Smart Choice Candidates

Summary of Costs and Benefits

Return on investment (ROI):  We used the ROI to measure ‘bang for the buck’— specifically, it shows the amount each dollar invested will provide in returns.  Thus if an investment has a 50% return on investment, it will return the initial amount spent, plus 50% of the initial amount invested (i.e., a $100 investment that results in total benefits of $150 would have a profit of $50 and a return on investment of 50%).  ROI calculations for the business cases were modified to consider the time value of money.  

Internal rate of return (IRR):  The IRR method of analyzing a major purchase or project allows us to consider the time value of money; essentially, it produces the interest rate that is equivalent to the dollar returns we expect from our project. Once this rate is known, it can be compared to the rates USDA could earn by investing in other projects or investments.  

Note that occasionally IRR can produce numbers that are quite high, such as for Content Management below.  This is due to an implicit assumption that all returns are reinvested each year at the rate specified in the IRR.  To show a more realistic return, a modified IRR removing this assumption, and instead assuming that proceeds are not reinvested, is included next to each IRR calculation.

Net present value:  This number measures the absolute amount an investment will add to the wealth or ‘profit’ of USDA, taking into account the time value of money; it measures the time-adjusted benefits minus the time-adjusted costs.  

Enabling Opportunities:

Content Management:

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007

	Total Benefits
	0
	6,600
	48,527
	83,003
	97,053
	98,303

	Total Costs
	85
	5,390
	15,689
	19,474
	13,374
	5,030

	ROI

IRR

Net Present Value
	546%

2767% (304%)

$300,778


eAuthentication:

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007
	FY 2008

	Total Benefits
	0
	0
	7,048
	18,674
	23,632
	23,632
	23,632

	Total Costs
	136
	2,776
	6,062
	3,972
	3,516
	3,516
	3,516

	ROI

IRR

Net Present Value
	347%

196% (59%)

$86,925


eLearning:

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007

	Total Benefits
	0
	4,740
	7,263
	13, 760
	13,760
	9,520

	Total Costs
	55
	4,260
	1,641
	250
	250
	1,735

	ROI

IRR

Net Present Value
	539%

1509% (211%)

$40,980


Information Management:

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007

	Total Benefits
	0
	2,845
	14,111
	22,961
	35,602
	44,164

	Total Costs
	160
	5,495
	20,070
	18,055
	1,995
	1,620

	ROI

IRR

Net Present Value
	200%

134% (56%)

$91,034


Portals:

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007

	Total Benefits
	0
	6,750
	14,800
	17,300
	17,800
	18,600

	Total Costs
	96
	7,133
	5,962
	441
	345
	947

	ROI

IRR:

Net Present Value
	465%

789% (135%)

$65,098


Web Presence:

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007

	Total Benefits
	0
	584
	2,208
	2,208
	1,091
	1,040

	Total Costs
	187
	1,957
	1,220
	454
	986
	454

	ROI

IRR:

Net Present Value
	37%

50% (17%)

$187,400


Total Estimated Costs and Benefits for Enabling Opportunities

	Dollars (000’s)
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007
	FY 2008

	Total Benefits
	$0
	$21,519
	$93,957
	$144,146
	$188,938
	$195,259
	$23,632

	Total Costs
	$719
	$27,011
	$50,644
	$42,646
	$20,466
	$13,302
	$3,516


Strategic Opportunities:
eGrants:

	Dollars (000’s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6

	Total Benefits
	0
	645
	2,314
	3,676
	4,097
	4,514

	Total Costs
	2,517
	2,657
	2,689
	365
	400
	400

	ROI

IRR

Net Present Value
	45%

27% (18%)

$3,731


eLoans:

	Dollars ($,000s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Total Benefits
	$3,400
	$6,700
	$10,200
	$15,300
	$23,600

	Total Costs
	$1,143
	$5,142
	$6,720
	$4,443
	$4,443

	ROI

IRR

Net Present Value
	161%

N/A

$30,230


Food Safety & Security Tools:

	Dollars ($000s)
	Year 1
(FY 2002)
	Year 2
(FY 2003)
	Year 3 
(FY 2004)
	Year 4 
(FY 2005)
	Year 5 
(FY 2006)

	Total Benefits
	0
	0
	9,445
	18,890
	37,780

	Total Costs
	150
	5,280
	6,365
	10,295
	9,435

	ROI

IRR

Net Present Value
	100%

124% (65%)

$26,246


Online Trade Assistance:

	Dollars ($000s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7

	Total Benefits
	0
	6,500
	7,500
	8,500
	9,500
	10,500
	11,500

	Total Costs
	5,825
	5,075
	3,600
	1,250
	450
	0
	0

	ROI

IRR

Net Present Value
	193%

71% (40%)

$29,858


Web-based Supply Chain Management:

	Dollars (000’s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Total Benefits
	0
	34,300
	82,500
	133,700
	178,960

	Total Costs
	26,060
	24,152
	21,552
	15,252
	6,846

	ROI

IRR

Net Present Value
	48 - 325%

37 - 149% (31 - 93%)

$41,936 - $284,610


Total Estimated Costs and Benefits for Strategic Opportunities

	Dollars ($000s)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7

	Total Benefits
	$3,400 
	$48,145 
	$111,959 
	$180,066 
	$253,937 
	$15,014 
	$11,500 

	Total Costs
	$35,695 
	$42,306 
	$40,926 
	$31,605 
	$21,574 
	$400 
	$0 


� No internal rate of return exists for this stream of cash flows, as all periods have a net positive outcome (i.e., benefits exceed costs in all years); as a result, any discount rate greater than zero will result in a positive NPV (which leads to an infinite IRR).  





USDA/OCIO/eGovernment Program • July 9, 2002

Page 1

