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on...” is a frequent reflexive

mantra that issues forth when
organizations experience significant
change or seek improved performance.
“We have to adapt to new systems.”
“Qur sales must improve.”
“Customer service is inadequate.”
“We need greater productivity from
our workers.”

[4 ‘ Ineed a training program

These statements and other similar
ones often result in hasty decisions to
train. Before long, curriculum com-
mittees form; training managers,
instructional designers, and subject-
matter experts embroil themselves in
discussions about media; instructors
gear up for the delivery of a new train-
ing blitz.

It is all very exciting... and expensive. It
is also vastly time and resource con-
suming. What makes it bearable, how-
ever, is the comforting thought that
“we are doing the right thing for our
people.” We are investing in our most
important asset. The activity and
expense is contributing to the career
development of our human resources.
We are increasing our human capital
assets. Best of all, we are building our
organization’s competencies. We have
certainly heard expressions such as:
“The ability to learn more rapidly than
our competition may be our only com-
petitive advantage” (de Geus of Shell
Qil Company in Meignant, 1995, p. 36).

Companies like Digital Equipment
Corporation and Air Inter have invested

as much as 19.5% of total salaries in
training (Meignant, 1991, p. 25). In the
United States, corporate training
expenditures have risen from $50.6 bil-
lion in 1994 to $58.6 billion in 1996,
an increase of more than 21.5% in four
years (Training, October 1994-October
1997). With this type of enthusiasm,
spending on training to produce
improved human performance must be
the right thing to do...or is it?

The purpose of this paper is twofold.
First, it critically examines the role of
training for improving the perfor-
mance of people in ways that both
they and their organizations value. It
focuses on what the true worth of
training is and can be for organiza-
tions. Second, it proposes a model for
calculating return on investment
(ROI) in training—one which has
been designed based on careful
research and practical experience. In
describing the ROI model, the paper
presents a case study of its application

within an operational context at a
bank (name withheld). )

This text is divided into six major con-
tent sections: front-end analysis; wasted
dollars on training; organizational fac-
tors that affect training ROI; human
capital; the value of training and
obstacles to calculating training ROI;
a model for calculating ROI; and a
case study of the model’s application.
A final section draws conclusions and
offers recommendations for applying
the model in other organizational con-
texts.
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Front-end Analysis: Is Training
Necessary or Sufficient?

Harless (1970) coined the term “front-
end analysis” (FEA) to describe a
methodology for identifying and char-
acterizing gaps between desired and
actual performance. His work had
many predecessors (Gilbert, 1962)
and successors (Kaufman, 1991;
Rossett, 1987; Rummler and Brache,
1992; Stolovitch and Keeps, 1997).
What triggered this need for FEA was
a simple concern—why, if we are
using training to improve perfor-
mance, are we not obtaining desired
results? And this led to the more nag-
ging question of whether we are pre-
scribing training inappropriately or
without sufficient support mecha-
nisms to have effect.

The conclusion from a host of evi-
dence is overwhelmingly unanimous
(Rummler and Brache, 1996; Stolo-
vitch and Keeps, 1992). Other than
for skill/knowledge (and under some
circumstances attitude) deficiencies,
training is an inappropriate solution to
performance problems. Even when
skillknowledge gaps are major causes of
inadequate performance, rarely is train-
ing sufficient to produce desired results.

Training is a potentially appropriate
response in only three instances in
organizational contexts (Rossett,
1987):

e Itis required by law, regulation, or
mandated circumstances.

* A new system is being introduced
to personnel (it may be an existing
system, but it is new to the persons
required to work with it).

e There is a gap between desired and
current performance.

If the law mandates training, then dis-
cussions of training ROI are unneces-
sary (unless the required training is
obviously a waste and efforts to elimi-
nate the mandate should be initiated).
Where the organization is introducing
new systems and the persons who
must become proficient do not possess
the competencies, training, job aids,
and other support tools are potentially

relevant solutions. Selection of train-
ing, performance aids, or support sys-
tems depends on the complexity of the
new system, the degree of performer
prior knowledge, the frequency of task
performance, and the acceptability of
using external support tools (e.g.,
would you accept your surgeon oper-
ating on you as he or she follows a
procedural flowchart?).

Performance improvement instances,
however, provide greater complexity
for decisionmaking. Causes for a gap
between desired and actual perfor-
mance may not be (and most fre-
quently are not) due solely to
skill/lknowledge deficiencies (Gilbert,

1996). Yet, in many cases, organiza-

tions automatically turn to training

solutions. As many researchers have
pointed out (e.g., Dean, 1994; Gilbert,

1996; Rosenberg, 1990; Rummler and

Brache, 1996; Stolovitch and Keeps,

1992), more than 80% of performance

gaps have little to do with skill and

knowledge deficiencies. Rather, they
are mostly the result of the following:

e Inadequate information (e.g., lack
of clear expectations, insufficient
and/or untimely feedback, incom-
plete documentation).

¢ Insufficient tools and resources
(e.g., procedures, equipment,
personnel)

e Inappropriate, inadequate, and
even counterproductive incentives
(e.g., lack of appropriate rewards
for desired performance, punish-
ments for doing the right thing,
rewards for non-accomplishments).

o Task interference that places obstacles
in the path of achieving desired
ends.

