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Why Forecasting ROI Matters 
Before investing in software (whether off-the-shelf or custom) leadership needs confidence that 

the investment will pay off. But ROI isn’t always obvious upfront. Many benefits like time 

savings, risk reduction, and improved experiences are harder to value and quantify before 

implementation. 

This article introduces a practical framework for building credible, risk-aware ROI forecasts for 

software initiatives. It’s Part 1 of our Forecasting Software ROI series, a resource designed to 

help leaders make smarter investment decisions. Later parts build on this foundation with 

strategic comparisons and executive insights. 

How to Approach ROI Estimation 
Before you start crunching numbers, remember that ROI estimation is about building a 

reasonable forecast, not perfect precision. The goal is to create a transparent, defensible model 

that helps leadership make informed decisions. Let’s walk through the process so you can see 

how each step builds on the next. 

1. Start with Current State Analysis 
You can’t measure improvement without knowing where you stand today. Begin by mapping 

your existing processes and capturing baseline metrics: 

• Document workflows: Identify the steps involved in the process you want to improve. 

• Measure time and cost: How many hours does each step take? What’s the labor cost per 

hour? 

• Track error rates and waste: Don’t overlook the hidden costs that quietly drain 

resources. This includes mistakes in data entry, mis-shipped orders, or compliance errors 

that require rework. Each error carries a price in the form of labor, potential refunds, lost 

revenue, and even reputational damage. Waste can also show up as duplicated effort or 

scrapped materials caused by inaccurate information. Quantifying these costs gives you 

a clearer picture of the financial impact and sets a strong baseline for improvement. 

• Ask deeper questions: Go beyond surface metrics. For example: 

o What happens when an error occurs (extra labor, refunds, lost customers)? 

o If we could save a salesperson 5 hours per week, how many more customers 

could they sell with that extra time? 

o What downstream effects would eliminating rework have on other departments? 

• Assign dollar values: Convert time and errors into financial terms for clarity. 
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Example: 

Suppose you want to determine your total costs for an invoice generation process. 

Regular Processing Metric 

Invoices per month 2000 

Time per invoice 5 min 

Time per month 166.7 hours 

Labor cost per hour $30/hour 

Total labor cost $5,000/month 

$60,000/year 

 

Error Mitigation Metric 

Error rate 5% (100 errors/mo) 

Cost per error Labor: $50 

Lost revenue/refunds: $150 

Reputational impact: $25 

Total: $225 

Total error cost $270,000/year 

 

Total baseline cost = $60,000 + $270,000 = $330,000/year. 

Reducing errors by 80% and cutting processing time by 50% with new software could save 

$216,000 in error costs plus $30,000 in labor, for a combined $246,000 annually. 

2. Use Assumptions and Ranges 
Forecasting is inherently uncertain, so in many cases it may be smart to avoid single-point 

estimates. Instead, create best-case, worst-case, and most-likely scenarios. This shows 

leadership the variability and risk. 

Continuing our example: 
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Scenario Error Reduction Time Savings Annual Savings 

Best Case 90% 60% $270,000 

Most Likely 80% 50% $246,000 

Worst Case 50% 30% $165,000 

 

These ranges make your forecast more credible because you acknowledge uncertainty upfront. 

3. Apply Confidence Factors 
Confidence factors help you communicate uncertainty clearly and avoid overpromising. They 

answer the question: How sure are we about these numbers? Even with best/worst/likely 

ranges, some assumptions are stronger than others. Applying confidence factors makes your 

forecast more transparent and risk-aware. 

How to choose confidence levels: 

• High Confidence (70-90%): Based on hard data or direct observation (e.g., time savings 

measured in a pilot). 

• Medium Confidence (40-70%): Based on historical trends or partial data (e.g., error 

reduction inferred from similar projects). 

• Low Confidence (20-40%): Based on assumptions about behavior or adoption (e.g., 

customer retention improvements). 

Continuing our invoice example: 
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Adjusted savings based on our most-likely scenario: 

• Error reduction portion = $216,000 × 60% (Medium confidence) = $129,600 

• Time savings portion = $30,000 × 80% (High confidence) = $24,000 

Total adjusted = $153,600/year 

This step shows leadership the difference between raw estimates and risk-adjusted forecasts. It 

also highlights where more data could improve confidence. 

