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ith the economy more or less stalled, for the first
time in a decade, we're hearing some phrases
again — “cost containment,” for example, or “cost

justification.” Measurement and accountability are the order of

the day in many organizations, and frequently the workhorse
that delivers the order is return on investment (ROI) analysis.

Yes, ROl is back and it isn’t going away
again any time soon. Mostly ROl seems to
be a concern for line managers, Chief
Financial Officers (CFOs) and Chief Infor-
mation Officers (ClOs), but demonstrated
ROl is also being demanded of e-Learning
initiatives on a regular basis. These initia-
tives use (ever larger) quantities of time,
money, staff, and infrastructure. This ele-
vated profile may attract attention and a
call for proof that value will be delivered.

Return on investment is not an obscure

ritual intended to make the lives of e-Learn-

ing managers miserable. ROl is an accept-
ed tool for communicating business value
for the purpose of managing it. It is the
most effective means generally available
for maintaining accountability.

ROl is not a requirement for every proj-
ect (many of them are too small to be

worth the effort), and it is meaningless if
done to “prove” the value of all e-Learning.
But every e-Learning professional needs to
understand ROI, to know how to demon-
strate support through ROI analysis, and
to know when to do that analysis. Even
though you may have heard it said too
many times, it is very important to make a
strong, visible connection between e-Learn-
ing and expected business results.

In this article, you'll see the fundamen-
tals of ROl and several of the common
methods used to evaluate the level of
return to be expected from an e-Learning
project. You'll also understand when to use
these methods, and what else you will
need to demonstrate the business value
of your project.

Outside of the accounting department,
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Discussions of Return
on Investment (ROI)
for e-Learning are per-
vasive, and often too
abstract to be useful.
Sometimes ideas pre-
sented as ROl may
even be misguided.
Here is a complete
guide to the issues,
models, and step-by-
step processes for
conducting and
presenting an ROI
analysis. Everyone is
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resources these days
— here’s how to
prepare your best
case!
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ed to serve the industry as a catalyst for inno-
vation and as a vehicle for the dissemination of
new and practical strategies and techniques for
e-Learning designers, developers and man-
agers. The Journal is not intended to be the
definitive authority. Rather, it is intended

to be a medium through which e-Learning practi-
tioners can share their knowledge, expertise
and experience with others for the general
betterment of the industry.

As in any profession, there are many differ-
ent perspectives about the best strategies,
techniques and tools one can employ to accom-
plish a specific objective. This Journal will share
these different perspectives and does not posi-
tion any one as “the right way,” but rather we
position each article as “one of the right ways”
for accomplishing a goal. We assume that
readers will evaluate the merits of each article
and use the ideas they contain in a manner
appropriate for their specific situation. We
encourage discussion and debate about articles
and provide an Online Discussion board for
each article.

The articles contained in the Journal are all
written by people who are actively engaged in
this profession at one level or another — not
by paid journalists or writers. Submissions are
always welcome at any time, as are sugges-
tions for articles and future topics. To learn
more about how to submit articles and/or
ideas, please refer to the directions in the side-
bar on page 6 or visit www.eLearningGuild.com.
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managers often seem to think of ROI as if
it were an absolute, simple, black-and-
white test of tangible value. It is, in fact,
not that cut-and-dried. Demonstration of
ROI applies mainly to individual projects, so
it is more a tactical tool than strategic. At
the same time, it is important to under-
stand that an ROl analysis is often not a
trivial exercise, and there are costs associ-
ated with it. Common sense should rule in
this regard. If the analysis will cost more
than the project (and it can be expensive
and time-consuming), there is no reason to
go forward with the analysis, at least not in
the most rigorous forms.

Demonstrating ROl is almost more art
than science. Getting executive manage-
ment to accept your demonstration of busi-
ness value is sometimes as much an exer-
cise in presentation, negotiation, collabora-
tion, compromise, and persuasion as it is
mathematics. In fact, things often go better
if you approach ROI as a consensus-based
process from the beginning.

Analysis of ROI is not an activity you will
be doing on the back of an envelope; it is
not well-served by “quick and dirty” solu-
tions. | recommend skipping the “ROI
Calculators” that you will find online. Most
of them miss the important points com-
pletely:

e The assumptions made before using
the calculators are important and must be
documented.

e |t takes more than one ROl model to
establish value, and not all ROl models are
valid for any given case.

e Collaboration with customers and sen-
ior management in identifying e-Learning
benefits is critical — ROI determination is
not a one-sided exercise.

e |t is too easy to fall prey to the temp-
tation to just “play with the numbers” until
a good result is obtained.

e Calculators can only “do numbers” —
they can’t compute the value of the intangi-
bles.

Value

Value is a tricky issue, mainly because
every organization is likely to have its own
particular set of criteria for establishing
value. For a business, value is an econom-
ic concept: Did we make a profit? Did the
shareholders’ equity increase? For a gov-
ernment organization, value relates to a dif-
ferent question: Did we provide a service?
Did we fulfill our mission? For an educa-
tional or academic entity: Did we make it

possible for people to learn? Did we
advance the state of knowledge?