All of these are environmental factors.
Yet rather than addressing them sys-
temically, the more frequent pattern is
to “fix” the individual through train-
ing or attempts to increase his or her
motivation level. This latter factor is
rarely a cause of poor performance. It
is usually a result of environmental
deficiencies.

In summary, training is often the cure
of choice for a range of performance

10 performance improvement / october 1998

gaps whose causes have little if any-
thing to do with skill/knowledge
deficiencies. Its implementation, con-
sequently, yields little to no effective
results. It follows, then, that there
should be no expectations of positive
ROI for training. Even when skill and
knowledge deficiencies have been
identified as contributing causes and
appropriate training administered,
organizations should not anticipate
significant gains unless they have
addressed all the other causes of inad-
equate performance.

Wasted Training Expenditures

The foregoing information naturally
leads to a troublesome conclusion.
Training, inappropriately selected or
insufficiently supported by other inter-
ventions, results in waste. The most
obvious waste stems from the attempt
to decrease a human performance gap
through training courses when the
problems lie elsewhere. An example
helps to illustrate this point.

An insurance company decided to sep-
arate sales and customer service for its
group insurance accounts. Until
recently, company salespersons not
only sold group plans to client compa-
nies, but also belped these firms when
they experienced difficulties in filling
out forms or tracking claims and
obtaining settlements. The company
determined that salespersons were
spending too much time on customer
service and not enough on “selling.”
The result: centralization of customer-
service functions and a toll-free num-
ber. Simulations demonstrated that
both sales and customer-service effec-
tiveness and efficiency would increase.
Reality produced the contrary: mas-
sive customer complaints, slow-downs
in solving customer problems, and a
direct negative impact on group policy
renewals.

The company decided that training for
its customer-service agents would solve
the problem. Investment in course
design (approximately $100,000) plus
several days of training for the cus-
tomer-service agents (approximately



$200,000 in salary, replacements, and
training delivery) resulted in only mar-
ginal improvements.

Only when the company conducted a
thorough FEA did the true major
causes of the performance deficiencies
reveal themselves. These included the
following: diversity of documentation
and procedures from different regions,
resulting in a heterogeneous and
unmanageable database; lack of access
to records that were being used by
various departments; outdated termi-
nals; poor telephone equipment;
inequities in staff classifications (per-
sons drawn from different depart-
ments with different salary levels
doing the same job); poor procedural
guides...and almost 20 other factors of
which skilllknowledge deficiencies
played a significant, but relatively
minor role. Starting over systemically
led to greatly improved performance.
Nevertheless, the company bhad
incurred enormous waste and loss in
time and money through improper
selection of the training cure.

Other causes of wasted training

expenditures include:

¢ Poor selection of persons to attend
training. A study conducted in a
major Canadian transportation
company demonstrated that
almost 30% of employees enrolled
in various courses were inappro-
priate for these. Reasons for
enrolling were the following: man-
ager had registered them without
consultation; down period so time
for training was available; close to
retirement, training probably help-
ful; recommended by others as
good or fun; had to fulfill training
days quota; nothing else available,
etc.

® Persons enrolled in training with-
out clear expectations from super-
visors. Result: uncertain about
how or when to apply new skills.

® Lack of support back on the job.

e Lack of post-training performance
monitoring.

* Lack of resources to implement
new skills.

Stimuli Response Consequences
E E E
Information Resources Incentives
* Poor descriptions of * Not enough pecple, money, time | « Negative or little compensation
what is expected of and equipment » No recognition for exemplary
performance * No access to leaders performance
* Poor job documentation * Inefficient work processes * Poor performance rewarded the
or job aids and ergonomics same as good performance
* Poor performance criteria or * No career planning opportunities
feedback
I I I
Knowledge Capacity Motives

* Lack of or poor quality

* Training supervisors who are
not trained instructors

* People with intrinsically differentf * Job design so it has no future

training and education performance abilities than job ¢ Pep talks to promote performance}
* Training as the automatic requires in punishing situations instead of
performance improvement * Performance scheduled for times| incentives
solution when people are not at their peak| ¢ Fear of failure or punishment
* Training left to chance * Lack of performance 2ids to * Working conditions that are
¢ Training unnecessarily diffi- augment capacity (¢.g., unpleasant
cult magnification of difficult visual
« Training irrelevant for workeg  stimuli)

E=Work Environment, I = Individual

Reprinted with permission from T.F. Gilbest, Human Competence, 1996, p. 87

Figure 1. Performance Engineering Model.

e Lack of incentives to apply new
skills and knowledge.

One of the saddest, yet most consis-
tent research findings is that less than
20% of training transfers to the job
(Baldwin and Ford, 1988; Broad and
Newstrom, 1992; Ford and Weissbein,
1997). Considering a $60 billion
expenditure in training for 1998, the
amount of money business and indus-
try wastes is staggering.

Organizational Factors
Affecting Training ROI

As alluded to above, training in isola-
tion has a low potential for improving
human performance. Gilbert (1996)
has identified a number of obstacles
that affect performance. These are
summarized in the matrix in Figure 1.
Hence, for example, even highly

skilled salespersons will be unable to
achieve unrealistic performance
results if asked to sell a product for
which they have little information,
few marketing tools, inadequate
rewards, or if it is inferior to the com-
petition—and this, regardless of the
quality and amount of training they
receive.