4. Compare Multi-Year Benefits to Total Project Cost 
Software rarely delivers value for just one year. Most solutions provide benefits for 3-5 years or 

more, so factor in lifespan: 

Formula: 

Gross ROI = (Annual Benefits × Lifespan) ÷ Project Cost 

This represents Gross ROI, which compares total projected benefits to the investment cost. For 

a more conservative view, you can calculate Net ROI by subtracting the project cost from total 

benefits before dividing. 

Continuing the example: 
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Metric Value 

Annual adjusted savings $147,000 

Lifespan 5 years 

Total benefit (Annual adjusted 

savings × Lifespan) 

$738,000 

Project cost $175,000 

Gross ROI 4.2x 

The 7 ROI Drivers 
By now, you’ve seen how to build a realistic ROI forecast: start with your current state, create 

ranges, apply confidence factors, and compare multi-year benefits to project cost. But the 

example we used focused mainly on time and error reduction, just two of the many ways 

software creates value. 

In reality, most projects deliver ROI from multiple angles. Beyond labor and quality 

improvements, you might see gains in customer experience, employee engagement, risk 

reduction, and even better decision-making. These factors often combine to produce a much 

stronger return than any single driver alone. 

Instead of thinking about ROI as one big number, break it down into the different areas where 

software will create value for you. These “ROI drivers” are the building blocks of your forecast, 

and the first one is often the easiest to spot. 

1. Direct Monetary ROI 
This is the simplest case: revenue goes up, costs go down. 

Example: Adding online ordering for a restaurant that previously only took phone orders, 

boosting weekly sales by 10%. 

Formula: 

• Forecast additional revenue based on market analysis or pilot data  

• Subtract development or subscription cost  

• Apply a confidence factor 

Sample Math: 
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Metric Value 

Weekly sales increase $2,000 

Confidence factor 75% 

Annual Revenue Impact $2,000 × 52 × 75% = $78,000 

Project cost $40,000 

Gross ROI $78,000 ÷ $40,000 = 1.95x (year 1) 

 

If your project has a clear revenue impact, ROI is straightforward. But most process-

improvement projects don’t fit this mold, which is why we may need to look deeper. 

2. Time Savings = Cost Savings 
Every hour saved is money saved, and those savings compound over time. 

Example: Automating payroll compliance reports that HR staff currently spend 10 hours 

preparing every week. 

Formula: 

• Estimate hours saved per employee 

• Multiply by hourly labor cost × number of employees × 52 weeks 

• Compare savings to the total estimated cost of the software project 

• Apply a confidence factor 

Sample Math: 

Metric Value 

Hours saved per employee 10 / week 

Employees 3 

Hourly Rate $30 

Total savings 10 × 3 × $30 = $900/week 

$900 × 52 = $46,800/year 

Confidence factor 80% 
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5-Year savings $46,800 × 5 × 80% = $187,000 

Project Cost $60,000 

5-Year Gross ROI $187,000 ÷ $60,000 = 3.12x 

 

Even small efficiencies add up quickly across multiple employees. Beyond labor costs, consider 

the fact that time savings often free up skilled staff for higher-value work, which accelerates 

growth while keeping you lean. 

3. Quality Improvements 
Better quality reduces costs that often hide in plain sight such as waste, rework, and errors. 

Example: A system that validates product configurations before shipping, preventing costly 

returns and customer complaints. 

Formula: 

• Estimate current error rate and cost per error (labor, refunds, lost revenue) 

• Forecast reduction in errors after implementation 

• Multiply by expected volume over a year 

• Apply a confidence factor 

Sample Math: 

Metric Value 

Current error cost (100% 

confidence) 

$500 per incident × 200 

incidents/year = $100,000 

Expected error reduction 

(100% confidence) 

80% reduction = $80,000/year 

3-Year Savings $80,000 × 3 = $240,000 

Project Cost $100,000 

3-Year Gross ROI $240,000 ÷ $100,000 = 2.4x 

 

This should be combined with other drivers like reputation damage. Every error avoided means 

fewer refunds, happier clients, and less time spent fixing problems. Over time, these gains 
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compound, creating a more reliable operation and freeing your team to focus on growth instead 

of damage control. 

4. Customer Experience 
Happier customers mean higher retention, more referrals, and stronger brand loyalty. 

Example: A mobile-friendly booking app for a home services company, reducing booking time 

from 10 minutes to 2 minutes and improving customer satisfaction. 

