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Internet Infrastructure and ROI

Introduction

Traditional ROI (Return on Investment) is a way to accurately measure returns on various business initiatives.  A business that invests $10,000 in a direct mail campaign clearly wants to see the results in terms of leads generated, contacts made, and number of products sold.  Only then can a business get their bearings for future planning, and make adjustments based what did and did not work so the next mailing will produce even greater returns.

ROI also applies to every on-line business solution or Web project (Internet, Intranet, and E-commerce).  Determining the methodology of an ROI strategy should be one of the first steps in planning a web site. An effective ROI strategy not only provides a foundation for businesses to determine the success of their online solution, but helps businesses develop future plans to bring their projects to the next level. 

Various theories abound on what should and should not be covered for an effective web-building strategy that delivers optimal ROI.  There is no one right answer. However, three often overlooked factors should be considered. The first relates to the cost of downtime; that is, the negative ROI realized (loss of revenue) when a site goes down.  A second, and more common direct measure of ROI, relates to how a web site can reduce corporate expenses. 

Less easy to measure, in terms of ROI, are indirect returns. These returns are determined through many intangible variables that can occur when a site goes down. Examples of indirect measures include the loss of company reputation among the customer, the loss of brand equity, the loss of customer loyalty.   It is these variables, or the inability to control them, that can ultimately do the most long-term damage to any business enterprise.  Therefore, they must be considered when planning an ROI strategy for a site.

Downtime Cost ROI

A direct measure for ROI for the Internet may be the cost of not doing business. For example, at an E-commerce site, a direct measure of ROI could be derived from the loss of business, in dollar amounts, that results from the site going down. Dell Computer realizes more than $14 million in revenues on its site each day.  Therefore, in theory, a one hour glitch in service at dell.com could cost the company more than $580,000 in terms of lost revenues.  In a sense, the loss of business becomes the measure of ROI.

So how can a business make sure that their site is always providing around-the-clock uptime to customers and vendors – to realize maximum return on their Internet investment?

An effective ROI strategy should include an investment in an Internet Traffic Management (ITM) appliance behind the infrastructure, one that includes both high availability and load balancing capabilities.  

To distinguish, load balancing, like an air traffic controller, involves directing incoming site traffic to provide optimal performance for that site; high availability guarantees that the servers and devices will always be available to the customer.  This last point is critical for an effective ROI strategy.  The real dollar cost of a site that is down, especially an E-commerce site, can be detrimental to the bottom line, as in our example with Dell Computer.  ROI strategies should take this possibility into account when planning the network infrastructure, which can be derived from a simple formula:

ROI = (Incremental Dollar Benefits/Internet Traffic Management Investment)

Expense Reduction ROI

Another way to measure a direct ROI for the Internet is to calculate how the Web site has reduced corporate expenses.  For example, using the web, companies can open new lines of distribution for ordering products, checking order status, and obtaining shipping/billing information for their distributors and partners.  Performing these activities over the web reduces the need for printed manuals, lessens the overhead costs needed to maintain a customer service rep answering phone calls, and makes information in the corporate database immediately accessible online.

For example, Sun Microsytems was able to measure a direct ROI by calculating the amount of money they saved by publishing their 700-page catalog of books on Sun and Sun-related technologies online.  The cost of the web site, $5,000, was much less expensive than the printing and distribution of a massive, 700-page paper catalog.  

While this example shows a clear benefit, the opportunity cost of an Internet Traffic Management product  should also be added into all similar ROI equations. Sun Microsystems may have initially had the perception of saving money by publishing on-line, but unless the published material was made easily and quickly accessible to their targets (without error messages, missing content, and downtime) the overall return for spending $5,000 on the web site clearly would have been diminished.  A site is of no use unless people can access the information.  Adding the cost/benefit of an ITM product into the initial ROI planning would assure that “all the bases were covered,” before the site went live. 

