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RAINING DOESN'T COST...it pays! HRD is 
an investment, not an expense.' ' 

Rare is the trainer w h o doesn't be-
lieve this. Far more c o m m o n is the 
trainer w h o doesn ' t bel ieve that re-
turn-on-the-training investment can 
(or even should) be calculated. 

Should all training programs be re-
quired to show a return-on-investment 
(ROD? Not at all. However, courses of 
three days or more that are o f f e red 
many times to reach a large number of 

BY SCOTTB. PARRY 

trainees (say 100 or more) represent a 
significant expense. The professional 
trainer should justify this expense by 
calculating the return on this investment. 

We're talking about Level Four: Re-
sults on Donald Kirkpatrick's evalua-
tion model, and it's the most difficult to 
measure. Level One: Reaction and Lev-
el Two: Learning can be measu red 
wi th re la t ive e a s e in c lass , u s ing 
paper-and-pencil instruments and sim-
ulations. Level Three: Application at 
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work is more difficult, 
b e c a u s e it m e a n s mea-

suring pe r fo rmances 
on t h e j o b w h e r e 
many variables are 
affecting the perfor-
mance of our grad-
ua tes . Level Four : 

Resu l t s is u s u a l l y 
shown as a return-on-

i n v e s t m e n t . . . t h e do l l a r 
value of the benefits of training 

over and above the cost of the train-
ing itself. 

And there's the rub. Many factors 
make this level of measurement the 
most difficult by far. Here are some of 
the more common difficulties that are 
cited as reasons for not doing a level-
four evaluation: 
I The costs of training are known and 
expressed in dollars, but the benefits 
are often soft, subjective, and difficult 
to quantify and convert to dollars. 
I We have e n o u g h t rouble get t ing 
managers to send people to training 
without imposing additional require-
ments to collect data to document the 
impact. 
> Costs are known up front, before 
training, but benefits may accrue slow-
ly over time. At what point after train-
ing do you attempt to measure impact? 
I As trainers, w e lack the time and 
the accounting skills to do a cost ben-
efit analysis. Besides, our requests for 
data disrupt productivity. 
> We probably will cont inue to run 
most of our popular training programs 
even if costs exceed benefits. So why 
bother? We're not a profit center. 
> The outcomes could be damaging 
to the HRD staff and to budget sup-
port from top management . We may 
be better off not knowing. 
I People at work pe r fo rm the way 
they do for many reasons, only one 
of which relates to training. How can 
w e t a k e c r e d i t or b l a m e for t he i r 
performance? 
I The very act of collecting data on 
the dollar value of performance will 

tend to bias the infor-
mation w e get. making 

it hard for us to present a 
true picture. 

If you 've b e e n looking 
for some reasons for not evalu-

ating the ROI of your training ef-
forts. read no further. This list Should 
enable you to persuade the most in-
sistent bel iever that any a t tempt to 
p rove that training pays for itself is 
sheer folly! Let s leep ing d o g s lie— 
wha t we don ' t k n o w can' t hurt us. 
Right? 

Wrong! Lest we be accused of fa-
voritism, let's give equal time to a list 
of reasons why w e should take the 
time and effort to calculate the costs 
and the benefits of our major training 
programs. Here are some supporting 
reasons: 
I HRD budgets can be justified and 
even expanded when training can con-
tribute to profit and is not seen as an 
act of faith or a cost of doing business. 
I Course objectives and content will 
become more lean, relevant, and be-
havioral with focus on monetary re-
sults rather than on the acquisition of 
information. 
> Better commitment of trainees and 
their managers, who become respon-
sible for follow-up and ROI, and not 
just for filling seats. 
> Action plans, individual develop-
ment plans, and managers ' briefings 
will be taken seriously, thus strength-
ening the trainee-manager partnership. 
I Better performance by HRD staff in 
containing costs and maximizing ben-
efits. They become performance man-
agers and not just instructors. 
I HRD staff h a s so l id d a t a a b o u t 
where training is effective and where 
it is weak, so that courses can be re-
vised and fine-tuned to p roduce the 
best returns. 
I The curriculum of courses offered 
can be determined on a financial basis 
and not just on popularity, rank of the 
manager requesting it. and so forth. 
t Course enrollments will be serious, 
with trainees aware of the expecta-
tions that follow graduation. We'll get 
the right faces in the right places at 
the right times. 
> By calculating ROI on the courses 
where it is possible, we are more apt 
to be t rus ted on the o n e s w e can ' t 
evaluate at level four. 

