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The issue of measuring the return on investment (ROI) in education, training, human resource development, and performance improvement causes much debate.  It is rare for a topic to stir up emotions to the degree the ROI issue seems to generate.  ROI is characterized as flawed and inappropriate by some, while others describe it as the only answer to their accountability concerns.  The truth probably lies somewhere in between these two extreme viewpoints.  Understanding the drivers for the ROI process and the inherent weaknesses and advantages of ROI will make it possible to take a rational approach to the issue and implement an appropriate mix of evaluation strategies including ROI.  This chapter presents the basic issues concerning ROI.

Key ROI Issues

A Comprehensive Process

The ROI Process™ is a comprehensive process that provides a scorecard of six measures.  These measures represent input from various sources during different time frames.  The measures include: 

1.
Reaction and satisfaction

2.
Learning

3. Application and implementation

4. Business impact

5. Return on investment

6. Intangible benefits

In addition, the ROI Process utilizes at least one technique to isolate the effects of the program from other influences.  This comprehensive measurement system requires success with many issues and must become a routine part of the learning development cycle.


The ROI Process™, and the Jack Phillips Center for Research™ are trademarks owned by the FranklinCovey Company. 


ROI Is Here To Stay

One thing is certain in the ROI debate—it is not a fad.  As long as there is a need for accountability of education and training expenditures, and the concept of an investment payoff is desired, ROI will be utilized to evaluate major investments in education and training.

A fad is a new idea or approach or a new spin on an old approach.  The concept of ROI has been used for centuries.  The 75th anniversary issue of Harvard Business Review (HBR) traced the tools used to measure results in organizations (Sibbet, 1997).  In the early issues of HBR, during the 1920’s, ROI was the emerging tool to place a value on the payoff of investments.  In recent years, the application of the concept has been expanded to all types of investments including training and education, change initiatives, and technology (Phillips, 2000a).  With increased adoption and use, it appears that ROI is here to stay.  Today, hundreds of organizations, representing manufacturing, service, non-profit, and government, are routinely developing ROI calculations for education and training programs.  A professional society, The ROI Network™, with over 500 members, allows practitioners an opportunity to share information and tools around ROI. The ROI Network can be reached at roinetwk@aol.com.  Other list serves and networks have been formed within organizations to focus on ROI and the accountability issue.  Almost 1,000 individuals have been certified to implement the process within their organizations.  Three casebooks have been developed to show specific applications of ROI (Phillips, 1994, 1997, 2000c).  A fourth casebook describes successful implementation of the ROI process (Phillips, 1998).  This level of interest and activity is more evidence that the ROI process is here to stay.

Why ROI?

There are good reasons why return on investment is such a hot topic.  Although the viewpoints and explanations may vary, some things are very clear.  First, in most organizations education and training budgets have continued to grow year after year (Training, 1999).  As expenditures grow, accountability becomes a more critical issue.  A growing budget creates a larger target for internal critics, often prompting the development of an ROI process.

Second, Total Quality Management and Continuous Process Improvement have brought increased attention to measurement issues.  Today organizations measure processes and outputs that were not previously measured, monitored, and reported.  This measurement focus has placed increased pressure on the education and training function to develop measures of program success.

Third, the proliferation of new hardware and software has created a need for accountability with technology.  For years, the implementation of new technology has escaped accountability.  Organizations have literally been willing to buy new technology, not knowing if the application would actually generate an appropriate return on investment.  Project sponsors have been burned by inappropriate and improperly designed technology implementations.  Today, that situation is changing, particularly in education and training.  Administrators and executives who fund new projects are asking for a process to demonstrate accountability, with a commitment to measure the return on investment after initial implementation.  This situation has caused more interest in accountability for any project utilizing technology, particularly in the education and training field.

Fourth, restructuring and reengineering initiatives and the threat of outsourcing has caused education and training executives to focus more directly on bottom-line issues.  Many education and training processes have been reengineered so that programs are more closely aligned with business needs, and maximum efficiencies are required in the training cycle.  These change processes have brought increased attention to evaluation issues and have resulted in measuring the contribution of specific programs.

Fifth, the business management mindset of many current education and training managers causes them to place more emphasis on economic issues within the function.  Today’s education and training manager is more aware of bottom-line issues in the organization and more knowledgeable of operational and financial concerns.  This new “enlightened” manager often takes a business approach to education and training and ROI is a part of the strategy.

Sixth, there has been a persistent trend of accountability in organizations all over the globe.  Every support function is attempting to show its worth by capturing the value that it adds to the organization.  From the accountability perspective, the education and training function should be no different from the other functions.  It must show its contribution to the organization.