The literature on human performance
(Stolovitch and Keeps, 1992) stresses
that lack of clear expectations and
insufficient feedback in particular are
the two greatest causes of under-
achievement from workers at all lev-
els. Unless the true performance
obstacles are addressed, a return on
the training investment is unlikely to
materialize.
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Human Capital, The Value of
Training, and Obstacles for
Calculating Training ROI

All of the preceding appears to present
a rather gloomy and pessimistic por-
trait of the value of training. This is
definitely not the intent of this article.
An avowed purpose is to present a
critical analysis of poor training selec-
tion and lack of systemic support of
the training effort within organiza-
tions. We now alter our discourse and
offer a more positive view of training,
what it confers, and how its benefits
may be calculated.

A central concept to the calculation of
ROI for training is that of human cap-
ital. At this point, it is useful to define
two key terms and from these derive
the important contribution training can
make to organizational performance.

Capital: The common dictionary defi-
nition of this word is “any form of
wealth employed for the production of
more wealth.” During the agricultural
era, land represented the major unit of
capital. By the time of the industrial
revolution, money and physical plants
or machinery emerged as the preemi-
nent units of capital wealth. Now that
we have entered the information era,
knowledge has replaced physical
assets as the most valuable capital
asset (Crawford, 1991).

Human Capital: This leads to the the-
ory of human capital, which is based
on the notion that education, by its
very nature, transmits useful knowl-
edge that increases the productivity of
individuals and that in turn justifies
increases in wages and salaries tied to
greater worker productivity (Gravort,
1993, p. 2). This suggests that educa-
tion and training, specifically targeted
to meet an organization’s needs, can
increase the value of its human capital.
Both the organization and the individ-
ual employee benefit from the
increased value.

More than “just a theory,” economists
such as Thomas W. Schultz (1981) and

Gary S. Becker (1993) have won
Nobel prizes for their demonstration
of the impact and value of human cap-
ital at macro-economic levels. In
1995, the American Management
Association conducted a national sur-
vey of major businesses and identified
a very strong interaction between
increased training budgets and
decreases in personnel. They found
that 68% of businesses that had
increased their training budgets after a
significant downsizing improved their
profits. Only 42% of companies main-
taining the same training budgets as
before showed profit gains. The com-
panies with larger training budgets
saw their profits jump an average of
44% compared with the other compa-
nies whose profits went up 29%
(Gordon, Lee, Picard, Stamps, and
Zemke, 1996).

Many economists and researchers
have provided powerful evidence that
the intellectual assets of a corporation
are usually worth three to five times
its physical assets (e.g., Edvinsson and
Malone, 1997; Lickert and Pyle, 1971;
Stewart, 1994; Stewart, 1997). All of
this suggests that human beings repre-
sent immense wealth for organizations
and that training, appropriately deliv-
ered, can lead to increased wealth.

The problem, however, is that virtually
no companies, other than those own-
ing sports teams, calculate the value of
their human assets. Examination of
any annual report illustrates that phys-
ical assets are clearly identified (e.g.,
buildings, machinery, inventory) while
gifted engineers, marketers, and man-
agers appear nowhere on the balance
sheet. Further, training expenditures
merely show up as costs that decrease
company profits (Edvinsson and
Malone, 1997).

All of this creates a climate that
explains why training does not receive
the careful attention it should. If man-
agers perceived training as an invest-
ment with strong potential to increase
the value of a company’s capital
assets, perhaps they would consider its
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selection, delivery, support, and main-
tenance more carefully.

A second problem is the difficulty train-
ing managers experience in calculating
the value of the training effort—train-
ing ROL Crane (1989, p. 47),in a doc-
toral study on quantitative measures
and cost-benefit analysis in human
resource departments, concluded that
“training is measured subjectively
rather than quantitatively. Few pro-
grams are measured in terms of results.
The most common evaluation method
used is participant feedback sheets.
Training is seen as an expense...training
results are usually presented in demo-
graphic rather than economic terms.”

Lombardo (1989, p. 61) found that
training managers strongly desire
methods and models for calculating
training ROIL. They want to know
“whether the training curriculum is
based on genuine organizational need
or simply a carry-over of past prac-
tices.” However, they complain that
they do not know how to find out.

Grove and Ostroff (1990) identified

four major barriers that discourage

verifying training ROL:

e Scnior management does not ask
for it.

e Training managers do not know
how to do it.

e Training managers do not know
what to measure and evaluate.

e The effort may be both costly and
risky.

This is confirmed by Meignant (1991, p.
23), who also found training managers
anxious about their inability to calculate
“the famous return-on-investment of
training.” He goes on to deplore the sit-
uation, asking “What, then is the con-
tribution of training to the quality of
performance?” He concludes by stating
that the existence of training courses has
no worth—only the added value they
provide counts (p. 24).

To summarize, people generally repre-
sent greater value for an organization
than its physical assets. Education and
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Figure 2. Return on Investment (ROI) in Training Model.

training can increase this value.
However, these must focus on organi-
zational needs. Handy, Gordon, Gow,
and Randlesome (1990, pp. 60-67)
make the following observation:
“Many courses are nothing more than
entertainment as opposed to carefully
planned, strategically useful events...
with very little follow-up.” They add
that “training in business and industry
is more concerned with appearances
than effectiveness....”

