:Anticipated	ROI.	This	is	the	expected	ROI
that	you	calculate	before	starting	a	project.	It’s	great	for	understanding	whether	a	project	is	worth	your	time.	Calculating	it	also	helps	with	deciding	on	which	projects	to	take	when	you’ve	almost	a	full	project	pipeline.	Actual	ROI.	This	is	the	ROI	that	you	calculate	upon	completing	a	project.	By	comparing	it	with	the	anticipated	ROI,	you	can	see	how
accurate	your	estimates	were.Positive	ROI.	Having	a	positive	ROI	indicates	that	the	return	on	the	project	is	higher	than	the	costs	that	went	into	completing	it.	Savvy	agencies	know	this	is	the	type	of	ROI	they	need	to	meet	their	revenue	goals.Negative	ROI.	As	its	name	suggests,	negative	ROI	doesn’t	yield	you	any	profit.	If	anything,	the	revenue	earned
is	less	than	the	costs	of	completing	a	project.	When	you	see	such	a	case,	it’s	best	to	not	take	a	project	delivering	negative	ROI	or	renegotiate	the	budget	with	your	client.Importance	of	ROI	in	project	managementThe	question	now	is,	why	bother	calculating	project	ROI?Because	it	helps	you:Understand	which	projects	are	bringing	in	the	most	profitNot
all	projects	deliver	the	same	financial	gain.Some	projects	deliver	an	incredible	ROI.	Others	might	be	a	full	waste	of	time,	giving	you	negative	project	ROI.But	by	calculating	project	ROI,	you	can	better	tell	which	projects	are	delivering	the	most	profit.	In	turn,	this	helps	you	understand	which	types	of	projects	to	take	on	and	which	clients	to	focus	on
retaining.Determine	which	projects	to	prioritizeWhen	you’ve	an	expected	ROI	ready,	you	can	start	prioritizing	projects	that	deliver	the	most	value.In	doing	so,	you	can	make	sure	progress	on	high-value	projects	is	on	track	throughout	the	project	journey	and	your	client	is	satisfied	from	the	start	to	the	end.	This	is	also	essential	for	retaining	clients	who
are	ideal	for	hitting	your	revenue	targets.It’s	easy	to	determine	the	subjective	value	a	project	delivers.	For	example,	it	may	be	a	good	client	logo	to	add	to	your	company.	Or	the	client	may	be	great	for	your	business	reputation.Knowing	your	project	ROI,	however,	gives	you	the	numbers	to	show	stakeholders	and	leadership	the	results	you’re	driving.
This	solid	data	is	also	helpful	for	planning	pivots	and	informing	your	customer	acquisition	strategy.	Say,	for	example,	you	want	to	target	more	construction	businesses	than	your	current	target	audience	of	luxury	resorts.	You	can	refer	to	your	project	ROI	numbers	to	back	the	decision.How	to	calculate	ROI	for	a	projectNow	that	the	fundamentals	are	out
of	the	way,	let’s	look	at	how	you	calculate	ROI.	Follow	these	steps:1.	Take	stock	of	project	detailsBegin	with	reviewing	the	work	that	goes	into	a	particular	project,	the	expenses	the	work	would	incur,	and	the	percentage	tax	applicable	on	it.Note	that	there’s	a	lot	to	account	for	when	it	comes	to	project	expenses.	These	include:Service	costsSoftware
costsOperating	expensesAny	additional	costs	Service	costs	are	further	broken	down	into	the	time	needed	to	complete	work	and	the	number	of	people	(plus	their	charges)	working	on	the	project.To	this	end,	calculate	your	expenses	using	this	formula:Total	expenses	=	software	costs	+	operating	costs	+	additional	costs	+	service	costs	(hours	to
complete	work	x	number	of	people	completing	work	x	hourly	wages)2.	Apply	the	project	ROI	formulaAfter	your	cost	assessment	is	complete,	apply	this	basic	ROI	calculation	formula:ROI	=	(Net	profit/cost	of	investment)	x	100OrROI	=	([Financial	Value	-	Project	Cost]	/	Project	Cost)	x	100If	you’re	sticking	with	the	first	formula	(both	are	the	same	with
