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OR MANY YEARS, MEASURING THE RETURN ON INVESTMENT for
training and development has been a critical issue—on meeting
agendas, in the literature, and on the minds of top executives. Al-
though interest has heightened and some progress has been
made, the topic still challenges even the most sophisticated
and progressive HR departments. Some HR professionals ar-
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Building onto level 4
The ROI process adds a fifth level to the Level-4 evaluation
model developed by Donald Kirkpatrick. See figure 1. At lev-
el 1, participants' satisfaction with the training program is
measured, and a list of their plans for implementing the
training is included.

At level, 2, measuremems focus on what partmpantc
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objectives are met. The fifth,and ultimate, level of evaluation is the
return on investment. It compares the training's monetary benefits

with the costs.

Most organizations conduct evaluations to measure satisfaction;
few conduct evaluations at the ROI level. Both are desirable.

Evidence shows that if measurements aren't taken at each

This

level, it's difficult to show that any improvement can be at-

tributed to the training.

isthefirst in a series of three

The model in figure 2 is a framework for devel oping

ROT. Many of the companies in the case studies fol-
lowed this model. It tracks the steps in measuring
ROI—from collecting post-program data to calculating
the actual return. The model assumes that training
costs will be compared with monetary benefitsand that
al training programs will also have intangible, but re-

portable, benefits.

The process begins with the collection methods of post-

articlesabout measuring the return
on investment in training. Real-world
casestudiesprovide a look at how
the search isgoing.

program data. Such methods are at the heart of any evaluation.
Which methods to use depends on the evaluation's purposes, in-
stalments. measurement levels, design, and cost of data collection.
Two common formulas for calculating return on investment are
a benefit/cost ratio (BCR) and ROI. To find the BCR, you divide the

total benefits by the cost. In the ROI
formula, the costs are subtracted
from the total benefitsto produce the
net benefits, which are then divided
by the costs.

For example, a literacy-skills train-
ing program at Magnavox produced
benefits of $321,600 with a cost of
538,233. The BCR is 8.4. For every Sl
invested, S8.4 in benefits were re-
turned. The net benefits are $321,600 -
$38,233 = $283,367. ROI is S283,367 -
$38,233 x 100 = 741 percent. Using the
ROI formula, for every Sl invested in
the program, there was a return of
S7.4 in net benefits.

Typically, the benefits are annual,
the amount saved or gained in the
year after training is completed. The
benefits may continue after the first
year, but the effect begins to dimin-
ish. In a conservative approach, long-
term benefits are omitted from calcu-
lations. In the total cost of a program.
the development cost is usually front-
loaded and prorated over the first year

Figure I:
Level-5 Evaluation
Here are some questions for conducting alevel-5 evaluation.

Level Questions

| reaction and planned action | What are participants' reaction to
the program?
« What do they plan to do with
what they learned?

2 learning | What skills, knowledge, or atti-
tudes have changed? By how-
much?

3 applied learning on the job | Did participants apply what they
learned on the job?

4 business results > Did the on-the-job application

produce measurable results?

5 return on investment + Did the monetary value of the
results exceed the cost of the pro-
gram?
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of implementation. Or. you can pro-
rate development costs over the pro-
jected life of a program.

Some recommendations

The case studies in the ASTD project
represent a wide range of settings,
strategies, and approaches in manu-
facturing, service, and government
organizations. The training audiences
varied from al employees to man-
agers only to specialists only. Though
most of the programs focused on
training and development, others in-
cluded such areas as total quality,
performance management, and em-
ployee selection.

The cases provide a rich source of
information on the strategies and
thought processes of some of the best
practitioners, consultants, and re-
searchers in the field. The companies'
returns on investment ranged from
150 to 2.000 percent.

Several common approaches have

emerged. They could be considered
best practices or just recommenda-
tions. Whichever, they seem to have
worked well for the companies in the
case studies.
Set targets for each evaluation level.
Some organizations set a target for
each level of evaluation, a target be-
ing the percentage of HR programs
that will be measured at that level.

For example, many organizations
require 100 percent of their training
programs to be evaluated at level 1
because it's fairly easy to measure
participants' reactions. Level 2 (learn-
ing) is also relatively easy to measure.
Typically, the target range is 40 to 70
percent, depending on the type of
program.