Formula: 

• Estimate impact on churn rate or repeat business 

• Use historical data or industry benchmarks for retention improvements 

• Assign a dollar value to retained customers or increased lifetime value 

• Apply a confidence factor (customer behavior is harder to predict) 

Sample Math: 

Metric Value 

Current total customers 2000 

Value per customer $1,000 

Most likely retention 

Improvement 

5% 

Confidence factor 50% 

# of customers retained 2000 × 5% × 50% = 100 

3-Year savings 100 × $1,000 × 3 = $300,000 

Project cost $75,000 

3-Year Gross ROI $300,000 ÷ $75,000 = 4x 

 

Customer experience improvements rarely show up as an immediate spike in revenue, but they 

create lasting impact. Every smoother interaction builds trust, loyalty, and brand reputation. 

These factors drive repeat business and referrals over time. In competitive markets, the ability 

to deliver a frictionless experience isn’t just nice to have. It’s what keeps customers coming back 

and positions your business ahead of the rest. 
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5. Employee Experience 
Better tools reduce frustration, improve productivity, and lower IT support costs.  

Example: Giving field technicians a simple mobile app to log work instead of filling out paper 

forms or struggling with outdated software. 

Formula: 

• IT support savings: Average cost per support ticket × reduction in ticket volume (or 

hours saved by IT staff × hourly rate) 

• Direct productivity gains: Hours saved × hourly rate × frequency 

• Reduced turnover: Cost of hiring and training replacements × expected reduction in 

attrition 

• Employee engagement: Use benchmarks (i.e. engaged employees are 10% more 

productive) 

• Apply a confidence factor 

Sample Math: 

Metric Value 

IT ticket savings 200/year at $25 each = $5,000/year 

Productivity gains 2 hours/week saved × 50 employees × 

$30/hour × 52 weeks = $156,000/year 

Reduced turnover 10 employees/year at $5,000 

replacement cost = $50,000/year 

Productivity lift 10% productivity lift = $15,000/year 

(conservative estimate) 

Confidence factor 70% across the board 

3-Year adjusted savings ($5,000 + $156,000 + $50,000 + $15,000) 

× 3 × 70% = $474,000/year 

Project cost $100,000 

3-Year Gross ROI $474,000 ÷ $100,000 = 4.7x 

 

When employees have intuitive tools, they work faster, need less support, and stay longer. 
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6. Risk Reduction 
Avoiding a major failure can deliver the biggest ROI of all. Risk comes in many forms: 

• Compliance Risk: Missing regulatory requirements can lead to fines, audits, and 

reputational damage. 

• Security Risk: Data breaches or unauthorized access can result in legal liability and lost 

customer trust. 

• Operational Risk: Manual processes or fragile spreadsheets increase the chance of 

errors that disrupt business operations. 

• Financial Risk: Inaccurate billing or forecasting can lead to revenue leakage or 

unexpected costs. 

Example: Replacing shared spreadsheets for client billing with a secure cloud platform that 

prevents accidental deletions and ensures compliance with financial regulations. 

Formula: 

• Identify risks the software addresses 

• Estimate potential cost of a failure (regulatory fines, breach-related expenses, lost 

business) 

• Assign probability (i.e., 10% chance per year) 

• ROI = (Potential cost × probability) – cost of prevention 

Simple Math: 

Metric Value 

Potential compliance failure cost $500,000 

Probability each year 10% 

Solution value $50,000/year 

Annual licensing cost $40,000 

Gross ROI per year $50,000 ÷ $40,000 = 1.25x 

 

Risk reduction is often overlooked because it’s hard to quantify until something goes wrong, but 

one catastrophic event can erase years of profit. Investing in systems that protect your business 

isn’t just smart; it’s essential for long-term stability. 
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7. Data Visibility and Better Decisions 
For growing companies, data visibility isn’t just a convenience. When you have multiple 

departments, hundreds of employees, and complex operations, the cost of slow or inaccurate 

decisions skyrockets. The right software doesn’t just store data. It turns it into actionable 

insights that accelerate growth and reduce risk. 

Example: A cloud dashboard that consolidates key metrics from finance, operations, and sales 

into one real-time view, eliminating manual reporting and enabling leaders to act quickly across 

the organization. 