Seventh, top executives are now demanding return on investment calculations from departments and functions where they were not previously required.  For years, training and education managers convinced top executives that training cannot be measured, at least to the monetary contribution level.  Yet, many of the executives are now aware that it can and is being measured in many organizations, thanks in part to articles in publications aimed at top executives (William and Mary Business Review, 1995).  Due to this increased awareness, top executives are subsequently demanding the same accountability from their training and education functions.  In some extremes, these functions are being asked to show the return on investment or face significant budget cuts (Gerber, 1994).  Others are just being asked for results.  The CEO for a global telecommunications company recently described it this way:  “For years we have evaluated training with measures such as number of participants, number of programs, length of programs, cost of programs, and content of programs.  These are input focused measures.  Now, we must show what these programs are doing for our company and speak in terms that we can understand.  We need output focused measures.”(private interview)  These no-nonsense comments are being repeated throughout major organizations.

Concerns with ROI

Although much progress has been made, the ROI process is not without its share of problems and drawbacks.  The mere presence of the process creates a dilemma for many organizations.  When an organization embraces the concept and implements the process, the management team is usually anxiously waiting for results, only to be disappointed when they are not quantifiable.  For an ROI process to be useful, it must balance many issues, including feasibility, simplicity, credibility, and soundness.  More specifically, three major audiences must be pleased with the ROI process to accept and use it.

Practitioners.  For years, education and training practitioners have assumed that ROI could not be measured.  When examining a typical process, they found long formulas, complicated equations, and complex models that made the ROI process appear to be too confusing.  With this perceived complexity, these practitioners could visualize the tremendous efforts required for data collection and analysis, and more importantly, the increased cost necessary to make the process work.  Because of these concerns, practitioners are seeking an ROI process that is simple and easy to understand so that they can easily implement the steps and strategies.  Also, they need a process that will not take an excessive amount of time to implement.  Finally, practitioners need a process that is not too expensive.  With competition for financial resources, they need a process that will not command a significant portion of the budget.  In summary, from the perspective of the practitioner, the ROI process must be user-friendly, time-saving, and cost-efficient.

Senior Managers/Sponsors/Clients.  Managers, who must approve education and training budgets, request programs, or cope with the results of programs, have a strong interest in developing the ROI.  They want a process that provides quantifiable results, using a method similar to the ROI formula applied to other types of investments.  Senior managers have a never-ending desire to have it all come down to ROI calculations, reflected as a percentage.  They, as do practitioners, want a process that is simple and easy to understand.  The assumptions made in the calculation and the methodology used in the process must reflect their frame of reference, experience, and level of understanding.  They do not want, or need, a string of formulas, charts, and complicated models.  Instead, they need a process that, when necessary, they can explain to others.  More importantly, they need a process with which they can identify; one that is sound and realistic enough to earn their confidence.

Researchers.  Finally, researchers will only support a process that measures up to their scrutiny and close examination.  Researchers usually insist that models, formulas, assumptions, and theories be sound and based on commonly accepted practices.  Also, they want a process that produces accurate values and consistent outcomes.  If estimates are necessary, researchers want a process that provides the most accuracy within the constraints of the situation, recognizing that adjustments need to be made when there is uncertainty in the process.  

The challenge is to develop acceptable requirements for an ROI process that will satisfy researchers and, at the same time, please practitioners and senior managers.  Sound impossible?  Maybe not.

Criteria for an Effective ROI Process

To satisfy the needs of the three critical groups described above, the ROI process must meet several requirements.  Ten essential criteria for an effective ROI process are outlined below (Phillips, 1997a).  These criteria were developed with input from hundreds of education and training managers and specialists:

1. The ROI process must be simple, devoid of complex formulas, lengthy equations, and complicated methodologies.  Most ROI attempts have failed with this requirement.  In an attempt to obtain statistical perfection, several ROI models and processes have become too complex to understand and use.  Consequently, they are not being implemented.

2. The ROI process must be economical, with the ability to be easily implemented.  The process should have the capability to become a routine part of education and training without requiring significant additional resources.  Sampling for ROI calculations and early planning for ROI are often necessary to make progress without adding new staff.

3. The assumptions, methodology, and outcomes must be credible.  Logical, methodical steps are needed to earn the respect of practitioners, senior managers, and researchers.  This requires a very practical approach for the process.

4. From a research perspective, the ROI process must be theoretically sound and based on generally accepted practices.  Unfortunately, this requirement can lead to an extensive, complicated process.  Ideally, the process must strike a balance between maintaining a practical and sensible approach and a sound and theoretical basis for the procedures.  This is perhaps one of the greatest challenges to those who have developed models for the ROI process.

5. An ROI process must account for other factors that have influenced output variables.  One of the most often overlooked issues, isolating the influence of an education program, is necessary to build credibility and accuracy within the process.  The ROI process should pinpoint the contribution of the program when compared to the other influences.

6. The ROI process must be appropriate with a variety of programs.  Some models apply to only a small number of programs, such as productivity training.  Ideally, the process must be applicable to all types of education and training and other programs such as career development, organization development, and major change initiatives.

7. The ROI process must have the flexibility to be applied on a pre-program basis as well as a post-program basis.  In some situations, an estimate of the ROI is required before the actual program is developed.  Ideally, the process should be able to adjust to a range of potential time frames for calculating the ROI.

