CASE STUDY 16.10
CALCULATING ROI ON HEALTHY FOOD VENDING MACHINES
Following the two steps below, here is a simple ROI calculation.  With ROI, one uses a measure to evaluated the efficiency of an investment or to compare the efficiency of a number of different investments.  The following figures are based on a northern European scenario but are neither representative of any country in particular.
Scenario
Your kitchen has managed to prepare some excellent healthy food which you could potentially also distribute via a new generation of nice-looking and efficient vending machines.  So imagine that you purchase a vending machine for £5,000 and invest another £1000 for the products that will go into the machine for the year.  As such, you could consider that your total investment is £6,000.  After some good calculations you figure out that from the sales of healthy food and drinks from the machines, you would make a £200 profit per month.  As such you would earn a total of £2,400 per year from the vending machine.
Of course, you have to take into consideration the costs associated with operating the machine.  You found a hotel that is willing to have the machine in the lobby, but the hotel requires a yearly rent of £300.  You also estimate the maintenance for the machine to cost around £100 for the year (since it is a brand new vending machine).
Calculating the ROI
Step 1.  Work out the formula;  
(income from investment – operating cost of investment)/initial cost of investment
Step 2. Calculate the ROI
Using the formula in Step 1, calculate the ROI












Income = £2,400
Operating costs include rent (£300) and maintenance (£100)
Initial Investment = £6,000
Formula
(£2,400) - £300 + £100)/£6,000 = 0.33 or 33%
33% is thus the ROI per year on the machine.

Conclusion
Is the investment’s ROI good enough?  From a purely financial standpoint, should you purchase the equipment based on that ROI.
[bookmark: _GoBack]In order to answer the questions, one should analyse the ROI from other options available (e.g. storing the money in the bank, investing on the stock market etc) and derive the final decision.