Brand Equity ROI

The hard dollar costs or savings shouldn’t be the only measure in determining an effective ROI strategy.  Less tangible, but equally as important, is the perception of the customer when they are unable to access your site, or are met with error messages.  In the case of E-commerce, if an error message occurs because of a dead link to an inoperable server, the customer loses confidence in the web site and won’t feel secure entering sensitive information such as credit card numbers.  To the buyer, it’s a security risk perception.

This leads into the larger picture of brand equity, and the importance of considering it within the ROI planning process.  E-commerce, for example, should not only be perceived as a means to sell products, but as an opportunity to build brand equity for the company.   Millions of consumers may realize that you sell products on-line (thousands of dollars may have been previously spent to make this fact known).  Yet if your site is difficult to access, or sends back error messages, you’ve lost an opportunity to build brand equity, to differentiate your products through a positive E-commerce experience.

An easy to use, easy to access site therefore builds customer loyalty, and becomes that intangible extra, the successful advertisement that can clearly differentiate your company and products within the mind of the consumer.  The keys to building this loyalty is deceptively simple: make sure that your site is always available and ready to take customer orders.  And the only way to make sure this happens is to build the proper infrastructure behind the site to successfully handle the ever-increasing customer demands.

But how do you measure intangibles such as customer loyalty and brand equity?  A customer satisfaction survey may be the best way to track the impact of an ITM device.  It is important that such a survey is instituted before the ITM product is installed, so that customer reaction can be tracked after it is up and running.

Surveys, focus groups and interviews are some of the tools that will allow managers to establish baselines and measure changes going forward.  Questions regarding customer attitudes and behaviors, learning and innovation are common baseline measures for the tracking the effectiveness of a Web solution. 

Case Study:  Alaska Airlines

Alaska Airlines, Inc. provides scheduled air service to 36 cities in Alaska, Arizona, California, Nevada, Oregon, Washington, British Columbia, and eight destinations in Mexico and Russia via their Internet ticketing services.  Voted by readers of Conde Nast Traveler as the best major airline in the country, Alaska has been breaking earnings records over the last several years.

As such, they realized a significant growth in their Internet ticketing.  To help ensure continued Internet sales growth, Alaska corporate management challenged the company’s web team to increase ticket sales from the existing 2,100 per week to more than 2,500 per day, with a goal of 1 million hits per day.

Alaska determined ROI for adding a server solution that would provide them with a highly redundant, reliable solution to handle their increasing web traffic today and well into the future.

Their goals for effective ROI required a zero-downtime server solution that would enable Alaska to save money through their E-commerce ticketing strategy.  It would also help Alaska centralize administrative functions, increase performance, and support the anticipated traffic growth of the site.    

Building The Solution

Alaska used a Internet Traffic Management controller to intelligently allocate Internet requests across Alaska’s two Windows NT servers, thereby guaranteeing that their site would be up 24x7.  This solution also provided Alaska with full redundant, fail-safe technology that addressed the requirements of the initial project, while also providing a complete integrated solution that could scale with Alaska’s planned growth.

The Results

With the ITM controller in place, Alaska Airlines has realized a $2 million dollar savings over the last year based solely on their ticketing technology.  And they expect that savings to grow exponentially.  The initial investment in the ITM controllers has been exceeded by the return, not only in terms of dollar amounts, but in the less measurable customer confidence of having a site that is always performing around the clock.

Summary

ROI applies to every on-line business solution or web project, including Internet, Intranet, and E-commerce, and provides a foundation for businesses to determine their success of their online solution.  Determining the methodology to measure ROI should not only apply to the site, but to the infrastructure behind the site as well.  Various ROI solutions abound, and are different for every business.  Consideration should be given to the returns predicted, but also to the less measurable indirect returns, such as brand equity, customer loyalty, and a company’s reputation.  The effective ROI strategy will take into consideration all of these often overlooked factors in order to provide optimal accuracy and effectiveness that a business can truly rely upon.
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