It is important to remember that “saving
time and money” and “increasing profits”
are not primary educational objectives, just
as “learning” is not a primary business
objective. This seems to be a fundamental
disconnect for many managers concerning
the creation and measurement of value. As
e-Learning professionals, we are stuck
squarely in the middle of this conflict. What
we must do is to recognize the conflict, rec-
ognize the importance of both sets of val-
ues and objectives, and do the best we
can to make the right choices that optimize
achievement of both.

Fortunately, we have excellent tools for
defining and measuring value. On the busi-
ness side, we have business planning
processes, ROI, and business metrics. On
the learning side, we have the whole range
of instructional system design and per-
formance technology methods. We just
need to be sure that we address both busi-
ness value and educational value. After all,
a cheap e-Learning program is no bargain if
nobody learns. Not only that, the most thor-
ough, best-supported e-Learning program in
the world, even if designed to correct a
problem that everyone agrees is serious,
may create no value if it costs more than
not addressing the problem at all, or if it
does not create the critical intangible
results needed.

The reason for doing an analysis of
return on investment is to provide a picture
of the business value of a project. But
what is business value? The answer
changes across the life of a product line
and of a company. Cutting costs is not
always the highest value in a given compa-
ny, although that is certainly the focus for
many organizations today. Sometimes
increasing market share means more than
cutting costs. At other times, improving
profitability (usually by raising output with-
out increasing expenses — especially
staff) is most important. There are times
when improving the product or service,
whether or not this immediately increases
market share, is the most important value.

Because e-Learning enables value,
rather than producing value, the business
value of e-Learning comes in the improve-
ments made in profitability, productivity,
and service when people apply what they
have learned, not from the technology by
which they learned it. Essentially, to find an
answer to the question, “What is value?”




you must tune in to what the company is
doing and to what the leadership’s values
are.

Value on the business side is shaped
by:

e The type of company or organization

¢ The organization’s position in the
industry/product life cycle

e The corporate strategy with respect to
cost leadership, product differentiation,
and market focus

e The evolution of the company and its
products and services

For the purpose of analyzing return on
investment, we are going to ignore the
question of whether or not the e-Learning
design is effective (will people learn?). At
the most, when comparing two or more
possible e-Learning projects for the pur-
pose of selecting the one with the optimum
ROI, we are going to assume they are
equally effective educationally.

Forty-seven ways to look at ROI

There really aren’t forty-seven ways (yet),
but the number is growing all the time.
There are several “standard” financial
models for assessing the tangible return
on investment in e-Learning. There are also
a number of models for evaluating intangi-
ble or “soft” benefits such as the impact
of improved performance on other groups
and on critical goals.

In addition to these two groups of mod-
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els, there are a number of new ROl metrics

invented by consulting firms. These will not
be discussed in this article (many of the
metrics are proprietary anyway), but you
should have no difficulty understanding
these models when you come across
them. Examples include approaches to
benchmarking e-Learning efforts based on
their alignment with corporate strategy,
ability to partner with e-Learning vendors,
and level of technology integration. Other
approaches involve development of score-
cards that provide unambiguous metrics in
business-value terms rather than educa-
tional jargon.

Classic approaches to tangible
value

The intent of these approaches is to
show the financial impact that a given
investment will have on business.

There is a core set of four commonly-
used ROl models. They are mathematical,
but even so you may find the results are
not consistent from one model to the next,
even on the same project with the same
set of assumptions. Your organization may
have a standard practice that requires the
use of one of these in developing ROI
analyses. You should talk to your CFO or
the executive in charge of accounting to
come to agreement about which of the
models to use.

If the project is expensive, however,

rhe eLearnin
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This symposium is designed to provide every participant with

a set of solutions to the most common e-Learning instructional
design challenges. You will learn strategies that you can use to
benchmark your current practices, integrate into your existing
practices, modify and adapt to your existing practices, or that
you can adopt and employ in their entirety. Regardless of how
you actually use these strategies, we are certain that you WILL

use them!

This is going to be an intense learning experience!

don’t base your decision or justification on
just the one mandated model. A million-dol-
lar initiative deserves and will get more
scrutiny than a ten thousand dollar pro-
gram. Each of these models brings out dif-
ferent aspects of project value, and you
will want to consider as many different
views as you have time and resources to
develop. If you present only one model, be
prepared for objections based on another
model.

The four models are:

e Payback or Breakeven Analysis

e Accounting Rate of Return (ARR)

¢ Net Present Value (NPV)

¢ Internal Rate of Return (IRR)

Examples given in this article are basic
and a bit oversimplified in order to illus-
trate how the models operate. You will
want to work with your accounting group to
develop your models for your project.

Payback

This is the most widely-used measure for
evaluating potential investments. With pay-
back, the issue isn’t profitability. Payback
just asks, “How long will it take to break
even — to get all the money back?”