8. The ROI process must be applicable with all types of data, including hard data, which is typically represented as output, quality, costs, and time; and soft data, which includes job satisfaction, customer satisfaction, absenteeism, turnover, grievances, and complaints.

9. The ROI process must include the costs of the program.  The ultimate level of evaluation compares the benefits with costs.  Although the term ROI has been loosely used to express any benefit of education or training, an acceptable ROI formula must include costs.  Omitting or understating costs will only destroy the credibility of the ROI values.

10. Finally, the ROI process must have a successful track record in a variety of applications.  In far too many situations, models are created but never successfully applied.  An effective ROI process should withstand the wear and tear of implementation and prove valuable to users.

Because these criteria are considered essential, an ROI process should meet the vast majority, if not all criteria.  The bad news is that most ROI processes do not meet these criteria.  The good news is that the ROI process presented below meets all of the criteria.

Building The Process

Building a comprehensive measurement and evaluation process is best represented as a puzzle where the pieces of the puzzle are developed and put in place over time.  Figure 1 depicts this puzzle and the pieces necessary to build a comprehensive measurement and evaluation process.  The first piece of the puzzle is the selection of an evaluation framework, which is a categorization of data.  The balanced scorecard process (Kaplan and Norton, 1993) or the four levels of evaluation developed by Kirkpatrick (1974) offer the beginning points for such a framework.  The framework selected for the process presented here is a modification of Kirkpatrick’s four levels to include a fifth level: return on investment.
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Figure 1.  ROI:  The Pieces of the Puzzle.


Next, an ROI process model must be developed showing how data is collected, processed, analyzed, and reported to various target audiences.  This process model ensures that appropriate techniques and procedures are consistently utilized to address almost any situation.  Also, there must be consistency as the process is implemented.

The third piece of the puzzle is the development of operating standards.  These standards help ensure the results of the study are stable and not influenced by the individual conducting the study.  Replication is critical for the credibility of an evaluation process.  Operating standards and guiding principles allow for replication, so that if more than one individual evaluates a specific program, the results are the same.

Next, appropriate attention must be given to implementation issues as the ROI process becomes a routine part of the education and training function.  Several issues must be addressed involving skills, communication, roles, responsibilities, plans, and strategies.

Finally, there must be successful case studies describing the implementation of the process within the organization, the value a comprehensive measurement and evaluation process brings to the organization, and the impact the specific program evaluated has on the organization.  While it is helpful to refer to case studies developed by other organizations, it is more useful and convincing to have studies developed directly within the organization.

The remainder of this chapter focuses on the individual pieces of the evaluation puzzle developing a comprehensive ROI process.

Evaluation Framework


The ROI process described in this chapter adds a fifth level to the four levels of evaluation developed by Kirkpatrick (1974) to measure the success of training.  The concept of different levels of evaluation is both helpful and instructive to understanding how the return on investment is calculated.  Figure 2 shows the five-level framework used in the ROI Process.

Level 1, Reaction, Satisfaction, and Planned Action, measures the level of satisfaction from program participants along with their plans to apply what they have learned.  Almost all organizations evaluate at Level 1, usually with a generic, end-of-program questionnaire.  While this level of evaluation is important as a customer-satisfaction measure, a favorable reaction does not ensure that participants have learned new skills or knowledge.

Level 2, Learning, focuses on what participants learned during the program using tests, skill practices, role plays, simulations, group evaluations, and other assessment tools.  A learning check is helpful to ensure that participants have absorbed the program material and know how to use it properly.  However, a positive measure at this level is no guarantee that what is learned will be applied on the job.  The literature is laced with studies showing the failure of learning to be transferred to the job (e.g., Broad, 1998).

At Level 3, Application and Implementation, a variety of follow-up methods are used to determine if participants applied on the job what they learned.  The frequency and use of skills are important measures at Level 3.  When training of technology applications is conducted, Level 3 measures the utilization of the technology.  While Level 3 evaluations are important to gauge the success of the application of a program, it still does not guarantee that there will be a positive business impact in the organization.

The Level 4, Business Impact, measure focuses on the actual results achieved by program participants as they successfully apply what they have learned.  Typical Level 4 measures include output, quality, costs, time, and customer satisfaction.  Although the program may produce a measurable business impact, there is still a concern that the program may cost too much.

	Level
	Measurement Focus

	1

Reaction, Satisfaction & Planned Action
	Measures participants reaction to, and satisfaction with, the program and captures planned actions.

	2

Learning
	Measures changes in knowledge, skills, and attitudes.

	3

Application and Implementation
	Measures changes in on-the-job behavior and progress with planned actions.

	4

Business Impact
	Measures changes in business impact variables.

	5

Return on Investment
	Compares program monetary benefits to the costs of the program.




Figure 2.  Five levels of evaluation.


Level 5, Return on Investment, the ultimate level of evaluation, compares the monetary benefits from the program with the program costs.  Although the ROI can be expressed in several ways, it is usually presented as a percent or cost benefit ratio.  The evaluation chain is not complete until the Level 5 evaluation is conducted.


