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Using Cost Benefit Analysis to determine the financial viability of a project 
 
Cost-benefit analysis is a valuable tool used in decision-making processes, particularly in 
business and economics. It involves evaluating the potential costs and benefits of a decision 
or project to determine its overall feasibility and desirability. 
 
This can be compelling in the B2B marketplace where sellers and buyers interact to reach 
agreement on procurement decisions. Typically, the process compares the costs of a current 
position, which is usually problematical, against the costs of introduction a solution to that 
problem. The cost benefit analysis will make clear whether the solution is financially viable 
over a period of time and that any return on the investment made is positive and sufficient 
to warrant its adoption. 
 
The first step in conducting a cost-benefit analysis is to identify and quantify all the costs 
associated with a particular decision or project. These costs may include initial investment, 
ongoing operational expenses, and any potential risks or drawbacks. On the other hand, the 
benefits need to be identified and quantified as well. These can encompass tangible benefits 
(monetary) such increased revenue, cost savings, intangible benefits (non-monetary) such 
as improved reputation, or social and environmental impacts. 
 
Once all the costs and benefits have been identified and quantified, they are then compared 
to determine whether the benefits outweigh the costs. If the benefits exceed the costs, the 
decision or project is considered economically viable. However, if the costs outweigh the 
benefits, it may be necessary to reconsider the decision or explore alternative options. 
 
Cost-benefit analysis provides a structured approach to evaluating decisions by considering 
both quantitative and qualitative factors. It helps in making informed choices by weighing 
the potential gains against the potential losses. Additionally, it enables organizations to 
prioritize projects based on their potential for delivering the greatest overall benefit. 
 
In conclusion, cost-benefit analysis is a valuable tool for decision-making, providing a 
systematic way to assess the economic viability of projects or decisions. By carefully 
examining both costs and benefits, organizations can make more informed choices that 
align with their strategic objectives and maximize their resources. 
 
 
Understanding Return on Investment (ROI) and Its Importance in Business 
 
Return on Investment (ROI) is a step further than cost benefit analysis. It is a crucial financial 
metric used by businesses to evaluate the profitability of an investment relative to its cost. It 
is a key performance indicator that helps businesses make informed decisions about where 
to allocate resources and assess the success of their investments. Here we delve into the 
concept of ROI, its significance, and how it is calculated. 
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What is ROI? 
ROI is a financial ratio that measures the gain or loss generated on an investment relative to 
the amount of money invested. It is expressed as a percentage and provides a clear picture 
of the profitability of an investment. The formula for calculating ROI is: (Net Profit / Cost of 
Investment) x 100. 
 
Significance of ROI: 
Understanding ROI is essential for businesses for several reasons. Firstly, it helps in 
evaluating the attractiveness of different investment opportunities. By comparing the ROIs 
of various projects or initiatives, businesses can prioritize where to allocate their capital for 
maximum returns. 
 
Secondly, ROI aids in assessing the performance of past investments. By analysing the ROI of 
previous projects, businesses can identify which investments were successful and which 
ones underperformed. This analysis informs future decision-making and strategic planning. 
 
Calculating ROI: 
To calculate ROI, one needs to determine the net profit generated from an investment and 
divide it by the cost of the investment. The result is then multiplied by 100 to obtain the 
percentage ROI. For example, if an investment generates a net profit of £50,000 and the 
cost of the investment was £200,000, the ROI would be calculated as follows: (£50,000 / 
£200,000) x 100 = 25% 
 
Interpreting ROI: 
A positive ROI indicates that an investment has generated more returns than its cost, 
signalling profitability. A negative ROI, on the other hand, means that the investment has 
resulted in a loss. It's important to note that while a higher ROI is generally preferred, it 
should be considered alongside other factors such as risk and time horizon. 
 
The basics are represented in this way: 
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Of course, you need to put real numbers behind this to bring it to life but this is how in 
general it should look. 
 
In conclusion then, ROI is a fundamental tool for businesses to measure the success of their 
investments and make informed decisions about resource allocation. By understanding and 
effectively utilizing ROI, businesses can optimize their financial performance and drive 
sustainable growth. 
 
I hope this article provides you with a comprehensive understanding of Return on 
Investment (ROI) and its significance in business decision-making.  
 
If you want more information or would like to engage me to help with a project, please 
make contact. 
 
Thanks. 
 
 
Norman Wilkinson 
CEO and Principal Consultant 

 
norm@influentialsales.co.uk 
07944 116891 
 
www.influentialsales.co.uk 
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