The virtue of payback is that it is easy
to calculate and easy to understand.
Managers who remember the economic
turndown of the early 1990’s may have
some past experience with this method
because it tends to be used more when

A Summer Intensive for Designers,
Developers, and Managers of eLearning

June 24 - 26, 2003

June 23,-2003

- The latest e-Learning research

- Evaluating the effectiveness and quality of e-Learning
- Designing e-Learning with limited resources

- Levels of e-Learning interactivity

- Blended learning

- Motivating the e-Learner

- Rapid prototyping

- Creating simulations

- Targeting learner needs

- Designing for the virtual classroom
- Building truly re-usable learning objects

Hurry! Enrollment is limited to 100 participants.

- m-Learning vs. e-Learning
- e-Learning project management
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business is down. Payback has two key
weaknesses. It does not take into account
the time value of money (more on this
later) or the financial performance of the
investment after breakeven. While payback
can help establish relative priority between
potential e-Learning projects, it may be
risky to stake the entire case for an
e-Learning initiative on this model.

If you find yourself needing to evaluate
and present an e-Learning project based
on payback, you should be aware of what
the standards are in your company for pay-
back. If your company routinely rejects proj-
ects with payback periods of 36 months or
longer, you want to take this into account.
You should also be aware of policy regard-
ing payback in groups on whom you will
depend. For example, some IT depart-
ments will not consider a project with more
than a 24-month payback. If the infrastruc-

ture improvements you need for your
e-Learning initiative will come out of the IT
budget, know that the payback for them
may have to come in at 24 months or less,
not 36 months. This is why at the begin-
ning of the article, | pointed out the impor-
tance of negotiation, compromise, and per-
suasion to successful demonstration of
business value.

An investment’s payback period is
expressed in years. It is equal to the net
investment amount divided by the average
annual cash flow from the investment. Be
sure to include all the associated costs,
such as maintenance and hardware
upgrades, as well as any training or addi-
tional staff required to support e-Learning
development and administration. (See the
example in Table 1.)

TABLE 1 Payback example

Project: Customer Service Training

Training currently delivered in classroom,
redeveloped in-house to be delivered as
e-Learning.

Net Investment: $247,000

Payback (in years) = Net investment/
average annual
cash inflow

= 1.88 years
(22.6 months)

Year Cash inflow
1 $65,825
2 $197,480
Total $263,305
Average $131,653
cash inflow

<} APRIL 14, 2003 / THE ELEARNING DEVELOPERS’ JOURNAL

Project: Same as Table 1,
projected over six years

Net Investment: $327,000
Capital investment: $230,000
(included in net amount)
Salvage value of hardware: $0 at the end
of the project

Average annual cash inflow: $219,418
Annual depreciation: $38,333 (average)

Accounting rate of return:

= (Annual cash inflows - depreciation)/
initial investment

=($219,418 - $38,333)/$327,000

= 55.4%

Note that the cumulative ROI over the whole five years is ($1,316,505-$230,000)/

$327,000, or 332.3%

TABLE 2 Accounting rate of return example

Year Cash inflow

$65,825

$197,480

$263,300

$263,300

$263,300

OO B~ W[N]

$263,300

Total 1,316,505

Accounting Rate of Return (ARR)

The accounting rate of return is another
relatively simple way to calculate the return
on a major project or purchase. This is the
model used by many of the ROI calculators
on the Web, and in vendor claims. The ARR
can give a quick estimate of a project’s
return and, like payback, it allows you to
compare different projects. Unlike payback,
ARR considers the returns for the entire
life of the project. Unfortunately, ARR also
uses only income data instead of cash
flow, and it does not consider the time
value of money. These weaknesses leave
ROI cases based only on ARR open to seri-
ous objections.

To compute the accounting rate of
return, subtract the annual depreciation
from the annual cash inflows and divide
the result by the initial investment.
Depreciation is a simple calculation, using
the “straight-line” method: subtract the sal-
vage value of any equipment bought for the
project from the original cost of the equip-
ment, and divide by the useful life of the
equipment. (See Table 2 for an example.)

Net Present Value (NPV)

Net present value is most appropriate
for long-term projects. Its strength is that it
considers the time value of money. NPV
expresses future cash flows in terms of
their value today. Money has a cost (inter-
est). Most people would rather have a dol-
lar today than a dollar a year from now, but
not because they need instant gratification.
If you earn 10% interest on your money in
an investment, a dollar today will be worth
$1.10 in a year. So you could say that the
present value of $1.10 a year from now is
$1.00. You would prefer to avoid a situa-
tion in which NPV was negative — where
the present value of $1.10 a year from
now is $1.25.

The NPV of an investment is the present
(discounted) value of future cash inflows
minus the present value of the investment
and any associated future cash flows. The
result will be either positive or negative,
and is often used as a “go/no go” indica-
tor. When comparing two potential e-Learn-
ing projects, the bigger NPV indicates the
project of choice (all other things being
equal).