While almost all education and training organizations conduct evaluations to measure satisfaction, very few actually conduct evaluations at the ROI level.  Perhaps the best explanation for this situation is that ROI evaluation is often characterized as a difficult and expensive process.  When business results and ROI are desired, it is also very important to evaluate the other levels.  A chain of impact should occur through the levels as the skills and knowledge learned (Level 2) are applied on the job (Level 3) to produce business results (Level 4).  If measurements are not taken at each level, it is difficult to conclude that the results achieved were actually caused by the program.  Because of this, it is recommended that evaluation be conducted at all levels when a Level 5 evaluation is planned.  This practice is consistent with the practices of benchmarking forum members of the American Society for Training and Development (Kimmerling, 1993) as well as best-practice corporate universities as identified in a study conducted by the American Quality and Productivity Center (AQPC, 2000).

The ROI Process Model


The calculations of the return on investment in education and training begins with the model shown in Figure 3, where a potentially complicated process can be simplified with sequential steps.  The ROI process model provides a systematic approach to ROI calculations.  A step-by-step approach helps keep the process manageable so that users can address one issue at a time.  The model also emphasizes the fact that this is a logical, systematic process which flows from one step to another.  Applying the model provides consistency between ROI calculations.  Each step of the model is briefly described below.
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Planning the Evaluation

One of the most important and cost-savings steps in the ROI process is planning the evaluation.  By considering key issues involved in the evaluation process, time, money, and frustration can be significantly reduced.  There are four specific elements of the evaluation process that should be considered during the initial stages of the planning process.

1.
Evaluation purposes are considered prior to developing the evaluation plan.  The purposes will often determine the scope of the evaluation, the types of instruments used, and the type of data collected.  For example, when an ROI calculation is planned, one of the purposes is to compare the cost and benefits of the program.  This purpose has implications for the type of data collected (hard data), type of data collection method (performance monitoring), the type of analysis (thorough), and the communication medium for results (formal evaluation report).  For most programs, multiple evaluation purposes are pursued.

2.
A variety of instruments are used to collect data.The appropriate instruments are determined in the early stages of developing the ROI.  Questionnaires, interviews, and focus groups are common instruments.  When deciding which instruments to use, those most fitting to the culture of the organization and most appropriate for the setting and evaluation requirements should be considered.

3.
Training programs are evaluated at five different levels as illustrated in Figure 2.  Data should be collected at Levels 1, 2, 3, and 4, if an ROI analysis is planned.  This helps ensure that the chain of impact occurs as participants learn the skills, apply them on-the-job, and obtain business results.

4.
A final element in planning evaluation is the timing of the data collection.  Sometimes, pre-program measurements are taken to compare with post-program measures.  In some cases, multiple measures are taken at different times throughout the process.  In other situations, pre-program measures are unavailable and specific follow-ups are taken after the program.  The important issue is to determine the timing for the follow-up evaluation.  For most education and training programs, a follow-up is usually conducted from 3 to 6 months after the program.

These four elements(evaluation purposes, instruments, levels, and timing(are all considerations in selecting the data collection methods and developing the data collection plan.  Once this preliminary information is gathered, the data collection plan and ROI analysis plan are developed.

The data collection plan.  After the above elements have been considered and determined, the data collection plan is developed.  The data collection plan outlines in detail the steps to be taken to collect data for a comprehensive evaluation.  The data collection plan usually includes the following items:

· Broad areas for objectives are developed for evaluation planning; more specific program objectives are developed later.

· Specific measures or data descriptions are indicated when they are necessary to explain the measures linked to the objectives.

· Specific data collection methodologies for each objective are listed.

· Sources of data such as participants, team leaders, and company records are identified.

· The time frame in which to collect the data is noted for each data collection method.

· Responsibility for collecting data is assigned.

The ROI analysis plan.  The ROI analysis plan is a continuation of the data collection plan.  This planning document captures information on several key issues necessary to develop the actual ROI calculation.  The key issues include:

· Significant data items, usually Level 4, business impact measures, but in some cases could include Level 3 data;

· The method for isolating the effects of the training and education program.

· The method for converting data to monetary values.

· The cost categories, noting how certain costs should be prorated.

· The anticipated intangible benefits.

· The communication targets – those to receive the information.

· Other issues or events that might influence program implementation.

These two planning documents are necessary to successfully implement and manage the ROI process.

Collecting Data

Following the planning process, implementation begins.  Data collection is central to the ROI process.  Both hard data, representing output, quality, costs, and time; and soft data, including work habits, work climate, and attitudes, are collected.  Data are usually collected during two time frames.  During the training process, Level 1 and Level 2 data are collected.  Following the training, Level 3 and Level 4 data are collected.  A variety of methods are used to collect the post-program data to be used in the ROI evaluation.

· Follow-up surveys are taken to determine the degree to which participants have utilized various aspects of the program.  Survey responses are often developed on a sliding scale and usually represent attitudinal data.  Surveys are useful in collecting Level 3 data.

