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How do you know software will pay off?

Most leaders wrestle with this question, and the answer isn’t as simple as comparing license
fees or implementation costs. ROl isn’t hiding in the price tag. It’s in the value you can’t see at
first glance. The biggest gains often come from places leaders overlook: faster processes, fewer
errors, happier customers, and resilience when things change.

This article gives you the essentials every leader should know about forecasting software ROI.
It’s not a full how-to guide (that’s what Parts 1 & 2 of our series cover in detail), but it will help
you understand why quick cost comparisons fall short and what your next steps are in building a
credible ROI forecast.

Why Superficial ROI Analysis Fails

When ROl is reduced to “Which option costs less upfront?” decisions often backfire. Some
options may look cheaper at first glance, but hidden trade-offs (like poor fit, rigid workflows,
and vendor-driven volatility) can erode ROl over time. A credible forecast looks beyond initial
cost and captures the full picture of value and risk.

The Essentials for a Credible Forecast

Here are the four pillars of a realistic, risk-aware ROl model. Each one is explained in depth in
Part 1: A Practical Framework, but here’s the high-level view:

1. Start with your current state

You can’t measure improvement without knowing where you stand. Begin by mapping your
existing workflows and capturing baseline metrics. This means:

e Document the steps in processes you want to improve.

e Measure time spent and labor costs for each step.

e |dentify error rates and hidden costs like rework, refunds, or compliance issues.
e Convert these into dollar values for clarity.

A solid baseline makes your ROI forecast credible and ensures every improvement is tied to
reality.

2. Model multiple drivers

ROl isn’t one-dimensional. Software impacts your business in many ways, from reducing errors
to improving customer loyalty. To build a complete forecast, work through these drivers:
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Driver

Time savings

Description

Lower labor cost and faster cycle times

Quality improvements

Less waste, rework, error-related costs

Customer experience

Retention, referrals, lifetime value

Employee experience

Productivity, lower support tickets, reduced turnover

Risk reduction

Fewer disruptions, compliance/security incidents

Data visibility & decisions

Avoided mistakes, faster opportunity capture

Direct monetary ROI

New revenue, margin improvements

Adaptability Ability to evolve without disruption when requirements change

Control Owning your product and roadmap to avoid vendor-driven
surprises

Ownership Turning software into a long-term asset that adds equity and

protects proprietary processes

The last 3 drivers can only be unlocked with custom software and it’s important to factor
these in when weighing custom against off-the-shelf products.

3. Use ranges and confidence factors

Avoid single-point estimates as they create false certainty. Instead, make your forecast show

both variability and confidence:

e Show best, worst, and most-likely scenarios to illustrate variability.

e Apply confidence levels to each assumption (e.g., 80-90% for measured time savings vs.

40-60% for estimates forecasting increased revenue due to higher customer loyalty).

This makes your forecast transparent and risk-aware.

4. Compare multi-year benefits to total cost

Most software delivers value for 3—5 years or more, so your forecast should reflect the longer

lifespan of costs and benefits.
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How Custom Changes the ROl Equation

When looking at a custom solution, you unlock strategic advantages that generic tools can’t
match; advantages that often determine whether ROl compounds or erodes over time.

e Fit: Custom aligns closer with your workflows, eliminating friction and unlocking
efficiency across every driver above.

e Adaptability: Requirements change, markets shift, regulations evolve, new revenue
models emerge. Custom software adapts without disruption, so ROl grows instead of
collapsing under forced workarounds. In other words, it ensures the fit will last longer.

e Control: Owning your roadmap means no surprise licensing hikes, no disappearing
features, and no vendor-driven disruptions. Every change becomes a choice, not a crisis.

These factors don’t just protect ROI, they amplify it. When your technology evolves as easily as
your ideas, every improvement multiplies and every change compounds value over time.

For example, here is a table from the construction scenario (Summit Builders) from Part 2:
Custom vs. Off-the-Shelf, focusing on the fit-related drivers alone:

Metric (5-year) Off-the-shelf = Custom
Gains from fit-related improvements $2.14M $6.32M
Investment (implementation + ongoing) | S0.50M $1.75M
ROI Ratio 4.3x 3.6x

Net Gain $1.64M $4.57M

What to notice:

o The off-the-shelf option shows a higher ratio in this specific case, but the custom option
delivers nearly 3x the net gain because it captures more value across multiple drivers.

e When you add adaptability and control (e.g., avoiding forced changes, responding to
new compliance rules quickly), custom’s advantage expands further.

Beyond ROI: Ownership as a Strategic Asset

When you own your software, you aren’t just buying functionality. You’re creating an asset that
strengthens your business:
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e Build equity: Your technology becomes part of company value, not just an operating
expense.

o Protect proprietary processes: Be free to utilize unique workflows giving you an
advantage over your competition.

o Predictable economics: Avoid licensing volatility and roadmap surprises.

Valuation impact: Owned IP can improve outcomes in M&A or investor evaluations.

Owning the system that powers your processes often pays back outside the typical ROI
table.

How Latitude 40 Can Help

Building a credible ROI forecast takes time and expertise. If you need support, we can help by:

e Mapping your current processes and identifying ROI drivers

e Modeling best, worst, and most-likely scenarios with confidence factors
¢ Comparing options objectively

e Packaging insights into clear, executive-ready summaries

Our goal is to give you a forecast you can trust, so you choose the solution that delivers the
most value for your business.

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

e Part 1: A Practical Framework for ROl Forecasting — Dig deep into the step-by-step

process for creating risk-aware, multi-driver ROl models.

e Part 2: Custom vs. Off-the-Shelf ROl Lenses — Discover how adaptability, control, and
ownership can amplify each ROl driver dramatically.

e Part 3: Essentials Every Leader Should Know — A concise executive summary for

leadership.
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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.

j 303-544-2191

@ hello@latitude40.com

@ www.latitude40.com
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