Four ways t o measure 
ROI on training 
Now that we 've examined the pros 
and cons of calculating the ROI of a 
t ra ining p rogram, let 's look at four 
ways of doing so. The nature of the 
training and the course objectives will 
d e t e r m i n e w h i c h m e t h o d is most 
appropriate. 
1. W h e n hard data exists. P e r f o r m a n c e 

data is routinely collected on many 
jobs for which we provide training. 
Examples include driver safety (mon-
etary value of reduced accidents, low-
er insurance); machine maintenance 
(fewer repairs, less downtime); sales 
training (increased volume, fewer re-
turns); bank tellers (fewer "overs and 
shorts," more sendees and customers 
handled per hour). 

Many technical training programs 
have data on exist ing pe r fo rmance 
b e f o r e the c o u r s e is l a u n c h e d . By 
c o m p a r i n g the costs of i nadequa te 
performance prior to training with the 
reduced costs of better performance 
after training, we can see the return-
on-investment. 

Even courses that teach "soft skills" 
can have a "hard data" side to per-
formance. Examples include writing 
skills (time saved via shorter letters, 
u n d e r s t o o d w i t h o u t s u b s e q u e n t 
c l a r i f i ca t ion ) ; m e e t i n g l e a d e r s h i p 
(shorter meetings, better follow-up); 
EEO and diversity ( fewer grievances 
and lawsuits). 

Notice that our examples focus on 
the quan t i t a t i ve a spec t s of per for -
mance—things that can be counted in 
minutes, dollars saved or gained, and 
so forth. To be sure, these courses al-
so have qualitative aspects. But these 
are more difficult to measure (such as 
courteous driving, more professional 
selling, clearer writing, more partici-
pative meeting leadership). Hard data 
p r o b a b l y d o e s n ' t exist to eva lua te 
these qualities, so w e have no way of 
c o m p a r i n g p r e - t r a i n i n g a n d post -
training performance. 

C o n c l u s i o n : If w e w a n t to take 
credit for the impact of training on 
workplace performance, we must es-
tablish a "bench level" of what the 
performance was before we launched 
the training program. 
2. Estimates by trainees and their man-

agers. This method is the easiest way to 
estimate ROI. but also the most subjec-
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tive. Several months after completing 
each cycle of a training program, send 
a memo to each graduate and manager 
(sponsor). State the actual cost to the 
organization of the trainee's participa-
tion in the course. Ask the two to get 
together, discuss the actual improved 
performance that has taken place since 
the course, agree on a dollar value of 
this improvement, and project the total 
value over the coming year (or whatev-
er period is appropriate to the applica-
tion of the concep t s and skills that 
were learned). 

The two then send this projected 
dollar value in. along with a one- to 
two-paragraph explanat ion of how 
the estimate was made. By comparing 
the costs of those w h o r e s p o n d e d 
with their dollar estimates of value 
added to workplace performance, we 
can arrive at a crude estimate of the 
cost/benefit ratio. 

In si tuations w h e r e bench levels 
w e r e not e s t a b l i s h e d b e f o r e t he 
course was launched, this method of 
estimating ROI has appea l . What it 
lacks in accuracy it makes up for in 
getting trainees and their managers to 
recognize that the responsibility for 
making training effective is primarily 
theirs and not the trainer's. 
3. A c t i o n p lans, m a n a g e r s ' b r i e f i n g . 

During a training program, each par-
ticipant prepares an action plan that 
spells out how the concepts and skills 
learned will be applied back at work. 
If the course involves teaching the en-
tire job to a new employee, then the 
action plan will resemble a job de-
scription. If the course is for present 
employees (such as supervisors, team 
leaders, project managers), then the 
action plan spells out those actions 
the participant will take back to the 
job, which will differ from other par-
ticipants whose needs are different. 