· Follow-up questionnaires are administered to uncover specific applications of education and training.  Participants provide responses to a variety of open-ended and forced response questions.  Questionnaires can be used to capture both Level 3 and 4 data.

· On-the-job observation captures actual skill application and use.  Observations are particularly useful in customer-service training and are more effective when the observer is either invisible or transparent.  Observations are appropriate for Level 3 data.

· Post-program interviews are conducted with participants to determine the extent to which learning has been utilized on-the-job.  Interviews allow for probing to uncover specific applications and are appropriate with Level 3 data.

· Focus groups are conducted to determine the degree to which a group of participants have applied the training to job situations.  Focus groups are appropriate with Level 3 data.

· Program assignments are useful for simple short-term projects.  Participants complete the assignment on the job, utilizing skills or knowledge learned in the program.  Completed assignments can often contain both Level 3 or 4 data.

· Action plans are developed in programs and are implemented on the job after the program is completed.  A follow-up of the plans provide evidence of program success.  Level 3 and 4 data can be collected with action plans.

· Performance contracts are developed where the participant, the participant’s supervisor, and the instructor all agree on specific outcomes from education and training.  Performance contracts are appropriate for both Level 3 and 4 data.

· Programs are designed with a follow-up session which is utilized to capture evaluation data as well as present additional learning material.  In the follow-up session, participants discuss their successes with the program.  Follow-up sessions are appropriate for both Level 3 or 4 data.

· Performance monitoring is useful where various performance records and operational data are examined for improvement.  This method is particularly useful for Level 4 data.

The important challenge is to select the data collection method or methods appropriate for the setting and the specific program, within the time and budget constraints of the organization.

Isolating the Effects of the Program

An often overlooked issue in most evaluations, is the process to isolate the effects of education and training.  In this step of the ROI process, specific strategies are explored that determine the amount of output performance directly related to the program.  This step is essential because there are many factors that will influence performance data after education and training programs are conducted.  The specific techniques utilized at this step will pinpoint the amount of improvement directly related to the program.  The result is increased accuracy and credibility of the ROI calculation.  The following techniques have been utilized by organizations to address this important issue (Phillips, 1996a):

· A control group arrangement may be used to isolate impact.  With this technique, one group participates in the program while another, similar, group does not.  The difference in the performance of the two groups is attributed to the program.  When properly setup and implemented, the control group arrangement is the most effective way to isolate the effects of education and training.

· Trend lines are used to project the value of specific output variables, if the program had not been undertaken.  The projection is compared to the actual data after the program and the difference represents the estimate of the impact.  Under certain conditions this strategy can be an accurate way to isolate the impact of education and training.

· When mathematical relationships between input and output variables are known, a forecasting model is used to isolate the effects of a program.  With this approach, the output variable is predicted using the forecasting model with the assumption that the program is not conducted.  The actual performance of the variable after the program is then compared with the forecasted value to estimate the impact of education and training.

· Participants estimate the amount of improvement related to education and training.  With this approach, participants are provided with the total amount of improvement, on a pre-and post-program basis, and are asked to indicate the percent of the improvement that is actually related to the program.

· Supervisors of participants estimate the impact of education and training on the output variables.  With this approach, supervisors of participants are presented with the total amount of improvement and are asked to indicate the percent related to the program.

· Senior managers estimate the impact of education and training.  In these cases, managers provide an estimate or “adjustment” to reflect the portion of the improvement related to the program.  While perhaps inaccurate, there are some advantages of having senior management involved in this process, such as senior management ownership of the program.

· Experts provide estimates of the impact of education and training on the performance variable.  Because the estimates are based on previous experience, the experts must be familiar with the type of training and the specific situation.

· In supervisory and management training, the subordinates of participants identify changes in the work climate which could influence the output variables.  With this approach, the subordinates of the supervisors receiving training determine if other variables changed in the work climate that could have influenced output performance.

· When feasible, other influencing factors are identified and the impact estimated or calculated leaving the remaining unexplained improvement attributed to education and training.  In this case, the influence of all of the other factors are developed and the program remains the one variable not accounted for in the analysis.  The unexplained portion of the output is then attributed to the program.

· In some situations, customers provide input on the extent to which training has influenced their decision to use a product or service.  Although this strategy has limited applications, it can be quite useful in customer service and sales training.

Collectively, these ten techniques provide a comprehensive set of tools to isolate the effects of education and training.

Converting Data to Monetary Values

To calculate the return on investment, data collected at Level 4 is converted to monetary values to compare to program costs.  This requires a value to be placed on each unit of data connected with the program.  Ten approaches are available to convert data to monetary values where the specific technique selected usually depends on the type of data and the situation (Phillips, 1996b):

· Output data is converted to profit contribution or cost savings.  With this approach, output increases are converted to monetary value based on their unit of contribution to profit or the unit of cost reduction.  These values are standard values, readily available in most organizations.