Formula: 

• Faster decisions: Estimate financial impact of quicker responses (e.g., avoiding 

stockouts, adjusting pricing sooner) 

• Error reduction: Cost of decisions made on outdated or incomplete data 

• New opportunities: Forecast potential revenue from insights that reveal untapped 

markets or product trends 

Sample Math: 

Metric Value 

Avoided stockouts and 

pricing delays 

$50,000/year 

Discovered revenue 

opportunities 

$25,000/year 

Total value $50,000 + $25,000 = $75,000/year → $375,000 

over 5 years 

Implementation cost $75,000 

Licensing/support cost $20,000/year → $100,000 over 5 years 

5-Year Gross ROI $375,000 ÷ ($75,000 + $100,000) = 2.1x 

 

Putting It All Together 
Most software projects deliver ROI from multiple angles, not just time savings or error 

reduction. Gains in customer experience, employee engagement, risk mitigation, etc. often 
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combine to create a much stronger return than any single driver alone. If you stop at the 

obvious benefits, you’ll leave value on the table and potentially make a bad decision. 

To build a complete ROI forecast: 

• Map every driver: Don’t limit your analysis to revenue or labor savings. Include quality, 

experience, risk, and decision-making improvements. 

• Work out the numbers for each driver: Even intangible benefits like customer loyalty or 

employee engagement can be quantified using retention rates, lifetime value, or 

productivity benchmarks. Conservative estimates are better than ignoring them. 

• Use ranges and confidence factors: Show best, worst, and most-likely scenarios to make 

your forecast credible and risk-aware. 

• Combine multi-year benefits: Most solutions deliver value for 3–5 years or more. 

Multiply annual benefits by lifespan to see the full picture. 

• Validate assumptions: Document your logic so leadership understands where numbers 

come from and where uncertainty remains. 

A thorough forecast that captures all drivers gives decision-makers a clearer view of true ROI 

and strengthens your case for investment. 

The Bottom Line 
Every business’s ROI will vary based on its unique processes, goals, and operating environment. 

Factors like labor costs, error rates, customer behavior, and system lifespan differ widely across 

industries and even between departments. That’s why it’s critical to tailor your assumptions and 

confidence factors to your own data rather than relying on generic benchmarks. A customized 

approach ensures your forecast reflects reality and supports better decision-making. 

Remember that predicting ROI isn’t about perfect precision. It’s about building a realistic 

forecast with clear assumptions. When you measure ROI holistically, process-improvement 

projects often deliver more impact than revenue-focused ones. 

Next Steps 
In Part 2: Custom vs. Off-the-Shelf, we show why custom software is an ROI amplifier. When 

your system fits perfectly, every efficiency gain multiplies, and hidden drivers like adaptability 

and control unlock value generic tools can’t create. When flexibility is built in, every change 

compounds ROI instead of eroding it. And when you own your roadmap, you turn risk into 

resilience. Custom software transforms ROI from a one-time metric into a growth engine that 

keeps accelerating. 



 

11001 W. 120th Ave, Suite 400, Broomfield, CO 80021 | 303-544-2191 | www.latitude40.com 
14 

Explore the Complete Guide Series 
This article is part of our Forecasting Software ROI series, a resource designed to help 

companies make smarter software investment decisions by combining practical frameworks 

with strategic insights. 

The series walks through practical steps and strategic considerations for building credible ROI 

forecasts: 

• Part 1: A Practical Framework for ROI Forecasting – Learn the step-by-step process for 

creating risk-aware, multi-driver ROI models. 

• Part 2: Custom vs. Off-the-Shelf ROI Lenses – Discover how adaptability, control, and 

ownership can amplify each ROI driver dramatically. 

• Part 3: Essentials Every Leader Should Know – A concise executive summary for 

leadership. 

About Latitude 40 
Latitude 40 is a U.S.-based software development partner focused on helping businesses stay 

lean, responsive, and ahead of the curve. Our experienced on-shore professionals work 

alongside your team to deliver tailored solutions that solve real business challenges. 

We emphasize reducing risk through thoughtful, incremental improvement and designing 

systems that deliver measurable ROI. Every engagement is built to strengthen your operations 

today while giving you the flexibility to adapt tomorrow. Technology should be a growth engine, 

not a roadblock. 

303-544-2191 

hello@latitude40.com  

www.latitude40.com 
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