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Understanding Financial Terminology 
WHAT TERMINOLOGY DOES m a n -

a g e m e n t use w h e n al locat ing 
r e sou rce s and h o w can you s p e a k 
their language? 

Two terms should concern you the 
mos t—re tu rn on inves tment (ROD 
and prof i t marg in (PM). What a re 
they? How do these affect you? 

Many for-profit organizations strive 
for between a 10 to 20 percent return 
on their investments. Some want even 
more. Often, within the same organiza-
tion, different areas will have widely 
different ROI objectives. The ROI on 
older, established products will usually 
be higher than for products that are un-
der development or newly released. 

Know what your reorganization's 
ROI goal is. Map a plan to illustrate 
how your training meets or exceeds 
that ROI. 

For some training, it's easy. Sales 
training is a good example. Imagine 
that you spend (invest) SI0,000 in a 
sales training program, and sales per 
sales rep increase by 10 percent, from 
$1,000.000 to 1.100,000 the first year. 
You can document that your training 
ROI was 1,000 percent , just for the 
first rep [(S100.000 -s- $10,000) x 1001. 
What other department can document 
those kinds of returns? 

Other courses can be more difficult 
to measu re . For e x a m p l e , h o w d o 
you measure the ROI on your stress 
management course? 

It's not easy, but it can be done . 
Find ways to measure the impact that 
stressed employees have on your or-
ganization—missed days from work, 
missed projects , w r o n g sh ipments , 
high turnover, and so forth. Document 
and measure the costs of these prob-
lems the year b e f o r e you of fe r the 
course. A year later, measure the costs 
again. Divide the savings by the cost of 
the course and you have your ROI. 

You may be thinking that no one. 
including management, will buy into 
the notion that your course on man-
aging stress is the sole cause of all 
these improvement s . They may be 
right. If you do this for each course, 
you will have the attention of man-
agement. They will now look at the 
big picture of training that you pre-
sented. It will be up to the other de-

p a r t m e n t s ( y o u r "compet i to r s" ) to 
prove you wrong. 

If you really want to make an im-
pact, have a statistician calculate the 
" c o r r e l a t i o n c o e f f i c i e n t " of y o u r 
cause-and-effect theories. Who can 
argue with a statistician? 

The profit margin is the percentage 
of money that remains after all ex-
penses have been allocated. These in-

EFFICIENCY MEASUREMENTS 

There are several measurements of 
training efficiency. If you can, use 
previous training records to deter-
mine t h e fo l l owing for p r e v i o u s 
years: 
Average training hours per employee. 
This measures the quantity of train-
ing and tells how productive your 
training has been as a function of 
time. Some certification programs 
a re i n t e r e s t e d p r imar i ly in h o w 
much training was performed. 
Average training cost per employee. 

This measures the average "benefit" 
of training for all employees. Y'ou 
may also want to break this d o w n 
further by EEO class, job status, job 
title, and organization structure. 
T o t a l instructor hours. T h i s m e a -

sures the supply of training hours 
and tells you how productive your 
instructors have been as a function 
of time. This measurement can help 
de termine instructor load and re-
quirements for future training. 
T o t a l classroom hours. T h i s m e a -

sures the supply of classrooms and 
tells you how much you have used 
your classrooms. This measurement 
helps you plan classroom load and 
requirements for future training. 
Total class hours. T h i s m e a s u r e s h o w 

many hours were spent in all train-
ing, including instructor-led training, 
self-study, and outside training. 
Average student hours/ instructor 
hours. Th i s m e a s u r e s i n s t r u c t o r 
load. If this number is too high, the 
e f fec t iveness of t ra in ing will de-
crease . In o t h e r w rords, s t uden t s 
may not be get t ing the a t ten t ion 
that they need. If it is too low, the 

elude not just the initial expenses, but 
also allocations for overhead (such as 
rent , e q u i p m e n t , p o s t a g e , and so 
forth). Profit margins generally run in 
the two to eight percent range. Did 
you know that sometimes decreasing 
your profit margins can increase your 
profi ts (by increasing your sales at 
higher volumes)? 

There are two types of profit margin 

effectiveness will also decrease be-
c a u s e t h e r e w e r e s t u d e n t s w h o 
w e r e no t in t h e c l a s s r o o m w h o 
migh t h a v e b e n e f i t e d f r o m the 
t ra in ing. In o t h e r words , the in-
structor had attention to give and 
no one to receive it. 
Cost of student absences. T h i s m e a -

sures the cost of students who reg-
istered for a course but did not at-
tend. In the business world, this is 
c o n s i d e r e d s p o i l e d i n v e n t o r y . 
Spoiled inventory is inventory- that 
has been paid for, but was discard-
ed because it spoiled, rotted, evap-
orated, and so forth. 
Student enrollment/class capacity. 