· The cost of quality is calculated and quality improvements are directly converted to cost savings.  These values are standard values, available in many organizations.

· For programs where employee time is saved, the participant wages and benefits are used for the value of time.  Because a variety of programs focus on improving the time required to complete projects, processes, or daily activities, the value of time becomes an important and necessary issue.

· Historical costs and current records are used when they are available for a specific variable.  In this case, organizational cost data are utilized to establish the specific value of an improvement.

· When available, internal and external experts may be used to estimate a value for an improvement.  In this situation, the credibility of the estimate hinges on the expertise and reputation of the individual.

· External databases are sometimes available to estimate the value or cost of data items.  Research, government, and industry databases can provide important information for these values.  The difficulty lies in finding a specific database related to the situation.

· Participants estimate the value of the data item.  For this approach to be effective, participants must be capable of providing a value for the improvement.

· Soft measures are linked, mathematically, to other measures that are easier to measure and value.  This approach is particularly helpful when establishing values for measures that are very difficult to convert to monetary values, such as data often considered intangible like customer satisfaction, employee satisfaction, grievances, and employee complaints.

· Supervisors and managers provide estimates when they are both willing and capable of assigning values to the improvement.  This approach is especially useful when participants are not fully capable of providing this input or in situations where supervisors need to confirm or adjust the participant’s estimate.

· Education and Training staff estimates may be used to determine a value of an output data item.  In these cases it is essential for the estimates to be provided on an unbiased basis.

This step in the ROI model is very important and is absolutely necessary to determine the monetary benefits from education and training programs.  The process is challenging, particularly with soft data, but can be methodically accomplished using one or more of the above techniques.

Tabulating Program Costs

The next step in the process is tabulating the costs of the program.  Tabulating the costs involves monitoring or developing all of the related costs of the program targeted for the ROI calculation.  Among the cost components that should be included are:

· the cost to design and develop the program, possibly prorated over the expected life of the program;

· the cost of all program materials provided to each participant;

· the cost of the instructor/facilitator, including preparation times as well as delivery time;

· the cost of the facilities for the program;

· travel, lodging, and meal cost for the participants, if applicable;

· salaries plus employee benefits of the participants for the time they attend the program; and

· administrative and overhead costs of the education and training function allocated in some convenient way to the training program.

In addition, specific costs related to the needs assessment and evaluation should be included, if appropriate.  The conservative approach is to include all of these costs so that the total is fully loaded.

Calculating the ROI

The return on investment is calculated using the program benefits and costs.  The cost/benefit ratio is the program benefits divided by cost.  In formula form it is:


   BCR = 

The return on investment uses the net benefits divided by program costs.  The net benefits are the program benefits minus the costs.  In formula form, the ROI becomes:



ROI (%) = 



  x 100

This is the same basic formula used in evaluating other investments where the ROI is traditionally reported as earnings divided by investment.  The ROI from some programs is high.  For example, in sales, supervisory, leadership, and managerial training, the ROI can be quite large, frequently over 100%, while the ROI value for technical and operator training may be lower.

Identifying Intangible Benefits

In addition to tangible, monetary benefits, most education and training programs will have intangible non-monetary benefits. Data items identified that are not converted to monetary values, are considered intangible benefits.  While many of these items can be converted to monetary values, for various reasons they often are not, such as the process used for conversion is too subjective and the resulting values lose credibility in the process. These intangible benefits are the sixth measure reported in the ROI impact study report and may include:

· increased job satisfaction;

· increased organizational commitment;

· improved teamwork;

· improved customer service;

· reduced complaints; and

· reduced conflicts.

For some programs, these intangible, non-monetary benefits are extremely valuable, often carrying as much influence as the hard data items.

Operating Standards and Philosophy


To ensure consistency and replication of studies, operating standards must be developed and applied as the process model is utilized to develop ROI studies.  It is extremely important for the results of a study to stand alone and not vary with the individual conducting the study.  The operating standards detail how each step and issue of the process will be handled.  Figure 4 shows the ten guiding principles that form the basis for the operating standards.  

The guiding principles not only serve as a way to consistently address each step, but also provide a much needed conservative approach to the analysis.  A conservative approach may lower the actual ROI calculation, but it will also build credibility with the target audience.  For additional information on operating standards see other resources, Phillips (1997).
	Ten Guiding Principles

	

	1.
	When a higher level evaluation is conducted, data must be collected at lower levels.

	2.
	When an evaluation is planned for a higher level, the previous level of evaluation does not have to be comprehensive.

	3.
	When collecting and analyzing data, use only the most credible sources.

	4.
	When analyzing data, choose the most conservative among alternatives.

	5.
	At least one method must be used to isolate the effects of the solution.

	6.
	If no improvement data are available for a population or from a specific source, it is assumed that little or no improvement has occurred.

	7.
	Estimates of improvements should be adjusted for the potential error of the estimate.

	8.
	Extreme data items and unsupported claims should not be used in ROI calculations.

	9.
	Only the first year of benefits (annual) should be used in the ROI analysis of short term solution.

	10.
	Costs of the solution should be fully loaded for ROI analysis.


Figure 4.  Ten Guiding Principles.