Level-3 evaluation (on-the-job ap-
plication) involves more time and ex-
pense to conduct follow-up evalua-
tions so targets tend to be lower at 30
to 50 percent. Level-4 (business re-
sults) and level-5 (ROD evaluations
require significant resources and bud-
gets so their targets tend to be small:
10 percent for level 4 and five percent
for level 5.

Establishing evaluation targets has
several advantages. One, it provides
measurable goals for assessing the
progress of al training or a particular
segment. It also focuses attention on
accountability and communicates
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a strong message to the HR staff
about the need for measurement and
evaluation.

Evaluate at the micro level. Measure-
ment and evaluation usually focus on
a single program or a few tightly inte-
grated programs. ROl measurement is
more effective when applied to one
program that can be linked to a direct
payoff. When al of the courses in a
series must be completed before their
common objectives are met, it may be
appropriate to wait to evaluate the se-
ries as a whole. The decision to eval-
uate several courses in a series should
take into account the training goals,
timing of the courses, and cohesive-
ness of the series.

It can be difficult to evaluate a se-
ries conducted over a long period of
time. A cause-and-effect relationship
becomes more confusing and com-
plex. Also, it is hard to evaluate an
entire function, such as management
development, career development,
executive education, or technical
training.

Use a variety of methods. The compa-
nies in the case studies use a variety
of approaches to collect evaluation
data. They don't latch onto one or
two practices and stay with them re-
gardless. They recognize that every

program, setting, and situation is dif-
ferent. They know that techniques
such as interviews, focus groups, and
questionnaires work well in some sit-
uations and that action plans, con-
tracts. and performance monitoring
are needed in others.

These companies use internally
developed criteria to match a particu-
lar data-collection method with the
training program.

Isolate the effects of training. A critical
aspect of the evaluation process is
trying to isolate the effect of the train-
ing from other factors occurring dur-
ing the same period that could affect
business results. Most of the time,
training can take only partial credit for
improvements in on-the-job perfor-
mance. When planning to measure
ROI, the case-study organizations go
beyond a standard control-group
analysisto use one or more techniques
for isolating extraneous factors.

Use sampling wisely. It's rare for orga-
nizations to use statistical sampling in
selecting a sample of training pro-
grams in which to measure ROI. For
most, the result would be too many
calculations. For the sake of practicali-
ty, many organizations decide to eval-
uate just one or two sessions of their
most popular training programs. Oth-
ers select one program from each ma-
jor training segment. It's recommend-
ed that organizations calculating ROI
for the first time select only one course
to measure, as a learning experience.

If sampling is used, it's important
to be statistically sound. But it's more
important to consider the tradeoff be-
tween the available resources and
what kind of ROI calculations man-
agement is willing to accept. Remem-
ber: The primary goals of an ROl cal-
culation are to convince the HR staff
that the process works and show se-
nior-level managers that training can
make a difference. With that in mind,
it's best to get the input and approval
of top management in developing
your sampling approach.

The sample number depends on
the following variables:
| the HR staff's expertise on evalua-
tion
» the type of training programs be-
ing evaluated
| the resources allocated for evalua-
tion



A LOOK AT THE CASE STUDIES

Setting

Bottling
company
(Coca Cola)

Paper
products
company

Health
Maintenance
Organization

Large
commercial
bank

Information
services
company

Electric &
gas utility

Oil company

Bakery
(Multi-Marques, Inc.)

Avionics
(Litton Industries)

Truck leasing
(Penske Truck Leasing)

Target
Group

First-level
supervisors

Managers,
supervisors,
hourly employees
study teams, skill

All managers
and all
employees

Consumer

loan officers

Supervisors

Managers &
supervisors

Dispatchers

Supervisors/
administration
services

All employees

All supervisors

Program
Description

Eight half-day workshops
covering supervisory roles,
setting goals, developing
the team, and so forth

Organization
development program
(Workshops, action

» Performance
building programs)

Organization
development

program (team building,
group meetings,
customer service training

Two-day

sales training
program—focus
on increase in
consumer loans

Twelve two-and-
one-half hour
sessions on
behavioral modeling

Applied behavior
management which
focused on achieving
employee involvement
to increase quality,
productivity, and
profits

Skills training program
including customer
customer interaction
skills, problem
solving, and
teamwork

