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Chapter 4

Justifying
Data Warehousing | nvestments

RamL.Kumar
University of North Carolina-Charlotte, USA

Organizations are increasingly recognizing the importance of information
technology. Manylargel T projectsin theareaof datawarehousingand data
mining have been taken up in the last few years.. -While many data
warehousing and data mining projects have resulted in interesting business
benefits, there are also many examples of cost and schedule overruns and
dissatisfaction regarding the results from these projects. A recent issue of
Information Week (May 24, 1999) reported that organizationsarecarefully
scrutinizing thereturnsfrom large data warehousing projects. This makes
itincreasinglyimportant for infor mation systemsprofessional sto under stand
the payoff fromdatawarehousing investments. Itisalsoextremelyimportant
for information systems professionals to articulate the business benefits of
data warehousing and other big ticket information technology projects in
terms that senior managersin general and finance executives in particular
canrelateto. Thisarticleoutlinesanapproachtojustifying datawarehousing
investmentsthat isbased on the coneept of optionsin finance. Thisapproach
tojustifyinginvestmentsisbe ngincreasingly recognized asbeing superior to
traditional methods by finance professional s (BusinessWeek, June 7, 1999).
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OPTIONS

Thissectionbriefly describesafinancial call option, whichisonetypeof a
financial option. A financial call optionisaright, but notanobligationtobuy a
financia asset (suchasashare). For exampl e, onecouldacquirean optionto buy
1,000 sharesof AMAZON.COM stock at$150 on3/1/2000 by payingacertain
amount of money (say $10,000) sincefinancial optionsaretraded. Thevaueof this
option dependsontheexpected priceof AMAZON.COM on 3/1/2000. Some
peoplemight bewillingtopay $10,000for thisoptionif they expect thepriceof
AMAZON.COM on3/1/2000to behighenough (higher than $160). They can
thenbuy 1,000 sharesof AMAZON.COM at $150 per share, sell themat aprice
higherthan$160and<till makeaprofitthat exceedstheirinitia payment of $10,000.
Itisimportanttorealizethat if on3/1/2000AMAZON.COM sharestradeat less
than $150, thenthe personwho bought theoption (theoptionhol der) need not buy
the1000sharesof AMAZON.COM. Theoptionhalder wouldthenlose$10,000
(theamount originally paidto acquiretheoption).-Thusthepersonwho buysthe
optionstandstogainanindeterminate (potentially large) amount of money if the
va ueof theunderlyingasset (AMAZON.COM stock) increases. However,losses
arelimitedto$10,000 evenif theva ueof theunderlying asset dropssignificantly.

Techniquesfor vauingfinancid call optionsexist. Thevaueof afinancid call
option thus depends on the expected value of the asset (stock) at the time of
exercisingtheoption. Inaddition, thevalueof call optionisgreater whenthereis
moreuncertainty surroundingthefutureval ueof thestock.

Itisbeingincreasingly recognizedthat thel ogicandtechniquesof financial
optionpricingareincreasingly relevantto*rea” investment projectsorinvestment
innon-financial assetssuchasinformationtechnology projects. Thenext section
discussesthe similarity between datawarehousing investmentsand financial
options.

THE DATA WAREHOUSING PROJECT AS AN

OPTION

I nvestment indatawarehous ng projectscanbecons deredsimilar tobuying
financid call options. Thecost of theprojectisanal ogoustathecost of buyingthe
optionorthevaueof theoption. Inother words, anorgani zationacquiresanoption
by investinginadata warehousingproject. Thisinvestment resultsintheoption
toget thebusi nessbenefitsof datawarehousing onthedate of compl etion of the
project by using sophisticated OL APand/or dataminingtechniques. Thevalue
of thisoptioncanbecal cul ated (approximatel y) us ngtechniquesbasedonfinancia
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