Figuring NPV involves use of discount
rates equal to a desired rate of return
and some fancy math. Fortunately,
spreadsheets have automated the math
so that all you need to enter is the undis-



counted cash flows. The yearly cash flows
for many e-Learning projects are cost sav-
ings, so these are fairly straightforward.
(See Table 3.)

Determining the discount rate to use can
be tricky. Sometimes the practice is to use
the organization’s average cost of capital. |
suggest you develop your model with the
close assistance of your finance group.

There are a couple of cautions in using
NPV. One is that NPV is not appropriate for
projects that do not have clearly defined
cash flows. If the benefits from the project
are not financial (for example, if the bene-
fits amount to faster achievement of some
corporate target), do not use NPV. In some
cases, projects might have the same NPV
but different levels of risk and capital
requirements. Suppose one project
requires an initial investment of $10,000
and another requires an investment of
$100,000. Both have an NPV of $200. In
most cases, the $10,000 investment is
going to be chosen because the risk is
less and the amount of capital tied up is
lower.

Internal Rate of Return (IRR)

Internal rate of return is sometimes
referred to as the “hurdle rate.” Account-
ants and finance executives like it because
it is simple (for them) and takes into
account the time value of money. The IRR
is the discount rate that results in a net
present value of zero for a series of future
cash flows.

The effect of IRR is to provide a break-
even rate of return. It shows the discount
rate below which an investment gives a
positive NPV. Above that rate, the NPV is
negative and the investment should not be
made. At the break-even rate, the value of
the cash outflows equals the value of the
cash inflows.

IRR is not as easy for non-accountants
to understand or to calculate as NPV
(although spreadsheets also handle the
math — using approximations). Like NPV,
IRR is used as a “go/no go” measure, and
it usually works well for analysis of projects
like e-Learning. If you will be required to
use IRR, be sure to get some assistance
from your accounting or finance groups in
setting up the analysis. (In the ongoing
example in this article, shown in Tables 1
through 3 and in the worked-out example in
the sidebar at the end of this article, the
IRR is so high that NPV will always be posi-
tive for any realistic discount rate.
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Therefore, the author has chosen not to
provide a worked example.)

Some additional cautions about the
financial ROI models

There are limitations to the accuracy of
the data in most ROl models, so it's impor-
tant to avoid being misled by precision that
may be more apparent than real. Also,
decision-makers are well aware of the ways
that numbers can be “tweaked” to pro-
duce a desired (but probably impractical)
result. Don't let the finger of suspicion
fall on your models! Be conservative, and
be appreciated.

Look beyond the numbers and ask:

e |s the technology to be used in the
project mature? In other words, will you
find yourself forced to change to a newer
or different technology before the project is
paid off?

¢ Do you have the skill sets and support
in house to sustain the project? Did you
include the cost of acquiring and maintain-
ing the skill sets in the cost?

e Do the assumptions and the ap-
proach outlined fit your overall strategy?
Do they fit the strategy and the culture in
the company?

Full business impact (including
intangibles)

e-Learning, like other human perform-
ance interventions, has complex effects on
enterprise-wide systems, and the classic
approaches are not completely effective at

capturing the true business value. Newer
approaches to assessing the full business
impact include the intangible value and
results, in addition to the financial consid-
erations just described.

Progressive firms use these approaches
to measure the value of technology applica-
tions, including e-Learning. The problem is
that not all organizations are “progres-
sive,” so there could be some difficulties
with getting these measures accepted.
There are both risks and benefits in these
newer approaches.

e Presenting the intangible results may
enable a better match to mission goals in
organizations without purely financial met-
rics, and may help in any organization to
obtain management support for e-Learning
initiatives.

* The success of presentations based
on non-financial benefits can be affected
by how well end-user needs are defined
and understood, and by how well manage-
ment buy-in is addressed. The extent to
which internal technology skills are need-
ed, the strength of the vendors involved,
and the organization’s ability to manage
the complexity of the intervention are also
critical factors that must be addressed in
presentations.

Balanced Scorecard

Although there are a number of these
methods, the balanced scorecard is proba-
bly the best-known and most widely used.
If your company does not use the balanced

TABLE 3 Net present value (NPV) example

Project: Same as Tables 1 and 2

Undiscounted cash flow, by project year

Current (0) 1 2
($39,175) $55,480 $243,300
Year Discount factor @ 8%
Current (0) 1.000

1 0.925

2 0.857

3 0.794

4 0.735

5 0.681

3 4 5
$243,300 $243,300 $243,300
Cash flow Present value
($39,175) ($39,175)
$55,480 $51,319
$243,300 $208,508
$243,300 $193,180
$243,300 $178,826
$243,300 $165,687

Net: $989,505 Net: $758,345

useful when comparing two projects.

By itself, the NPV for this project only indicates a favorable result. NPV is most
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scorecard idea, you may still be able to
use its framework to present the benefits
of your e-Learning project in a way that will
make sense to senior managers. It is the
only one of the full business impact meth-
ods to be discussed here.