Fifteen-hour
supervisory skills
training including
the role of training

Self-directed
work teams

20-hour program
on supervisory
skills using
behavioral
modeling

Evaluation
Process

» Action planning

¢ Follow-up session
» Performance
monitoring

I Follow-up with
interviews

* Survey

1 Performance
monitoring

« Performance
monitoring
« Management
estimation

1 Follow-up
» Performance
monitoring

> Follow-up
with surveys

« Action planning
(variety of projects)
t Performance
monitoring

 Follow-up observations
1 Performance
monitoring

» Action planning
(work process analyses)
« Performance
monitoring

 Action planning
1 Performance
monitoring

» Performance
monitoring

Results

> 1,447% ROI
» Benefit/cost ratio 15:1
» Variety of measures

t Variance from

standard +$ 106,000

« Efficiency 4%

improvement

* Waste 36% improvement

» Absenteeism 35% improvement
1 Safety 25% improvement
Housekeeping 27% improvement

20,700 New HMO members
» 1,270% RO
» Benefit/cost ratio 13.7:1

1 30% increase in
consumer loans

» 2,000% ROI

* Benefit/cost ratio 21:1

» 336% ROI

1 400% ROI
> Benefit/cost ratio 5:1

» Customer complaints
reduced by 85%

» Absenteeism

reduced by 77%

¢ Reduction in

pull-outs saved $283,800
» 383% ROI

» Benefit/cost ratio 4.8:1

» 215% ROI
« Benefit/cost ratio 3.3:1

> Productivity

increased 30%

| Scrap rate reduction 50%
» 700% ROI

1 Turnover
reduction of 6%

> Abseeteeism
reduction of 16.7%

These cases appear in Measuring Return on Investment, published by the American Society for Training and Development. Alexandria, VA. 1994. Jack). Phillips, editor.
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Figure 2: A Model for Calculating ROI

evaluation
instruments

collecting
post-program
data

evaluation
design

» the degree of support from manage-
ment for training and development

» the organization's commitment to
measurement and evaluation

| the amount of pressure from oth-
ers to show ROI calculations.

Other variables endemic to the
particular organization may apply.
Convert program results to monetary
values. The organizations in the case
studies seek a specific return on in-
vestment. Consequently, data on
business results must be converted to
monetary benefits. These companies
aren't content to show just that train-
ing can result in such improvements
as increased productivity and de-
creased employee turnover. They
take the process a step further by
converting such improvements to
monetary units so that the improve-
ments can be compared to costs
and further developed into an ROI
calculation.

For such hard-data items as pro-
ductivity. quality, and time, the con-
version to monetary units is relatively
easy: soft-data items such as customer
satisfaction, employee turnover, and
job satisfaction aren't so easy to con-
vert. Still, there are techniques
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purposes
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effects of datato
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evaluation
levels

for making the conversions with a
reasonable amount of accuracy, and
several strategies are used in these
case studies. (Note: this important
topic is covered in the third article of
this series.)

The search continues

Because the variables that can affect
performance are numerous and com-
plex, it can be difficult to determine
how much of a change isdue to train-
ing. Most ROI figures aren't precise,
though they tend to be as accurate as
many other estimates that organiza-
tions routinely make.

After garnering the cases for the
ASTD project, there are still unan-
swered questions about measuring
ROI.

Cost standards. The methods used to
monitor costs vary widely. What one
organization considers a cost of train-
ing, another does not. The HR field
needs standard cost data. It's becom-
ing increasingly difficult to compare
costs from one program to another.
Most efforts to solve the problem
have failed. In the interim, it's neces-
sary to describe the cost components
that make up the total cost of any

tabulating
program
costs

calculating
the return on
investment

identifying
intangible
benefits

effort to measure ROI.

Evaluation design. Many organizations
don't design their evaluations to iso-
late the effects of training. Control
groups are rarely used even though
they can be used effectively without
the disruption, problems, and incon-
venience usually feared by practition-
ers. Though a control-group approach
is preferable, other evaluation designs
such as trend-line analysis, forecasting,
and estimations can be useful.
Standard methodology. Evaluation
techniques vary, though there are on-
ly so many ways that data can be col-
lected and analyzed. Often, data-col-
lection methods are used without
regard to their advantages or disad-
vantages. The different labels and ter-
minology adds to the confusion. As
professionals, we need to standardize
and publicize evaluation methods.
Statistics. Many HR practitioners
avoid statistics. But statistical analysis
can provide a sound basis for conclu-
sions about training results. And
though many top managers don't un-
derstand statistical analysis, they need
to feel confident that any conclusions
about training results are supported
by appropriate methodology.