ROI Implementation


Although progress has been made in the implementation of ROI, significant barriers can inhibit the implementation of the process.  Some of these barriers are realistic; others are actually myths based on false perceptions.  The key implementation issues are briefly discussed in this section.

Discipline and Planning

A successful ROI implementation requires much planning and a disciplined approach to keep the process on track.  Implementation schedules, evaluation targets, data collection plans, ROI analysis plans, measurement and evaluation policies, and follow-up schedules are required.  Only a carefully planned implementation will be successful.

Responsibilities

There are two areas of responsibility when implementing ROI.  First, the entire training and education staff is responsible for measurement and evaluation.  Whether they are involved in designing, developing, or delivering programs, these responsibilities typically include:  

· ensuring that the needs assessment includes specific business impact measures;

· developing specific application objectives (Level 3) and business impact objectives (Level 4) for each program;

· focusing the content of the program on performance improvement, ensuring that exercises, case studies, and skill practices relate to the desired objectives;

· keeping participants focused on application and impact objectives;

· communicating rationale and reasons for evaluation;

· assisting in follow-up activities to capture application and business impact data;

· providing technical assistance for data collection, data analysis, and reporting;

· designing instruments and plans for data collection and analysis; and

· presenting evaluation data to a variety of groups.

The second area of responsibility is regarding details for those involved directly in measurement and evaluation, either on a full time basis or as a primary duty.  The responsibilities around this group involve six key areas:

1. designing data collection instruments;

2. providing assistance for developing an evaluation strategy;

3. analyzing data, including specialized statistical analyses;

4. interpreting results and making specific recommendations;

5. developing an evaluation report or case study to communicate overall results; and

6. providing technical support in any phase of the ROI process.

Staff Skills Development

Many training staff members neither understand ROI nor have the basic skills necessary to apply the process within their scope of responsibilities.  The typical training and development program does not focus on business results; it focuses more on learning outcomes.  Consequently, staff skills must be developed to utilize the results based approach.  Ten skill sets have been identified as necessary for the implementation of the ROI.

1.
Planning for ROI calculations.

2.
Collecting evaluation data.

3.
Isolating the effects of training.

4.
Converting data to monetary values.

5.
Monitoring program costs.

6.
Analyzing data including calculating the ROI.

7.
Presenting evaluation data.

8.
Implementing the ROI process.

9.
Providing internal consulting on ROI.

10.
Teaching others the ROI process.

Needs Assessment and Performance Analysis

Many education and training departments do not conduct adequate needs assessment prior to implementing a training program.  When this occurs, programs are often implemented for the wrong reasons (such as an effort to chase a popular fad or trend in the industry).  If the program is not needed, there will probably be insufficient economic benefit from the program to offset the costs, yielding a negative ROI.

The ROI process is often undertaken to improve the evaluation of existing programs.  This process often uncovers inadequate front-end analysis.  By improving the front-end analysis, only programs actually needed and properly aligned with business needs will be implemented, resulting in positive contribution to the organizations bottomline.  Consequently, the implementation of the ROI Process will cause many organizations to improve the front-end analysis to ensure that there is PRO.

Communication

To communicate the progress with ROI requires two key strategies.  The first strategy involves a routine reporting of impact studies.  In this case, impact evaluation reports are generated and communicated to a variety of target audiences.  Streamlined versions are available including executive summaries and a one page presentation of six PowerPoint slides.  The important point is to tailor the communication of an impact study directly to the target audiences, minimizing their time to review results, while building respect for the process.

The second issue involves a progress report of all evaluation.  Here, a scorecard is developed to show the six types of data rolled up for the entire training and development function.  Data collected from different programs are combined and integrated in a typical reporting format.  Figure 5 shows the scorecard for a major training and education function.

	Corporate University Scorecard



	

	0.
	Indicators

	
	1.
	Number of Employees Trained

	
	2.
	Training Hours Per Employee

	
	3.
	Training Investment as a Percent of Payroll Costs

	
	4.
	Percent of Alternative Delivery

	
	
	

	I.
	Reaction and Planned Action

	
	1.
	Percent of Programs Evaluated at this Level

	
	2.
	Ratings on 7 Items vs. Targets

	
	3.
	Percent with Action Plans

	
	4.
	Average Projected ROI, with Adjustment

	
	
	

	II.
	Learning

	
	1.
	Percent of Programs Evaluated at this Level

	
	2.
	Types of Measurements

	
	3.
	Self Assessment Ratings on 3 Items vs. Targets

	
	4.
	Pre/Post – Differences

	
	5.
	Standard Test Scores

	
	
	

	III.
	Application

	
	1.
	Percent of Programs Evaluated at this Level

	
	2.
	Ratings on 3 Items vs. Targets

	
	3.
	Percent of Action Plans Complete

	
	4.
	Barriers (List of Top Ten)

	
	5.
	Enablers

	
	6.
	Management Support

	
	