The balanced scorecard is an all-encom-
passing approach to improving an organiza-
tion’s performance in four areas: finan-
cials, customers, learning, and internal
processes. The idea is to take a long-term,
holistic approach, and not focus solely on
financials (however, financials are still seen
as the most important element). The bal-
anced scorecard is also a forward-looking
method so it may be well suited to present-
ing the value of e-Learning.

Essentially, in presenting the business
value of e-Learning using the balanced
scorecard, you want to relate the benefits
of your specific implementation to each of
the four quadrants of the scorecard. Show
how the e-Learning program objectives
relate to the objectives and important
questions in each area, remembering that
the focus is on process, not on metrics.
For example:

¢ Financials: How can we improve prof-
itability in the XYZ product line?

e Customers: How can we keep our best
customers?

e | earning: How can we keep our retail
operation employees aligned with company
goals?

e Internal Processes: How can we
improve our shipping operation?

If your company is using the balanced
scorecard, it may be breaking down high-
level strategies in the four areas into objec-
tives, measurements, targets, and initia-
tives. In this case, you will want to relate
your e-Learning project to those appropri-
ately, to show the support.

The balanced scorecard is a large topic
in and of itself. For more information,
please visit the balanced scorecard’s
online home at http://www.balancedscore-
card.org .

Where the rubber meets the road:
Procedure for expanded ROI analysis

Here, step by step, is a process that
has worked well for many managers in the
past (the author included). This is a guide,
not a “cookie cutter,” and will require fine-
tuning to meet your situation. See Sidebar,
“ROI example” on pages 8 and 9 for a
worked-out example.



Organize your case

The first thing is to think through all
the possible benefits from the proposed
e-Learning application. Ask yourself, “What
are the benefit areas affected by the pro-
posal?” There are four major categories.

Cost reduction: Eliminating training-relat-
ed travel expenses or the cost of printed
course materials are good examples of
cost reduction. Cutting the length of learn-
ing time is seldom a cost savings, espe-
cially for salaried employees or for hourly
employees who will participate in e-Learn-
ing “on their own time.” The salaries or
wages will be paid whether the learner is in
class, learning online, or doing productive
work. Generally, cutting the length of time
required to achieve learning objectives will
either result in a quantifiable productivity
gain, or an increase in value. In the case
where e-Learning reduces the length of a
training program that involves large num-
bers of people on an ongoing basis, it may
be possible to show a potential reduction
in head count or requirements for new
hires and reflect this as a cost reduction.
In other cases, an e-Learning program may
result in improved employee performance
of a nature that means supervisors spend
less time coaching. If this also means the
supervisors’ span of control is increased,
it may be possible to show cost reduction
through decreased supervisor headcount.

Productivity: This can be a tricky area.
Usually you will want to show that the
e-Learning program has enhanced employ-
ee skills so that the company can expand
without having to add head count. Be con-
servative, and avoid the temptation to con-
vert productivity gains directly into cost
reductions.

Revenue gain: Once again, be conserva-
tive in your claims. Any projected revenue
gain coming directly from e-Learning results
is bound to be contested.

Increase in value (including value of
intellectual property): These benefits tend
to be intangible in nature, but they can be
the most important elements in making
your case and getting support for an
e-Learning project. There are three essen-
tial questions to ask.

e How will other groups be impacted?
How will business processes be improved?
This is sometimes referred to as “value
linking.”

o Will other projects realize benefits
sooner? This is “value acceleration.”
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There are limitations
to the accuracy of the data
in most ROI models, so it's
important to avoid being
misled by precision that
may be more apparent
than real. Don't let the fin-
ger of suspicion fall on
your models! Be conserva-

tive, and be appreciated.

e How will other job roles be affected?
This may be referred to as “job enrich-
ment.”

List the direct, quantifiable benefits to
the organizations whose employees are
being trained, assigning each possible ben-
efit to one of these categories: cost reduc-
tion, productivity increase, revenue gain.
Next, list the benefits to the business from
value linking, value acceleration, and job
enrichment. Finally, decide which of these
benefits can be credibly quantified, without
necessarily assigning a number to each at
this point.

In large, high-dollar projects that will
affect lots of learners, look for ways to
demonstrate big productivity gains or to
reduce headcount. In smaller projects with
lower user numbers, the role of intangible
benefits may be more important. What
other corporate goals are supported by this
particular project? Will this project help to
improve the ROI of another department’s
program?

Rank these benefits, starting with those
that most closely support the objectives
of the decision makers and are easiest
to attribute to e-Learning. For example, an
e-Learning program that replaces training
at a central site, or one that takes trainers
off the road, will reduce travel costs. This
will be easy to see, believe, and attribute
to the new e-Learning program. On the
other hand, a 10% increase in sales will be
harder to project with credibility or to attrib-
ute to e-Learning alone.

It is not necessary to rank the benefits
in strict 1-2-3 order at this point. You might
instead just identify the top two or three,
the bottom two or three, and leave the rest
in a group “in the middle.”