Training managers desire change and
state that they want to demonstrate
the added value of their efforts. How
to do this in a reasonable manner
remains a key question for them.
What follows provides an answer in
the form of a clearly defined proce-
dural model for calculating not only
training ROI, but also the increased
value of human capital for both the
organization and the individual.

A Model for Calculating
Training ROI and the Value of
Human Capital

The model is the product of a careful
sifting of many ROI models and

processes. Each model has its particu-
lar strengths and weaknesses. Kearsley
(1986) presents a number of
approaches for calculating ROI, all
with their own form of outcomes.
What we present here is an opera-
tional model that draws primarily
from the work of Schneider and
Wright (1990), Schneider, Monetta,
and Wright (1992), Robinson (1990),
Robinson and Robinson (1989), Spencer
(1984), and Stolovitch and Keeps
(1995). Figure 2 graphically portrays
the model and its steps.

The model consists of seven major
steps. Below, we describe each step
and provide additional explanations
and examples as necessary.

Step 1. Calculate Potential for Improved
Performance

To perform this step requires conduct-

ing an FEA (Harless, 1970; Rossett,

1987, 1990; Stolovitch and Keeps,

1997). In brief, FEA consists of the

following steps:

1) Determine purpose of training
request (mandated, new system,

performance improvement).

2) Identify desired performance and,
if relevant, actual performance.

3) Identify feelings related to the
desired performance.

4) Identify causes for not achieving
desired performance if this is a
performance improvement issue.

5) Identify appropriate solutions that

are economically relevant, feasi-
ble, and acceptable to both orga-
nization and targeted performers.

Through careful investigation, the
FEA identifies the magnitude, urgency,
and value of the performance gap as
well as the factors affecting it (envi-
ronmental, skills/knowledge, emotion-
al/political). It also proposes a basket
of intervention solutions that are most
appropriate, economic, feasible, and
acceptable to achieve desired perfor-
mance. If training is one of the suit-
able interventions, the step proceeds
to verify the potential for improve-
ment in monetary units (e.g., dollars).

1.1 Certain types of training result in
tangible, easily verifiable outcomes.
Examples are productivity gains,
increased sales, decreased errors.
These improvements can often be
measured in the short term. Pre- and
post-measures of performance with
assigned value per unit of gain can
establish the potential for improved
performance. Example: Reduction of
10% in invoicing errors can result in
$800,000 annual savings in investiga-
tions, late payments, dispute resolu-
tion, customer retention, etc.

Another method for calculating poten-
tial for improved performance is by
comparing exemplary with typical or
average performance. Gilbert (1996)
suggests that the potential for
improved performance (PIP) is the
ratio of the worth of what the exem-
plary performer produces (We) to that
of the typical performer (W.). Hence,

PIP= W«

W,
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If an exemplary performer makes
$1,000,000 in sales and a typical
performer $500,000, PIP = 2.0.
If total sales are $80,000,000, the
potential for improved performance
is $160,000,000 or twice current
performance.

1.2 Intangible, less readily counted
and measured outcomes of training
provide a special challenge for calcu-
lating PIP. Examples include listening
skills, counseling techniques, systemic
thinking. Although less directly mea-
surable, results of improved perfor-
mance in these areas can produce
significant organizational gains. Changes,
however, generally take place and can
only be measured over the long term.

Schneider and Wright (1990) and

Schneider et al. (1992) have proposed

a form of survey methodology for esti-

mating the value of improved perfor-

mance in the so-called “softer” areas.

It works as follows:

e Define the major job competency
requirements of the persons targeted
for training.

Example:

Effective use of human resources;
budget administration; manage-
ment and evaluation of work;
planning; work coordination;
problemsolving.

The competencies listed should
include those that are the subject
of the proposed training content.

e Assign a value to each competency
expressed as a percentage of time
each competency is required in the
job.

Example:
Effective use of

human resources 25%
Budget administration 10%
Management and
evaluation of work 10%
Planning 15%
Work coordination 25%
Problemsolving 15%
Total 100%

This can be achieved through survey

and estimation.

¢ Within the targeted competency
area for training, break this down

further into performance require-
ments. This can be done with super-
visors of the target trainee group,
the trainee group itself and, if rele-
vant, subordinates and customers.
Example:

Under the “planning” set of com-
petencies, one might list five to
eight critical performance require-
ments such as “Develop and mon-
itor long-term work objectives.”
Create a 0-9 scale for each perfor-
mance requirement. Based on
supervisor and trainee estimates,
assign a desired performance
value, 0 being the lowest, 9 the
highest. Assign a current perfor-
mance estimate as well.

Example: Planning

Desired Current
1. Develop

and monitor

long-term

work objectives. 8 2
Calculate the difference between
desired and current for each
required performance. This repre-
sents the estimated gap in perfor-
mance.

Example:

Develop and monitor long-term
work objectives 8 -2 =6
Total all the desired and current
performance requirement
estimates as well as the gaps.
Example: Planning

Desired total score

for all 6 performance

requirements 48
Current total score

for all 6 performance
requirements 24
Performance gap 24

This represents a

potential for improved
performance of 200%.
Convert the potential for
improved performance to a dollar
value.

Example:

Planning represents 15% of
job time.

Average salary per trainee is
$60,000/year.

Planning represents 15%

of $60,000 or $9,000/year.