	

	IV.
	Business Impact

	
	1.
	Percent of Programs Evaluated at this Level

	
	2.
	Linkage with Measures (List of Top Ten)

	
	3.
	Types of Measurement Techniques

	
	4.
	Types of Methods to Isolate the Effects of Programs

	
	5.
	Investment Perception

	
	
	

	V.
	ROI

	
	1.
	Percent of Programs Evaluated at this Level

	
	2.
	ROI Summary for each Study

	
	3.
	Methods of Converting Data to Monetary Values

	
	4.
	Cost Per Participant

	
	
	

	Intangibles

	
	1.
	List of Intangibles (Top Ten)

	
	2.
	How Intangibles were Captured

	
	
	


Figure 5.  Corporate University Scorecard.


Costs and Time Savings Approaches

The ROI process will add costs and time to the measurement and evaluation process, although the amount will not be excessive.  A comprehensive ROI process will probably cost no more than 4-5 percent of the overall education and training budget.  The additional investment in ROI will be offset by the additional results achieved from these programs and the elimination of unproductive or unprofitable programs.  The challenge is to find ways to save time and costs as the ROI process is implemented.  Some of the most valuable approaches are:

· plan for evaluation early in the process;

· build evaluation into the training process;

· share the responsibilities for evaluation;

· require participants to conduct major steps;

· use short-cut methods for major steps;

· use sampling to select the most appropriate programs for ROI analysis;

· use estimates in the collection and analysis of data;

· develop internal capability to implement the ROI process;

· utilize Web-based software to reduce time; and

· streamline the reporting process.

Additional information on these approaches are found in other sources (Phillips and Burkett, 2000).

Fear and Misconceptions

Education and training departments often do not pursue ROI because of fear of failure or fear of the unknown.  A concern may exist about the consequence of a negative ROI.  Staff members may feel threatened.  The ROI process also stirs up the traditional fear of change.  This fear is often based on unrealistic assumptions and a lack of knowledge of the process and is so strong that it becomes a realistic barrier to many ROI implementations.

The false assumptions about the ROI process, will keep training and education staff members from attempting ROI.  Following are typical faulty assumptions.

· Managers do not want to see the results of education and training expressed in monetary values.  In many cases, managers do want to see the results of education and training expressed in monetary terms.  But for years, they were told it could not be done.  As mentioned earlier, there is a greater awareness among executives that education and training can be measured like other business practices.  This awareness is increasing interest and requests for these measures.

· If the CEO does not ask for the ROI, he or she is not expecting it.  This assumption captures the most innocent bystanders.  As CEOs become more aware of the process to calculate the ROI in training, they want to begin seeing results immediately.  The ROI process is not a quick fix and takes time to learn and fully integrate into a training organization.  With this in mind, many organizations are developing ROI impact studies long before senior management ask for it.

· ”As the manager of education and training, I have a professional, competent staff; therefore, I do not have to justify the effectiveness of our programs”. This may be true for some organizations – at least at the present.  But with the ongoing changes in the business community, it is becoming less and less common to see any function not required to show its bottom-line impact.  When budget allocations take place, the functions with a “place at the table” are usually the ones that prove their contribution.

· The training and development process is a complex, but necessary, activity; consequently, it should not be subjected to an accountability process.  The training and development process is complex.  And like other complex processes can be quite costly to the organization.  With this in mind, many organizations are holding the training and education function to the same standard of accountability as other processes.

These false assumptions and others must be addressed and analyzed so they do not impede the progress of ROI implementation. (Phillips and Pulliam, 1999)

Case Applications and Practice


It is extremely important for the ROI process to be utilized in organizations with a history of actual application.  The ROI process described in this chapter is rich in tradition of application in a variety of settings with over 100 published case studies.  In addition, thousands of case studies will soon be deposited in a web site/database for future use as a research and application tool.  However, it is more important to obtain success with the ROI process within the organization and to document the results as impact studies.  Consequently, the training and education staff are encouraged to develop their own impact studies and compare with others. Impact studies within the organization provide the most convincing data to senior management teams that the training and education function is adding significant value, and that the six types of data reported form the basis for actions for improvement.  Case studies also provide information needed to improve processes in the different areas of the training function, as part of the continuous improvement process.


Conclusion

ROI calculations are being developed by hundreds of organizations to meet the demands of influential stakeholders.  The result is a process that shows the value-added contribution of education and training in a format desired by many senior administrators and executives.  However, this chapter demonstrates that the ROI process represents a significant and challenging dilemma for most organizations.  While there are many drivers for the tremendous interest in, and need for, the ROI process, some question its appropriateness, accuracy, and necessity. To counter this perception, the process must be based on a sound framework, using a process model that provides step-by-step procedures and credible methodologies.  Through careful planning, methodical procedures, and logical and practical analysis, ROI calculations can be developed reliably, and accurately for any type of education and training program.
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Figure 3  ROI Process Model
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