You are going to use only the top-ranked
benefits in the initial analysis, to see if
their return can support the training pro-
gram. You are going to do this because the
ROI used in presenting the program must
be the “right size.” It must be big enough
to get approval, but not so big as to be
unbelievable. Talk to your CFO to find out
what the correct range is in your company.

The “rule of thumb” used to be that you
wanted to show breakeven (payback) in
two to three years for cash flow, and a pos-
itive bottom-line impact on profit and loss
(P&L) in the first or second year. However,
in these times there may be more pres-
sure for faster results, especially if the
cost of your program is enough to show up
on the radar screens of investors. These
days, analysts are looking at factors that
they didn’t look at five years ago.

At least a 50% ROI (computed as ARR)
used to be the minimum, but once again,
with profitability pressures and competition
from many other projects for resources,
this probably would be a non-starter unless
there was substantial support from the
intangible benefits. At the same time, a
claim of over 500% ROI will need very solid
evidence or it may look like pure hype.

If necessary and appropriate, add in fur-
ther benefits to show a larger ROI (staying
within the CFO’s guidelines). In other
words, add demonstrable and quantifiable
benefits, don’t “tweak” the numbers.
However, it will be very useful later on to
point out to decision makers all the bene-
fits not included in the model. Document
the claims, so that you have the informa-
tion if you need it. When you prepare your
presentation, you will be able to confidently
“leave them wanting more,” knowing you
have the facts to satisfy that need.

Finally, thinking ahead, when the pro-
gram is implemented, track information on
all the benefits, whether they were used in
the justification or not. This is especially
true for multi-year programs. You will be
glad you did when the next budget cycle
rolls around.

Identify the costs

Now you can begin putting actual num-
bers into a spreadsheet or chart. Begin by
separating capital expenses from operating
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expenses. This is an important distinction
whenever equipment purchases are invol-
ved. Be sure to follow your organization’s
policy regarding capitalization.

Remember to include such easily over-
looked costs as increased disk storage for
media, programs, records, and for the
learning management or learning content
management system (LMS or LCMS). If
additional bandwidth is going to be requir-
ed, for example to support streaming
media, and if hiring or training experts in
software or hardware will be needed, these
must be included as well. If your e-Learning
will be SCORM-compliant and there may be
firewall or domain issues to deal with, part-
ner with IT early to identify any costs that
may be involved in working around these
issues. Finally, if there are opportunities to
outsource development, be sure these are
reflected appropriately as costs and be
ready to show a simple analysis that
demonstrates the ROI of outsourcing vs.
in-house development. All of these seem
obvious, but the number of e-Learning
professionals who overlook them would

surprise you.

In the next step, you are going to identify
the cash flows during the life of your
e-Learning project. Create a detailed cash
inflow chart: Show the cash inflow (the
financial benefits) by year for the benefits
you chose when you were organizing your
case. Then show total savings, revenue
gains, etc. for each year and for the project
life.

At this point, you can create a projected
cash flow chart over the life of the project;
this will show when payback occurs. You
may also want to calculate this using the
formula shown earlier in this article, just to
make sure all is correct. Cash inflow, by
year, is based on the benefits cited and
reduced by the use factor for that year, if
the program will be implemented in stages.
Cash outflow, by year, is based on the pro-
jected costs; do not apply depreciation at
this stage of the analysis. Calculate and
show net cash flow, by year (this is the dif-
ference between inflow and outflow). The
last step is to calculate and show cumula-
tive cash flow, by year.

Finally, you will deal with the capital
expenses, if you have any (i.e., you must
buy equipment or software that won’t be
“expensed”). Show the depreciated costs
in detail by year, to arrive at the total
depreciated cost by year. Show expenses
not depreciated, and show total depreciat-
ed costs.

Calculate the ROI (more than one
way)

You will have addressed payback earlier,
when the projected cash flow chart was
created. The next step will be to compute
the real rate of return. This is a simple
five-step task.

e Show projected cash inflow by year,
and total for the project life

e Show projected cost (depreciated, if
appropriate)

e Show annual Profit and Loss (P&L)
impact (inflow minus cost, by year)

e Show cumulative P&L impact

e Show ROI as a percentage (Annual
P&L divided by Depreciated Cost)

If appropriate to your project, you can

SIDEBAR ROl example

A company is considering the

use of e-Learning. One of the
company’s goals is to maintain

service quality while limiting

expenses and new hires.