After the training program, partici-
pants share their action plans with 
their managers and anyone else who is 
a stakeholder in their growth and de-
velopment. This helps to build the par-
ticipants' managers into their develop-
m e n t — a s c o a c h e s , m e n t o r s , and 
overseers of the implementations of 
the action plan. (A pre-training meet-
ing with the participants' managers is 
important: to cover course objectives, 
how the action plans work, and how 
managers can help their enrollees in 

the post-training follow-through.) 
Several months after the training, 

participants and their managers come 
t o g e t h e r fo r a two- to t h r e e - h o u r 
meeting at which each participant re-
ports on the results since implement-
ing the action plan, a long with the 
cost of doing so and the value of the 
benefits. Managers work with their 
participants prior to this meeting to 
arrive at the dollar value of the costs 
and the benefits. By tallying the num-
bers reported by the participants and 
adding the cost of the course, the re-
turn-on-investment is obtained. 
4. Cost /benef i t analysis via accounting. 

This method is the most demanding 
way to ca lcula te ROI. but also the 
most accurate. Costs can be listed un-
der seven categories, as noted below: 
I course development (time) or pur-
chase (price, I icense fees) 
ft instructional materials: per partici-
pant ( e x p e n d a b l e s ) and instructor 
(durables) 
» equipment and hardware: projec-
tors, computers, video ("fair share" use ) 
I facilities: rental of conference cen-

w B e n e f i t s a c c r u e 

long a f t e r t r a i n i n g , 

and can be 

p r o j e c t e d t y p i c a l l y 

one to f i v e y e a r s • 

ter and "fair share" use of classroom 
overhead 
l travel, lodging, meals, breaks, ship-
ping of materials, and so forth 
> salary: of instructor and support 
staff (prorated), consultants' fees, and 
so forth 
» lost productivity (if applicable) or 
cost of temporary replacements for 
participants. 

These costs are of three types: one-
time (such as needs analysis and de-
sign), cost per offering (such as facili-
ty rental, instructor's salary), and cost 
per participant (such as meals, note-
books . c o f f e e b reaks) . Costs must 
therefore be calculated over the life of 
the training program. 

Benefits fall into four major cate-
gories as shown below: 
I time savings (less time needed to 
reach proficiency, less supervis ion 

needed, and so forth) 
• better quantity (faster work rate, 
less down time, not having to wait for 
help, and so forth) 
I better quality (fewer rejects, lost 
sales, reduced accidents, lower legal 
costs, and so forth) 
• personnel data (less absenteeism, 
fewer medical claims, reduced griev-
ances, and so forth). 

Benefits accrue long after training, 
and can be projected over the life of 
the trainees in the job for which they 
w e r e trained (typically o n e to five 
years). While costs can be calculated 
by HRD managers, the benefits should 
be calculated by the trainees and their 
managers after they have had enough 
experience in the workplace to collect 
enough data to project the benefits 
over the payback period. A compari-
son of the total costs to the total bene-
fits yields our return-on-investment. 

Eight observations 
on conducting a 
cost-benefit analysis 
I Some courses should be offered 
without expectation of a measurable 
return on the investment (such as ori-
entation of new employees and re-
tirement planning). Because the ben-
efits of conducting such programs are 
difficult if not impossible to measure, 
and because organizations offer them 
without expectation of any tangible 
return on the investment, it is foolish 
to attempt a cost-benefit analysis. 
I Training programs for employees 
w h o s e jobs have wel l -def ined and 
quantif ied expecta t ions (standards, 
goals, quotas) are the most appropri-
a te o n e s for measur ing re turn-on-
the-training investment because per-
formance measurement systems al-
ready exist. 
I By contrast, training for supervisors, 
managers, technical experts, project 
coordinators , and o thers for w h o m 
performance measurement systems do 
not exist are much more difficult to 
evaluate via level four (cost-benefit 
analysis). The responsibility rests with 
each participant to generate pretrain-
ing data and posttraining data on per-
formance, and to assign dollar values 
to these two sets of data. 
I Most c o s t - b e n e f i t a n a l y s e s a re 
comparat ive studies that show how 
the performance levels obtained by 
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COST-BENEFIT WORKSHEET 

Costs 
1. Course development (time) or selection (price, fees) 
> needs analysis and research 
> design and creation of blueprint 
> writing, validating, and revising 
• producing (typesetting, illustrating, reproducing) 
2. Instructional materials 
> per participant (expendables: notebooks, handouts, tests, and so forth) 
I per instructor (durables: videotape, film, software, overheads) 
3. Equipment (hardware) 
» projectors, VHS, computers, flipcharts, training aids 
4. Facilities 
I rental or allocated "fair share" use of classrooms, and so forth 