In several of the case studies and

other evaluation projects, the power
of statistics is largely ignored. Sample
sizes are so small that the results can't
be considered supportable, at least
statistically.
Converting data to monetary values.
Because of the subjective nature of
this process, the results of many HR
programs aren't converted to mone-
tary units. Yet, this conversion is an
essential step in ROI calculations in
which monetary benefits must be
compared with costs. It should be a
fundamental requirement for some
level-4 evaluations.

Evaluate, evaluate, evaluate
In the cases cited in the ASTD project,
a variety of evaluation methods were
used 1o determine the success of
training.
Fcllow-up assngnments. Puzlmps the
approach raining d.ata
sllection is to ask pdmu ants t
complete @ task or pre tor serve as
evidence of th(*u successful applica-
nnn oI ihu ur . Typically,
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plmdt is v*.;w( mlly lepful for level- %
evaiuations and when management
support isn't strong.

Surveys and questionnaires. These can
capture participants' accomplish-
ments and behavioral changes after
training. You can collect responses
from all participants or a sampling.
Surveys and questionnaires are inex-
pensive, as well as easy to implement
and tabulate. They're most appropri-
ate for on-the-job application (level 3)
and business results (level 4).
One-on-one interviews. Interviewing
participants individually is an excel-
lent way to capture changes in job-re-
lated behaviors and to garner specific
details. More versatile than question-
naires, interviews can probe issues,
concerns, and actions related to the
training. They're suited to level-3
evaluations.

Focus groups. An extension of inter-
viewing, focus groups involve collect-
ing post-training information from
eight to 12 participants in a structured
setting. Focus-group members are
asked specific questions about what
they have changed as aresult of train-
ing. The exchange of information of-

ten triggers creative thinking among
participants, which provides high-
quality data. A focus-group follow-up
is appropriate for level-3 evaluations.
Observation. Direct on-the-job obser-
vation of participants after training
can show whether they are applying
new skills. This level-3 approach
works best when participants are un-
aware that they're being observed.
For example, to measure changes in
customer service, an organization can
hire shoppers to observe salespeople.
Action planning. The most powerful
way to measure training's effect is
through the use of action plans. Partic-
ipants apply their new skills or knowl-

' The most
power ful
measur ement
Is through
the use of
action
plans

edge in atask or project and then doc-
ument their progress in achieving
measurable objectives outlined in an
action plan. Their supervisors may or
may not be involved. In some organi-
zations, progress is audited by a train-
ing coordinator. Or. participants sub-
mit their action plans to the training
department to substantiate whether
the desired results are attained.

The training should provide a
module on how to develop an action
plan. Both level-3 and level-4 evalua-
tions can benefit from this approach.

Performance contracts. These contain
a pretraining agreement between par-
ticipants, their supervisors, and some-
times the facilitator. The parties meet
prior to training in order to develop
measurable goals related to the train-
ing content. Later, they can determine
whether the goals were met.

Special follow-ups. It can be effective
to reconvene participants one to three
months after the initial training seg-
ment was conducted so they can re-
port on their success. Follow-up ses-
sions also provide opportunities for
additional training, such as refining
new skills. This approach is appropri-
ate for level-3 and level-4 evaluations.
Performance tracking. The most cred-
ible post-evaluation approach is to
track de work-unit, or indi-
vidual training
as as procuc-
ek time—and
as such as customer

tivity, quality, ¢
in soft-data are
ion.,
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s the .111<v)xwt con-
vincing evidence, it's oftcn the pre-
ferred approach of senior managers.

The search for the best practices
has revealed some important con-
cerns. It's almost universally agreed
that more attention regarding ROI is
needed. But only a few successful ex-
amples of ROI calculation exist. The
process isn't as difficult as it may seem.
The approaches and techniques can
be useful in a variety of settings. Practi-
tioners and researchers must continue
to refine the techniques and show suc-
cessful applications.

In the next issue of T&D, the sec-
ond article in this series will focus on
approaches for isolating the effects of
training.

Jack J. Phillips isprincipal consultant
with Performance Resources Organiza-
tion. He can be reached at Box 1969,
Murfreeshoro, 77V 37111-1969. Rhone
615/896- 7694, fax 61 5/896- 7181.

To purchase reprints or a photo-
copy of this article please send yo in-
order to ASTD Customer Service, 1640
King Street. Box 1443« Alexandria,
VA 22313-2043. Usepriority code
KFA. Phone 703/683-8100.
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