The company is now using a

two-day instructor-led classroom
course to train 500 new customer

service representatives each year
to deal effectively with angry cus-

tomers in certain very specific sit-

uations. This course is offered

once every six months at each

company location. Turnover in the

customer service positions is
quite high, and a study recently

found that new employees who

take the course within one month
of hire are most likely to be suc-

cessful and to stay with the com-

pany at least one year. The study

suggested that if all employees

had the training within one month

of hire, the company could retain
80 new hires each year that are

now being lost, at a replacement

Cash Inflow [Benefits)
Year

1 | 2 | [ 4 | 5 | 6 | T1otal
Savings. Reduced head count and turnover
MHew hires year 500 500 500 500 500 500
Total training days 1,000 1,000( 1,0004 1,000( 1,000 1,000
Reduced days (50%) RO0 RO0 RO0 RO0 500 500
Head count reduction 2 2 2 2 2 2
Avg Rep. Salary: $26.01 %260 %$260] %$260| %260 %260
Head count savings $520] $520| $520] %520 $5200 35200 § 3120
Reduction in turnawer 20 20 20 20 20 20
Hiring cost per parson $20 $20 $20 $20 $20 $2.0
Turnover savings $160.0| $1600| $160.0| $160.0] $160.0] $160.0] § 9600
Total: Headcount and
turnover savings $2120| $2120| $2120| $212.0] $212.0] $212.0| $1,2720
Savings: Course delivery
Classroom traines cost $17.5] $1v5] $1vs| $175| %175 $175
e-Learning trainee cost 542 542 542 $4.2 $4.2 4.2
Trainee cost savings $123] $133| %133 $12.3] $13.3| %132
Instructor travel savings $200] %$200| %$200] %200 $200f %200
Instructor salany $1=20] $1=20| $1s20] %120 $120 $1=20
Total 5avings $51.3] $513 $513 $51.3| $513 %513 $307 .2

cost of $2000 each.
Continued on next page

Note: All dollar figures shown are in thousands, rounded off to the nearest hundred dollars.
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SIDEBAR ROl example (continued from previous page)

An effective e-Learning Projected Six-Year Cash Flow
course has been developed Year
and tested. It will reduce 1 | 2 | 3 | a | s | =8 Total
training time by 50%, to Cash Inflow
one day. The program pro- Reduced headoount, turnower | $212.01 $2120] $212.0] $2120] $212.0] $2120] $1,2720
vides automated practice in Course delivery $51.3 $51.3 $51.3 513 $51.3 513 3072
dealing with angry cus- Total Inflaw $263.3] $2623] $2633] 2623 $2632 $2633] 15008
tomers. As a result, super- Utilization Factor 25% 75%] 100w 1009  100%| 100
visors spend less time Projected Cash Inflow $65.2] #1975 $2533 $2633| $2633] $2533| $1.3165
coaching new customer
service representatives. Cash Dutflow
Learner materials for the Hardware $200] s=z00]  s00]  s00]  §00]  §00 3500
old program cost $35 per Courseware $e00| $1000]  §00| 00|  §00]  §00| 1800
trainee; in the new pro- Maintenance $00]  s50|  $50| 850 50| 850 $525.0
gram, total cost per learner Updates 500 500 $150| $150| $150] $150 $60.0
is $10. In addition, there is Implementation $5.0] $70| soo| soo|  soo|  soo $120
o requirement for a trainer Cash Outflow $1050] $14zo0] $zo00f  $z00l  $zoo|  $zoo $327.0
to travel to company loca-
tions.

There are other benefits, Net Cash Flow i$29.2)] #5558 $2433| $2a33] $2433] $2433 $9395
but these are enough to Cummulative Cash Flow i$29.2)]  $163| 42596 $so0za9] $74a6z| $o9s9s

justify the program.

There are some imple- Depreciated Costs in Detail

mentation details that are Project Year

important. First, the new Capital Expenses

program will take time to Depreciated 1 2 3 4 5 6 (Total}

roll out. In the first year, the [Hardware, courseware)

use rate will not exceed ear 1 $20.0 | $200 | $200 | $2o00 | $=00 i$:100.0)

25%. The expected use rate Year 2 $26.0 | $26.0 | $z6.0 | $26.0 | $26.0 |($130.0)

in the second year is 75%.

The program should be in Other Expenses Not

full use by the third year. Depreciated

Finally, the capital costs of iMaintenance, Updates,

the project will be depreci- Implerment) $5.0 | $120 | $200 | $200 | $200 | gz00

ated over five years.
Total Cost $25.0 $52.0 $E6.0 $E6.0 $E6.0 $48.0
{Depreciated)

Return on Investment

Year
1 2 3 4 5 5] Total
Projected cash inflow $65.2] $1975| $2633| $2633] $2633 $2633] $1,3165
Frojected cost

idepresiated) $25.0 $52.0 $66.0 $66.0 $66.0 $46.0 $327.0
Annual P&L impact $408] #1388 $197.3| 4$297.3] $1973] 2173 $920.5
Cumulative P&L

irnpact $408] $1s0.3| $3776| $5740| $7vzz| $9s0%

ROI%) (PaLseost) | 163%]  240%]  299%]  299%  209%]  472%

Cumulative ROl = 302%

Note: All dollar figures shown are in thousands, rounded off to the nearest hundred dollars. m
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About the Guild

The eLearning Guild™ is
7 gl THE ELEARNING . .

a Community of Practice
L AUILD for designers, developers,

and managers of e-Learn-
ing. Through this member-driven community,
we provide high-quality learning opportunities,
networking services, resources, and publica-
tions. Community members represent a diverse
group of instructional designers, content devel-
opers, web developers, project managers, con-
tractors, consultants, and managers and direc-
tors of training and learning services — all of
whom share a common interest in e-Learning
design, development, and management.