300 trainees = $2,700,000/year
salary for planning.

Current performance is at

50% of required.

Potential for improved
performance = $1,350,000/year.

The seven-step calculation of potential
for intangible improvement is based
on estimates and on base salaries. As
estimates are not perfectly accurate,
using a base salary produces a conser-
vative potential for improved perfor-
mance figure. The survey procedure
can be rigorously conducted to
increase estimate validity. Trainee
fully loaded costs may be used in place
of base salary (leading to much higher
potential for improved performance
figures and closer to actual impact on
productivity).

Step 2. Calculate Estimated Training
Costs

Training costs include the following:

e Training development costs: human
resources®; direct travel and non-
travel; media production; consul-
tant fees, licenses.

e Training implementation costs:
training facilities and equipment;
instructors; trainees; replacement
of trainees; lost opportunity;
travel; materials; communications;
administration.

e Training course maintenance
costs. If a course is to be delivered
over several years, updating and
revisions are usually required at an
annual percentage of initial devel-
opment costs. This can vary from
as little as 5% for stable content to
50%-+ for highly volatile material.

The total of all development, imple-

mentation (which may include on-the-

job support and evaluation activities),
and maintenance costs represents an
estimate of the total training costs.

Step 3. Calculate the Worth Analysis

This step essentially verifies the worth
of doing training by comparing costs

* Internal human resource costs should be calculated as “fully loaded.” This usually represents approximately threc times base salary. An hourly cost
is annual fully loaded costs + work days (220 - 230) + 7 or 7.5 productive hours.
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against potential outcomes. Worth

analysis is performed as follows:

e Estimate the highest number of
annual deficencies or improvements.

e Estimate the lowest number as
well.

Example:

Current annual number

of deficiencies
20,000 40,000
low high

e Estimate the low and high cost of
each deficiency or improvement.
Example:

Current annual cost per deficiency

$15.00 $25.00
low high

¢ Calculate current annual cost of
deficiencies or improvements both
low and high.
Example:
20,000 x $15 = $300,000 low
cost; 40,000 x $25 =
$1,000,000 high cost

* Estimate the range of expected
deficiencies corrected or improve-
ments obtained from training.
Example:
Low = 20%; High = 40%

e Estimate low and high annual
value of training.
$300,000 x 20% =
$60,000 low annual value
$1,000,000 x 40% =
$400,000 high annual value

¢ Multiply the low and high annual
values of training by the expected
life of the training and divide by
the estimated training costs to
obtain potential worth of the
training effort.

Low worth:
$60,000 x 3 years = $180,000
$65,000 $65,000
=238
High worth:
$400,000 x 3 years = $1.200,000
$65,000 $65,000
=18.5

The potential ROI for this train-
ing = 2.8-18.5:1
This represents a far greater potential
return than on most physical capital.

It is in line with published results from
training when appropriately selected,
applied, and supported on the job.

Step 4. Train

This step includes design, develop-
ment, implementation, support, and
monitoring/evaluation of training.

Step 5. Calculate the True Cost of
Training

This step mirrors Step 2, calculate the
estimated training costs. However,
new actual figures replace previous
estimates. As mentioned earlier, the
highest costs of training are in the
human resources. In Canada, fringe
benefits represent an additional
12%-15% of salary. Fully loaded
costs for employees are generally cal-
culated on the basis of salary + bene-
fits + overhead (usually 100%— 150%
of salary + benefits) divided by pro-
ductive annual work hours.

Example:

Salary = $60,000

Benefits =$60,000 x 12% or $7,200
Overhead =$67,200 x 125% or $84,000
Fully loaded cost

=$67,000 + $84,000 or $151,000
Cost/day

=$151,000 = 230 work days

or $656.52/day

Cost/hour

=$656.52 + 7.5 or $87.53/hour

The fully loaded cost is approximately
2.5 times the base salary. In the United
States, where benefits run as high as
35% of the base salary, the fully
loaded factor for calculating personnel
costs is 3.0.

Other expenditures sometimes forgot-
ten in estimates that increase the true
cost of training include the following:
equipment maintenance, shipping,
handling and storage of materials, cor-
rection of errors caught after imple-
mentation, trainer training, course
publicity, enrollment, and tracking.
Often, the organization delivers more
training sessions than planned due to
work schedules that reduce class sizes
or unexpected turnover.

Step 6. Calculate Organizational ROI

This is difficult to carry out in a fully
valid manner. The FEA should have
led to the selection of a “basket of
interventions” of which training is
one. If all the interventions have been
implemented in an integrated manner,
isolating the impact of training alone
becomes almost impossible. Ideally,
the organization should capture the
costs of all interventions and calculate
return globally. However, two realistic
options are the following: estimate the
percentage of impact likely due from
training (establish a range low to
high); calculate the value of results
against training costs only on projects
where training has been the major per-
formance intervention.

6.1 Calculate organizational ROI for
tangible improvement. This usually
occurs six months or more after all
training has been completed.
Robinson and Robinson (1989) sug-
gest, as examples, the following types
of performance indicators:

Sales:

Size of average sale, sales volume, add-
on sales. Non-monetary indicators may
include ratio of new accounts to old
ones, call-to-close ratio; percentage of
objections overcome, items per order.