5. Off-site expenses (if applicable) 
I travel, hotel accommodations, meals, breaks 
I shipping of materials, rental of A/V equipment, and so forth 
6. Salary 
» participants (number of instruction hours X average hourly rate) 
I instructor, course administrator, program manager, and so forth 
> fees to consultants or outside instructors 
» support staff (audiovisual, administrative, and so forth) 
7. Lost productivity (if applicable) 
I production rate losses or material losses 

A. Total of all one-time "up front" costs 
B. Total of all costs incurred each time course is offered 
C. This sum (box B) X number of times course is run ( ) 
D. Total of all costs incurred for each participant 
E. This sum (box D) X number of participants ( ) over life of course. 
F. Total costs (sum of boxes A. C, and E) 

Benefits 
1. Time savings 

• shorter lead time to reach proficiency (hours saved X $) 
I less time required to perform an operation (hours saved X $) 
I less supervision needed (supervisory hours saved X supervisory $). 
I better time management (hours freed up X $) 

2. Better productivity (quantity) 
I faster work rate ($ value of additional units, sales, and so fo r th ) . . . . 
> time saved by not having to wait for help (hours saved X $) 
I less down time ($ value of reduced nonproductive time) 

3. Improved quality of output 
I fewer rejects to (scrap, lost sales, returns, and so forth....$ value).. 

value added to output (bigger sales, smoother castings ...$) 
reduced accidents ($ value of savings on claims, lost work) 

reduced legal costs (EEO, OSHA, W C settlements) $) 
improved competitiveness (change in market share...$) 

4. Better personnel performance 
I less absenteeism/tardiness (self or subordinates...$ saved) 
» improved health ($ saved on medical and lost time) 
* reduced grievances, claims, job actions ($ saved) 
I same output with fewer employees ($ on jobs eliminated) 

A. Total of all one-time benefits 
B. Total of all benefits occurring once per participant 
C. Total value of all improvements per participant per month 
D. Length of payback period in months 
E. Number of employees affected during this period (D) 
F. Total of B X E 
G. Total o f C X D X E 
H. Total benefits (sum of A + F + G) 

One-Time 
Costs 

Cost per 
Offering 

Cost per 
Participant 

NA NA 
NA NA 

NA NA 

NA NA 

NA NA 
NA 

NA 

NA NA 

NA NA 
NA NA 

NA NA 
NA NA 

NA 
NA NA 

NA NA 

NA NA 

NA NA 
NA NA 
NA NA 

NA NA 

NA NA 
NA NA 
NA 
NA NA 

NA NA 

NA NA 

NA NA 

NA NA 

NA NA 
NA 
NA 
NA NA 

NA NA 
NA 
NA 

NA NA 

NA NA 
NA NA 
NA NA 

NA NA 

NA NA 
NA NA 

NA NA 
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instal l ing a n e w t ra in ing p rog ram 
compare with the performance levels 
obtained by no training (such as safe-
ty, d r u g s , s t r e s s r e d u c t i o n ) or by 
s o m e a l t e rna t i ve form of t r a in ing 
(such as on- the- job training versus 
c l a s s r o o m , i n d i v i d u a l i z e d ve r sus 
g roup , centralized versus regional, 
and so forth) . As in the third item, 
pretraining data on performance prior 
to installation of the new program 
may not have been col lected. This 
must be done prior to carrying out a 
cost-benefit analysis. 
I When training is conducted to ac-
c o m p a n y the ins ta l l a t ion of new-
e q u i p m e n t (p rocedures , products , 
policies, t echno logy) and no prior 
training of a similar nature existed, a 
cost-benefit analysis is inappropriate 
for two reasons: There are no prior 
performance measures with which to 
compare the results of the new train-
ing; and the impact of installing the 
new changes makes it impossible to 
separate "performance attributable to 
training" from "performance attribut-
able to innovation." (Examples: mov-
ing from manual to PC operations and 
learning to use e-mail). 
I The costs of training are known up-
front and should be calculated by HRD 
managers and others whose budgets 
are funding the program. The major 
unknown is based on the shelf life of 
the course—how many times (cycles) 
it will be run before it is no longer 
n e e d e d ( such as w h e n all e l igible 
t r a inees have rece ived it or w h e n 
changes in technology have rendered 
it obsolete). Costs should be calculated 
over the shelf-life of the program. 
* Similarly, the benefits of training 
should extend well beyond the final 
offering (cycle) of the program. Dif-
ferent behaviors that were "shaped" 
by training have different life cycles. 
The payback period on skills that are 
p r a c t i c e d regu la r ly ( such as t i m e 
m a n a g e m e n t ) might be p r o j e c t e d 
ove r the e m p l o y m e n t l ife of t he 
trainee, whereas skills that are called 
on less frequently (such as selection 
interviewing in a downsized econo-
my) may have a much shorter pay-
back period. 
I Although training costs are best 
calculated by HRD managers, the ben-
efits should be identified, quantified, 
and c o n v e r t e d to dol lar va lues by 