The eLearning Developers’ Journal™

The Guild publishes the only online “e-Journal”
in the e-Learning industry that is focused on
delivering real world “how to make it happen in
your organization” information. The Journal is
published weekly and features articles written
by both industry experts and members who
work every day in environments just like yours.
As an active member, you will have unlimited
access to the Journal archive.

People Connecting With People

The Guild provides a variety of online member
networking tools including online discussion
boards, and the Needs & Leads™ bulletin
board. These services enable members to
discuss topics of importance, to ask others to
help them find information they need, and to
provide leads to other members.

Resources, Resources, Resources

The Guild hosts the e-Learning industry’s most
comprehensive resource knowledge database.
Currently there are over 2,300 resources avail-
able. Members have access to all of these
resources and they can also post resources

at any time!

Guild Research

The Guild has an ongoing industry research
service that conducts surveys on 20 topics
each year. These topics are identified by the
Research Advisory Committee. The data collect-
ed is available for all members.

It's About Leadership

The Guild draws leadership from an amazing
Advisory Board made up of individuals who pro-
vide insight and guidance to help ensure that
the Guild serves its constituency well. We are
honored to have their active engagement and
participation. The Guild has also established
three committees made up of active members
who help steer its editorial, events program and
research efforts.

Discounts, Discounts, Discounts

Guild members receive discounts on all Guild
conferences and on other selected products
and services. Your Guild membership will save
you 20% off the list price of Guild events!

Join today at www.eLearningGuild.com!

Become a member today! Join online at www.eLearningGuild.com.

THANK YOU TO THESE GUILD ENTERPRISE SPONSORS

TN A CLARK Training &

b = oy Consulting (CTC) is a glob-
al leader in instructional
design offering both training and con-
sulting services. Our award-winning
seminars are based on the latest
research in instructional psychology
and human performance improvement.
www.clarktraining.com

Contact: Kimberly Perkins

602-230-9190

TRAINING & CONSULTING

@ Spectra Spectra Interactive
\ ~nteractive Leaming is a unique,
b Learning full service, e-Learn-
ing consulting com-
pany — growing and expanding in North
America and Europe to meet the grow-
ing need for expertise in e-Learning
strategy development, instructional
design and program implementation.
www.spectrainteractive.com
Contact: Brenda Pfaus, President
bpfaus@spectrainteractive.com
Ottawa, Canada (613) 230-9978

Cyclone
X teractive ctive is an inter-
\WT: MULTIMEDIA GROUP

Cyclone Intera-

active media and
web development firm creating online,
CD and presentation solutions for a
wide range of clients and industries.
www.cycloneinteractive.com
Contact: Earl Dimaculangan
earl@cycloneinteractive.com
617.350.8834

allen Because the most
intferactions dramatic learning
LEARNING. FOR A CHANGE. happens through

firsthand experience, everything we do

is focused on creating experiences —

engaging, challenging and yes, fun, expe-

riences — that people will take back to

work and use every day to improve their

performances.

www.alleninteractions.com

Contact: Jackie McMillan

jmcmillan@alleni.com

800.204.2635

To learn how to become a Guild Enterprise Sponsor, please contact David Holcombe
at dh@elearningGuild.com or call 707.566.8990.

now compute the net present value of the proj-
ect or the internal rate of return. Again, you
may wish to call on your accounting or finance
group for assistance with these tasks.

The last step is to lay out the intangible
returns (listed earlier as “Increase in value”),
using the balanced scorecard quadrants to
relate them to the larger business values. You
should now be ready to present your e-Learning
initiative for review and (we hope) approval.

Closing

So now you know how to do the numbers.
More important, you know how to use the num-
bers to create a picture of the business value
of your e-Learning project. It is important never
to base a decision on cost without considering
value, or to advocate a project on assertions of
value without making sure the costs are in line.
That is the real reason for making ROl analy-

ses. ;e

AUTHOR CONTACT

Bill Brandon is the Editor of The eLearning
Developers' Journal. He has been active in
e-Learning since 1985 as a designer, developer
and manager. Contact Bill by email to
bill@eLearningGuild.com.

ONLINE DISCUSSIONS

Extend your learning beyond the printed page!
If you are looking for more information on this
topic, if you have questions about an article, or
if you disagree with a viewpoint stated in this
article, then join the online discussions and
extend your learning.

Follow these easy steps to participate:
1. Go to www.elLearningGuild.com and sign

2. Click on the Online Discussion button on
the main menu.

3. Using the pull down menu, select the

Online Discussion: Journal Topics

. Select this article from the Subject list.

. Click on ADD A NEW MESSAGE.

6. Enter your message. It will be posted as
soon as you hit the Submit button on the
form.

o A

Additional information on the topics covered
in this article is also listed in the Guild
Resource directory.