Supervision and management:

Decreased rejection rates, increased
output, reduced absenteeism, reduced
tardiness, decreased waste, decreased
production costs, reduced cost of new
hires, reduced overtime. Non-mone-
tary indicators may include reduced

number of grievances, reduced
turnover, increased number of
employee  suggestions adopted,

improved climate survey data.

Customer relations:

Accuracy of orders and information,
size of orders and transactions, adher-
ence to credit procedures, amount of
repeat business, number of transac-
tions per day. Non-monetary indicators
may include number of complaints,
customer satisfaction, number of referrals.

continued on page 18
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major ob]ectlve of the Bank is’.

" Tlns was a slgmﬁcant mmatwe for a

= »VV/—' baﬂk tradmonall)' fOCUSCd 01'1 PIOVld--”_f them The Bank had also e.xpenenced o

a high turnover of account managers.
Each - account manager - handled-
: approxlmately 60 aocomm

- ing loans based on material guarantees

. suchas tanglble assets, homes, equip-
* ment, buildings, etc. However, as the

.~ +' " economy has 'veered increasingly
.~ “r - "roward service -and high-technology
' enterprises, there is simply less physi-

. cal collateral available in the emerging

- markets sector. The facts speak for

- themselves. For example, one major

" region of the Bank’s activities is largely
*. < dominated by tertiary-Sector activities:-
;. 81% of all investments and 74.5% of ’
B femployment : o

L : To meet the challenge and make 8°°d
. onits word, the Bank created a range
“ : of new. variable-interest loans (new

" econony loans). Establishing a radi-
f"callydxfferentsetofloansxsonethmg;"[ :
" selling them is quite another. It soon
" became apparent that account man-
© ' : agers required training. and other .
© ' assistance to help them introduce and‘
" . promote the sale of these loans. In-
" *-October 1995, the Bank developed a.
© " strategy to respond to the perfor-
. mance problems the new vanable—'
STt ’mterest loans were creatmg ‘

. The primary audience for sellmg the“

- "loans was its 320 account managers.

" - .'These loan professionals possess basic .

~ - skills and knowledge in sales and bank
"’ lending procedures. The problems the

.~ . account managers expenenced were in.
LR '1dennfymg appropnate potentxal clients

o assist busmesses, mostly‘.
. A X small: and medium-sized, with "
creative financing. In 1994, the Bank '

7 announced in its annual report that it

P "was deterrmned to_help enterprises in

"% sectors ‘of rapid growth and those

. ;‘heavrly engaged in the development or

% ~use of mew technologies. The’ Bank:.

. promised specific - lending programs

<" targeted - toward knowledge—basedj

“- = . industries, hlgh-growth sectors, andi:
'emortmarkets '

i}f;'.%Appllcathn of the Trammg ROI Model .

and presentmg the loans ina credlble;'f‘. j,
amanner Account manager. perfor-
mance also affected branch manager
' performance Each branch manager .

supervises 2 to 12 account managers. = of the ‘month”™ ‘and mlght soonf"‘ff
‘They also manage the branch‘and its -
* administrative. personnel as well as sell" !
loans. Since they are generally sea-
“soned lenders (10+ years), thexr own

loan quotas are high.

To add to the situation, approxlmatzely\
‘. 50% of account managers were new,
" tothe Bank (less than two years expe-- .
~ rience). Their quotas were stiff, which’
_ required that they work hard to meet

The strategy the Bank selected to.
- improve sales of new eoonomy loans

was to:

. through examples, that account
' -andbranchmanagerscananddo
aclneve mpreeswe salee (Dormant,

* in press).

e Create a series of training activities

_spread out over time to bring

- about a culture change for account’
- managers with respect to lending.
.The training was to help account. -

‘managers find ways to meet and

- talk; with prospective clients,
become co-investors in their enter-.
pnses, and discover how fertile the’

- emerging ‘markets sector can be for - the basis of the FEA information,

- (essentially a new system for exrsnngf.i

.harvestmg successful loans.
The ‘desired performance was clear:

competence and confidence in making -
new economy - loans The actual .

performance was very distant from

this ideal. state. Specnﬁcally, account

managers:.

¢ Had dxfﬁculty xdentxfymg poten-
- tial emerging market clients. -

e Were uncertain  about how to

* communicate and sell these types.’

~ of loans.

. Percerved the loans as luglr rlsk o
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" Increase awareness of the. newf
~loan types and demonstrate,

A Bankmg Case

. 'wnh potennal to neganvely affect
. ‘their careers. -

+ “In some mstances, beheved that”j K

* these loans might just be a “favor

. fade away. :
* . Lacked knowledge about new-'t -
. economy businesses. : v

- @ Were resistant because hese loans :

 requiired three times as much nme;_‘g.?

i astradmonalones.

»  Were uneasy explaining to chentsf
* that the Bank would become. .
~a form of co-manager of thelrff”
. businesses. - o
. - Had difficulty sellmg interest rates B
of 16%-25% (compared with tra- -

ditional loans rates of 7%).