This measures a form of excess in-
ven to ry . If the o p t i m u m size of 
your class is 10 s tudents , and the 
class costs $4,500 to present, your 
cost is .$450 per student. However, 
if only nine students show u p your 
cost jumps to $500 per student. You 
had the capaci ty to teach 10 stu-
dents, but only taught nine. Your 
ROI will be less. 
W a i t listed/student enrollment. T h i s 

measures unsat isf ied demand. If 
you continually have students who 
are wait listed for your classes, that 
is, they want to enroll but cannot, 
your supply of training is not suffi-
c i en t to m e e t y o u r d e m a n d . (A 
g o o d t ime to a sk fo r m o r e re-
sources.) The higher this number , 
the higher the amount of unsatis-
fied d e m a n d . As this n u m b e r ap-
proaches zero, you have an indica-
tion that your supply may be too 
high. (Not a good time to ask for 
more resources.) 

Training & Development, May I 996 99 



• • T h e B u s i n e s s o f T r a i n i n g 

that you should examine. 
Gross profit margin (GPM) shows 

the pe rcen tage re turn that is ea rned 
over the cost of p roduc ing products . 
The gross profit is used to cover oper-
ating expenses . GPM is calculated by 
dividing gross profit by total sales: 
GPM=sales-cost of goods sold-rtotal sales. 

Net profit margin (NPM) shows the 

pe rcen tage of net i ncome genera ted 
by each dollar of sales. The net profit 
is used to suppor t fu tu re opera t ions 
(retained earnings) or is distributed to 
the s tockholders (dividends). NPM is 
calculated by dividend net income af-
ter tax total sales: 
NPM=net income after tax^sales. 

ROI and PM are two controls that 

0 wad some Power the giftie gie us, 

To see oursels as ithers see us! 
Robert Burns 

The Clark Wilson Group publishes 360-degree feedback surveys in five series. 
Our surveys provide MeaningfulMeaures that benefit your company by: 

— Distinguishing between high and low performers 
— Discovering individual strengths and shortfalls 

— Emphasizing basic competencies for career development 

— Addressing the different skill groups in each organizational role 

Based in learning theory. CWG surveys present feedback in the Task*Cycle'M 

framework that leads participants to action and measurable change. Our 
proud tradition of publishing well-researched, valid, and reliable assessment 

tools for over twenty years makes our surveys your best training investment. 

Task*Cycle Surveys 

Quality 
• Quality Values in Practice 

Leadership 
• Executive Leadership 
• Leadership Practices 
• Leadership in Health Services 

Management 
• Management Practices 
• Peer Relations 
• Coaching Practices 
• Working With Others 

Sales 
• Sales Relations 
• Sales Management Practices 

Team 
• Executive Team 
• Our Team 
• My Team Mates 

We also Customize by 
drawing on 150 scales to 
create a survey that fits 
your needs. 

CLARK WILSON GROUP 

1320 Fenwick Lane • Suite 708 
Silver Spring, Maryland • 20910 • USA 
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m a n a g e m e n t uses for overall organi-
zational efficiency. You will want to 
examine others that are more training 
specific. 

Controls k e e p training focused on 
objectives. Your controls should be in-
dicative of the success (or problems) of 
your training. Refer to Dr. Holton's arti-
cle on training evaluation and to e f f i -
ciency measurements in this article. 

But how d o you determine the op-
timum numbers for the measurement 
controls? 

That's one diat you will have to de-
t e r m i n e yourse l f . W e a l r eady m e n -
t ioned the rev iew of past f igures as 
o n e g u i d e l i n e . Y o u r goa l is to im-
prove on those previous year 's num-

• One mistake 
that many 

businesses make 
is not knowing 

when to 
say 6NO/' -

bers. If those numbers were efficient 
before, you will be able to document 
h o w e f fec t ive y o u r t ra in ing has be-
come—that is, h o w it has improved. 

Another good source is yotir local 
c o m m u n i t y of trainers. Jo in training 
associat ions (such as ASTD) and ask 
your col leagues what measuremen t s 
they have available. Also be aware of 
h o w well o thers in your industry are 
performing. This will be of more con-
cern to your m a n a g e m e n t than any-
thing else. 

Know what your capacities are to 
de l ive r y o u r se rv ices . O n e mis take 
tha t m a n y b u s i n e s s e s m a k e is n o t 
k n o w i n g w h e n to say, "No!" T h e y 
ove r commi t , c aus ing p r o b l e m s for 
themselves and their customers. That 
t a r n i s h e s t h e i r r e p u t a t i o n in t h e 
process. 
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