the	latter	having	broken	down	net	profit),	net	profit	or	the	actual	profit	is	the	sum	that’ll	be	left	with	you	after	deducting	cost	expenses.Calculate	it	using	the	following	formula:Net	profit	=	expected	revenue	-	total	expensesThis	will	give	you	an	anticipated	project	ROI	value	to	keep	in	mind	as	you	start	working	on	the	project.And	to	make	sure	you
make	as	much	actual	ROI	as	the	number	you	expect,	keep	track	of	your	project	data	as	it	proceeds.	Using	a	project	management	software	such	as	Runn	that	helps	track	your	project	financials	makes	this	part	easy.	Runn	helps	you	track	the	actual	data	against	expected	data.For	instance,	if	you’ve	planned	for	XX	hours	for	a	project,	Runn	will	show	you
the	number	of	hours	completed	at	any	given	point	in	the	project’s	lifecycle.	Similarly,	it	shows	you	how	much	money	has	been	spent	as	compared	with	the	budget	for	the	tasks	at	hand.All	this	information	helps	you	see	how	well	you	are	on	track	to	achieving	your	expected	project	ROI.	You	can	also	use	this	information	to	catch	scope	creep	and
subsequent	revenue	leakage	in	time	so	that	it	doesn’t	eat	at	your	profits.	for	example,	you	can	note	there’s	more	time	going	into	a	project	than	planned	due	to	a	client’s	requests	on	the	project	not	included	in	the	original	project	plan.	Use	this	information	to	communicate	a	revised	budget	with	your	client	to	save	your	ROI.	3.	Cross-check	your	actual
ROI	with	anticipated	ROIOnce	a	project	closes,	calculate	your	actual	ROI	using	the	same	formula	shared	above.	This	time,	however,	instead	of	adding	estimates,	add	the	actual	values	to	the	formula.This	will	give	you	the	correct	number	of	the	profit	a	project	generated	—	improving	your	project	accounting.	And	while	you	are	at	it,	compare	both	your
actual	project	ROI	and	anticipated	ROI.	This	is	crucial	for	understanding	how	you	can	increase	your	project	revenue.		Project	ROI	exampleBefore	we	wrap	this	up,	let’s	show	you	how	this	simple	ROI	analysis	works	with	an	example.In	this	example,	let’s	assume	a	client’s	budget	is	$5,000.	This	is	your	expected	revenue.After	you	break	down	the	project
into	tasks	to	determine	the	work	that’ll	go	into	it	and	decide	on	who’s	working	on	it,	and	their	charges,	calculate	the	total	expenses.For	a	rough	example,	let’s	say:Software	expenses	are	$200Operating	costs	are	$500Service	costs	are	$2500	(two	people	working	on	the	project	at	a	day	rate	of	$250)Now,	add	all	of	these	expenses	($200	+	$500	+	$2500
=	$3,200)	to	get	your	cost	of	investment.	Finally,	apply	the	formula:	ROI	=	(Net	profit)	/	(cost	of	investment)	x	100Meaning:	1800/5000	x	100	=	36%	where	36%	is	the	project	return.	Ready	to	calculate	your	project	ROI?With	this	basic	ROI	calculation,	you	can	stay	on	top	of	your	profits	—	even	drive	more	of	it	as	you	learn	which	projects	are	the	most
profitable.By	tracking	your	project	financials	throughout	a	project’s	cycle,	you	can	also	identify	scope	creep	in	time	and	communicate	a	fresh	budget	with	your	client.	Remember	though,	you	need	to	use	this	ROI	formula	both	before	a	project	starts	and	once	it	ends.	This’ll	give	you	a	better,	more	complete	picture	of	the	profit	projects	drive	and	also
help	you	decide	which	projects	are	worth	pursuing	to	begin	with.Here’s	to	better	profit	profitability	​


