Getting to Know ROI – The Naked Truth…  
By Ron Drew Stone, January 15, 2010

Have you ever been engaged in, or observed a conversation about return on investment (ROI) for training and HR programs that left you with more questions than answers?  Are you puzzled by the lack of agreement about of the value of ROI?  Have you ever heard anyone say that it is not possible to calculate the ROI for training and HR programs?  Is ROI a mystery to you?  If you answered “yes” to any of the above questions, or if you are simply curious about ROI, stay tuned to this article for the naked truth.
Many executives are interested in knowing the ROI for training and HR programs and some may have little interest.  Unfortunately, we cannot rely on the fact that some executives may not be interested in seeing the ROI, because they may change their mind tomorrow morning.  Also, with today’s frequent turnover in leadership, a new executive could open the office door at any time and we must meet her expectations.  So we must be educated and prepared to deal with ROI because it can knock on our door at any moment.
What is ROI anyway?
ROI is a relationship between the costs of doing something (training, change intervention, etc) and the net monetary benefit resulting from the expenditure.  Here is the formula with an example calculation.  Net benefits are defined as total benefits minus the cost.

                       Net Benefits



ROI =   ________________________________ x 100



   Fully-loaded Costs

Example calculation: Say we deliver a customer service training program and the fully-loaded cost for 50 participants is $110,000.  Four months after the training is delivered, we are able to determine that customer complaints have been reduced and the total monetary benefit is $144,000.
              Total Benefits for program (50 participants) $144,000


                       $144,000 – $110,000



ROI =   ____________________________________________ = 0.309 x 100 = 31%


                 $110,000
The 0.309 is multiplied by 100 to convert the decimal to a percentage because ROI is always expressed as a percent.  The answer, 30.9%, is then rounded up to the nearest whole number which results in a ROI of 31%.  Executives usually expect a minimum ROI of 10% to 20% on non-training investments (new technology, equipment, new manufacturing process, etc).  Therefore, we usually target training to achieve a ROI of at least 20%.  This is on the high side of the minimum expectation.  
So there you have the explanation of ROI.  What do we know from this explanation?  We only know that the monetary benefits from the customer service training exceeded the cost by 31%.  Sounds good!  But we do not know how the business measures improved, or how the monetary benefits were derived, or what people did to cause the improvement, or if the costs were calculated properly.  We are missing this and more information that would be useful in understanding what happened and why.  We really do not even know if the ROI is credible.  After all, numbers can often misrepresent the truth.  Knowing the ROI is not enough. My advice is:  Never rely on a number alone to develop conclusions and make decisions.  Look behind the number to understand the credibility of the ROI and how it came to be.  
The Rest of the Story
When we spend money on a training program or some other intervention, and we want to know what results were achieved, the idea is to establish linkage.  At a minimum, we want to know seven things:

A.  Why did we spend the money (what KPI or business outcome is being targeted)?
B.  How did our design of the training and performance solution influence the result?

C.  What did the participants learn and did they learn anything new?

D.  To what extent did the participants actually execute what they learned after returning to their job?  Did they change any ineffective habits?
E.  What was the actual business outcome influenced by the training solution?
F.  How long is the business outcome likely to be sustained?
G.  What worked well with the solution and execution and what did not work so well and why?

Business outcomes are achieved by sustaining improvement in one or more key business measures such as:
	·  Customer satisfaction
	· Fraud, spoilage, theft
	· Output (quantity) of products and services 


	·  Customer complaints
	· Collection of taxes, fees, and fines

	· Revenue

	·  Customer service 
	· Percentage of university graduates gainfully employed

	· Profitability of the business (quality of funding for nonprofits)



	·  Employee satisfaction
	· Health, well being, or quality of life

	· Time (efficiency) it takes to complete tasks (output) 

	·  Employee retention
	· Community image

	· Quality (effectiveness)  of organization’s business products, processes, and services

	·  Cost of doing business
	· Various public service measures 
	· 


Connecting the Dots
Discovering the business outcome can sometimes prove to be difficult, especially if the organization does not currently collect data on a measure of interest.  Even when the organization routinely collects the data, sometimes the improvement cannot be traced to a specific team, department, or a collection of individuals from different departments.  

When we can collect the business outcome improvement data, we have a good opportunity to calculate the return on investment.  ROI is determined from business outcome data.  We simply need a way to assign a monetary value to the business outcome data.  After the training solution’s influence on the business outcome is determined, the resulting improvement data may be assigned a monetary value to calculate the return on investment.  The net benefit is compared to the fully loaded cost of the performance solution to determine the ROI. 

Let’s take the example of customer complaints from the explanation of the formula above. Four months after the customer service training is delivered, we are able to determine that customer complaints have been reduced from 200 to 20 complaints (an improvement of 180).  The customer service department determined that the monetary value of one complaint is $800.  Now we have something to work with.  We have a credible value of the measure and we know how much the measure improved.  The total monetary benefit is $144,000 (180 x $800).  Now, we still have dots to connect with our evaluation.  Just to name a few:  How do we know that our training design caused this outcome?  What did the participants do after they returned to work following the training?  How do we know the improvement will be sustained?  
Buyer Beware and Closing Thoughts
ROI is “a result”.  It is not “the results”.  While I am passionate about ROI, I also know from experience and observations in the marketplace that ROI is often misapplied, misused and misinterpreted, even by executives and so called experts.  This is why my ROI process analyzes the quality of the ROI by applying the ROI Quality Analysis tool to discover the naked truth.  
One more thought.  While there may always be an expectation to achieve a ROI, there is not always interest in actually conducting a ROI evaluation to see if it did indeed occur.  Sometimes clients are happy just to know that a business outcome was influenced by the training solution or that participants are changing their behavior and ineffective habits by executing as expected in the work setting. 

Happy results and I hope you find the truth!
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