,Neverthelm, the ‘Bank was deter--~
" . mined to move ahead. As the initiative

* “unfolded, the. training- ROI model -
‘came ‘into ‘play. What follows is. m;”‘
apphcatxon to the prolect ‘

Step 1. Calcalate Potensial for
lmproved Performanoe mDollnrs

The Bank had decided. that between
October 1995 and October 1998, the
volume of new-economy loans should
increase (218% increase), which

would ‘generate an additional $5 mil- -
lion in profits.- An FEA identified lack -
of skills and knowledge to be a central-

‘cause of current underachievement,
’ although other factors such as market-
_ing ‘and presentation materials, poli=:
cies, incentives, ' procedures, ‘and -

support systems were also lacking." On

and somewhat new personnel); train-
ing was selected as an appropnate.'
mterventlon. ) S

: "Step 2. Calculate the Esnmated

Training Costs

"The adopted strategy called for a

three-stage roll out.
¢ Training It Distribution to accounti
managers of actual new economy




“tion " with ~successful lenders

;March 1996 Cost in time, materi-

. estimated at $93,859." v

Training II: D:stnbunon of a com-
prehensive- self-mstructlonal pack-
age (6 hours) complete with

.+ June 1996. Cost of development,

ontrol estimates at $270,266. .
. rolled out by region, involving
~sentation_ of success stories and

o strategles, “and_group - -problem

-of development, dellvery, travel,
. .lodging, matenals, and tramee
" time esumated at $625 000.

carne to 3989,285;‘

s 989,285
LQQ(LQQQ- 50

~ing ran longer than anticipated - with

- slrppage of intermediate -milestone
. """ dates. Training took place between
.January 1996 and March 1997.

o Overall training occurred as planned

- decreased effectiveness. These included:

“loan cases wnth communication

links established to provide back- -
2 gtound information ‘and -interac:
 Forecasted dates: January to . v

“als, distributions, and follow—up -

consultants, subject-matter exper- -
tise, management, distribution,_ and -

raining I “A° two—day sessnon,:: s

The total estunared trammg costs i

% 989,2535"5 ceed to the post-tralnlng steps of the

' model

‘ .~,‘StepS.CalculatedxeTmeCostof
B Traunng

- e "-‘However, unforeseen events a.ffected‘ ‘
> the process of the training and certalnly :

*# - For both Training Iand I, ‘many.
account managers did not clearly

- perceive the unportance of tltese

‘' among. many “communications”
they received to be examined when

expectations were not clearly

 defined, resulting in underutiliza-
" tion of the training materials. No

 incentives were issued to partici-
pate in the training.

o A number of account managers
mformanon, exercises, models, i
‘fi_,_]‘ob dids, 2 marketing kit, and self- ¢
 tests. Forecasted distribution date: -

were promoted or transferred to
new  locations. These changes
- decreased the ability of lenders to
sell new-economy loans. It takes
approximately six ‘months for an

self or herself in a new temtory
and create contacts. -

e The Bank experlenced a 38%
testmg of self-study materials, pre- - - :

turnover in loan personnel in a
. short period of time.

‘e Pressure to meet uota deadlmesv'.
solvmg Forecasted dehvery dates:: . :

. ;Octobet to December 1996. Cost

” conﬂxcted wrth time needed for
" training.

e ' Training was “homogeneous and
did not account for vaned experi-
ence and skill levels

Desprte thece drawbacks which pomt‘
" out that even with carefal planning
- and forethought problems occur,
" training - proceeded:
- . Evaluations by participants were posi-
tive both in terms of quality of train- .
_.ing content and activities.: However,
" 'the question of impact on bottom-line

fesults remained. For answers, we pro-
\ As pamal as these results are, ., the early )
‘indicators are of a significantly large
‘ orgamzatlonal ROI for the. training - ©
_investment. Figures at the end of
‘October 1997, with Trammg I com-.
pleted, indicate a 53% increase in loan
- volume for the 89" aocount managers. L

successfully.

The project team carefully tracked all

costs. The greatest expenses ‘were. .. : Y
. Step 7. Calculate Indmdual Value of o
: Human Capltal '

those related' to human’ resources.
Below we present the total costs.

Training I: $93,859
Training II: . $284,491
Training II: . $595, 390
Total ) ’$973 740 .

These ﬁgures are very close to the

$989,285 forecasted in Step 2.

and vrewed the matenals as two o
'll-Throughout the prolect, the Bank S

'mamtamed careful records - of new-
* time allowed. The timelines and .

:Stepo Calculate OrganizationalROI

economy loan volumes and proﬁts
For purposes of this _paper, only 89

-account -managers were: studied.
Generally, training ROI reqmres A
, long time frame to venfy unpact of
. trmmng activities: The trai o
in January 1996 and ‘concluded in - -

b‘egan
March 1997. The data available only .

‘account for the account. ‘managers’
_who went through Trauung ITand B
- and remained in their positions so that
they had the potential to apply what
‘ - - had been taught. Between January
-account manager 1o establish him- o) 0 ) January 1997, the 89

account managers increased theif vol- . .

ume of new-economy loans 8. 64%

Exarmmng the dollar value of the

‘loans, the increase was 14.69%, repre- . -

senting a-profit growth of $215,760.

'The amortizéd cost of training for this - el
period (total traininig cost for Trammg o
-1 and Tl—as Training I only beganin - * -

January 1997 and thus could not be .

o .tncluded in the analysis—divided by 3 s
' years; the expected life of the trammg), v
“is'$126,117. For the 89 account man- ..

agers, the ttaumg cost is $35 075.