management (the trainees' supervi-
sors, department heads, and so forth). 
There are two reasons for this: They 
are in the best posi t ion to observe 
changes in performance attributable 
to training; and their data is more ob-
jective and less suspect than if HRD 
specialists attempted to collect it. 

Four examples of 
applications of 
cost-benefit analysis 
I A rapidly growing fast-food chain 
had a three-week apprentice training 
program that prepared employees for 
promotion as assistant managers. The 
c o r p o r a t e HRD m a n a g e r felt that 
training time could be reduced to one 
week with a formal training program 
at headquarters . The one-week for-
mal program required travel and ho-
tel costs not associated with the three-
w e e k local a p p r e n t i c e t r a in ing 
program. However , the company ' s 
ability to place assistant managers in 
outlets two weeks earlier resulted in 
savings that more than offset the cost 
of developing the program and bring-
ing the trainees to a central location. 
It also assured uniform quality of in-
struction which was lacking in the de-
centralized apprent ice training that 
had taken place in each outlet. 
• A major corporation had relied on 
two professors from the state univer-
sity to conduct their supervisory train-
ing program, using their own hand-
outs. visuals, and hands-on exercises. 
Some 93 supervisors went th rough 
the five-day program in classes of 15 
to 16 participants each. Three years 
later when the company offered su-
pervisory training again, they pur-

c h a s e d a p a c k a g e d c o u r s e with 
videos, w o r k b o o k s , and instructor 
guidelines for their own internal in-
structors. Although the package cost 
$27,000, they e n d e d u p sav ing 
SI6.000 (the professors had charged 
$36,000 for labor and $7,000 for mate-
rials). Moreover, post-workshop eval-
uations showed that transfer of train-
ing from workshop to workplace had 
improved significantly. 
> A government agency ran a three-
day workshop on project management 
with six offerings for 20 participants 
each. During the year following each 
workshop, the trainers surveyed the 
graduates to see how their posttraining 
per fo rmance on projects compared 
with their pretraining behavior (as as-
sessed during the needs analysis prior 
to training). Factors evaluated includ-
ed: percentage of projects completed 
on time and within budget , level of 
client satisfaction, and estimate of 
t ime/money saved as a result of im-
proved pro jec t m a n a g e m e n t . The 
agency concluded that a 595,000 train-
ing investment had saved an estimated 
$670,000. This figure did not include 
one reported savings of $2 million pro-
jected over five years. 
I An au tomot ive manufac tu re r in-
stalled a management development 
p rog ram as part of the c o m p a n y ' s 
TQM/empowerment efforts and put 
220 managers at an assembly plant 
through the program. The average 
length was six days. After the first 
day of assessment, each manager at-
t ended only those w o r k s h o p s that 
dea l t wi th t he c o m p e t e n c i e s and 
skills that received lower scores. Six 
months after the training, participants 
were assessed again. Benefits were 
evaluated on three factors: the de-
gree to which each manager 's indi-
vidual deve lopment plan had been 
implemented, the change in produc-
tivity of the manager 's work group, 
and the improvement in scores (per-
centiles against na t ionwide norms) 
by each manager on the two assess-
ments . All three measures showed 
that the benefits far outweighed the 
costs. • 

Scott B. Parry is chairman of Train-
ing House\ P.O. Box 3090. Princeton. 
NJ 08543-3090. Phone: 609/452-
1505: fax: 609/243-9368. 
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