By subtractlng the traunng costf 5
*(835,075) from the profits ($215,760),
we' 1dent1fy a net gain of $180,684 for . -

the 89 account managers in 1996 and
a tralmng ROI of 615%

bemg tracked

The average increase in proﬁts for

each of the 89 ‘account managers is =
$215,760 + 89 or $2,424. The new

 individual human capital account for
-each -of ‘these account managers has

increased by this amount.

performance improvement / vol 37, #8 17



continued from page 15

In both FEA and this step, it is always
wisest to use indicators with which the
organization is already familiar and
values. Once improvement data have
been gathered, they are compared with
the training costs. It is essential to
amortize costs properly. Hence, when
calculating ROI three months into
training, include training development
costs proportional to the projected life
of the training (estimated in Step 3).
Similarly, only include implementation
costs for those already trained.

6.2. Calculate organizational ROI for
intangible improvement. The proce-
dure for this is almost identical to that
of Step 1.2 for calculating improve-
ment in required performance. The
difference between pre- and post-
training performance is converted to
dollars. This is then compared to
appropriately proportional training
costs.

Example: Planning

(after 6 months of training

activities)
¢ Post-training total

score for all 6

performance requirements 40
e Pre-training total

score for all 6

performance requirements 24
e Performance improvement 16

This represents an

improvement of 67%.

Planning represents

15% of job time.

Average salary per

trainee is $60,000.

Planning (15%) represents
$9,000.

Pre-training performance

at 50% of requirement = $4,500.
Post-training performance at
83.3% of requirement = $7,500.
Improvement = $3000

per trainee.
ROI = Value
Amortized Cost of Training
= $240, 000 = 2.28
$105,000

The sum of all returns from tangible
and intangible training improvements

represents the total organizational
return on the training investment.

Step 7. Calculate Individual Increased
Value of Human Capital

Each employee possesses a human-
capital account, usually established
with an initial value equal to his or her
salary (although benefits can be
included). As the employee’s compe-
tencies increase, the value of the
account rises. This serves to track the
value of the individual human-capital
asset and is not necessarily given out
in salary and bonuses to the employee.
However, too great a discrepancy
between what is in the account and
compensation can result in the
employee leaving the organization to
obtain more money. On the other
hand, not all can be paid to the
employee as the company assumes the
risk cost associated with the training.
The employee’s individual account is
increased by the value training has
added to his/her current human capi-
tal account.
Example: Employee X Human
Capital Account

Current value $60,000
Increased post training

performance $ 3,000
New value $63,000

In some cases, especially for new hires,
the initial account value may be less
than the base salary, but is paid out in
anticipation of future increased per-
formance capability.

In summary, this section has presented
a model for calculating training ROL.
As noted at the outset of the section,
FEA is required to determine whether
or not a need for training exists.
Tangible or intangible improvement,
this model permits calculation of
training ROL. While we may apply the
model to intuitively selected training,
the first three steps will not be rele-
vant. The results will also remain
questionable.

The training ROI model was applied to
a real-world case. Each of the steps was
performed as prescribed. At each step,

18 performance improvement / october 1998

the necessary calculations were made.
The test of the model in the banking
context demonstrates its viability.

Conclusions and
Recommendations

Training, inappropriately selected,
may or may not yield valued organi-
zational and personal performance
results. It is a “crap shoot” with low
probabilities of success. Key to acquir-
ing effective results from training is
FEA that allows organizations to
determine whether training is neces-
sary or sufficient to achieve desired
results.

Training, appropriately selected, can
lead to astounding performance
results. Training, well selected,
designed, and supported, increases the
ability of people to perform. It raises
the value of the human capital an
organization possesses and this bene-
fits both organization and individual
performer. As stated earlier, human
capital in the knowledge economy is
true wealth. It has greater potential to
generate productivity and profits than
physical capital.

The training ROI model presented in
this paper is a tool. It guides decision-
makers and instructional designers to
do the right things with respect to
training. It also generates meaningful
figures that clearly demonstrate the
value of the training effort. What it
uncovers also guides decisionmakers
in future training ventures.

The case application at the Bank illus-
trates a number of valuable lessons for
training:

* Where a need for training is iden-
tified, and the training is well
designed and implemented, the
results are demonstrably beneficial
to the organization.

e Training ROIs are often dramatic,
with ratios often exceeding 10:1
(Phillips, 1997).

e Even applied to a partially com-
pleted training initiative, the
model can help monitor early
results.



® Despite careful planning of train-
ing projects, the dynamic context
of organizational environments
can drastically affect results. The
Bank did not foresee major shifts
in structure and personnel that
would impact training outcomes.

* The model offers a valuable tool to
training managers. It answers the
questions: “How do I calculate
training ROI?” and “What do I
measure?”

Based on the content of this article

and in particular the training ROI

model, the authors recommend that:

¢ Other organizations critically
examine their training activities
and in the light of the suggestions
made here, conduct FEAs and
training ROI studies.

® Organizations try out the part of
the model dealing with intangible
improvement. This presents the
greatest challenge and would be
extremely worthwhile to test and
document.

® Organizations, in general, docu-
ment their FEAs and applications
of the training ROI model. The
research and professional litera-
tures contain too few systematically
documented examples.

¢ Through experimenting with the
model, improve upon it and make
it easier to apply in varied organi-
zational contexts.
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