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B Disclaimer

The ratings, information, and opinions set forth on the Guild Research section of
The elearning Guild Website, and in the charts and graphs found in this report,
are those of the members of The elLearning Guild. The elLearning Guild, Focuszone
Media, Inc. and its officers, employees, directors, and shareholders have no liability
for any loss, damage, action, causes of action, expense, cost, or liability includ-

ing attorney fees, arising out of any statements, ratings, information, opinions, or
claims set forth in the Guild Research section. See the “Guild Research” section of
the Privacy, Membership, and Terms of Use Agreement at http:/www.elearning-
guild.com/pbuild/linkbuilder.cfm?selection=fol.12.

B The eLearning Guild Research Pledge

It is our goal to provide the best research based on the best data. The Guild has an
unmatched and enormously rich and varied pool of e-Learning designers, devel-
opers, managers, and executives who are passionate about the art and science of
e-Learning from which to gather data. But this data represents one thing and one
thing only: the preferences, opinions, likes, dislikes, trials, and triumphs of eLearn-
ing Guild members. Does the information represent the e-Learning industry as a
whole? Probably, but we cannot - and will not - make that claim. Here are the four
articles of practice that drive eLearning Guild Research:

1. Number of respondents. Our research reflects the opinions of thousands of
e-Learning professionals. We will never publish results from a survey unless we
have received a statistically meaningful number of fully vetted responses.

2. No reliance on outside sources. \Vith thousands of members updating their
profiles and completing surveys, the Guild does not need to rely on outside
sources that will bias our reports for contacts to complete our surveys.

3. Self-funded. The elLearning Guild funds its own research. We do not accept any
form of sponsorship from vendors and/or suppliers for public research activities.

4. Guaranteed Fresh. \We regularly remind members to update their profiles and
survey information. If a member goes a year without updating information, we
filter that information out of our reports.
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Figure 1

In an April 2009
survey of eLearning
Guild members,
48% reported a
positive return on
investment (RO/)
from e-Learning,
while only 5%
reported no return
or a negative ROI.

Figure 2

In the same April
2009 survey of
elLearning Guild
members, 50%
report a RO/
greater than 15%.

Introduction

E-Learning can feel like a bit of a minefield when first starting. It seems like there are
countless decisions to be made, and mistakes can be costly. Overall, however, most or-
ganizations do meet their financial goals with e-Learning, and the majority yield posi-
tive returns. In an April 2009 survey of eLearning Guild members, 48% reported a posi-
tive return on investment (ROI) from e-Learning, while only 5% reported no return or a
negative ROI (See Figure 1).

In fact, not only do most members generate a positive return, but 50% report a RO
greater than 15%. (See Figure 2.)

This report, Building the Business Case for e-Learning, will focus on the evaluation
phase of investing in e-Learning to determine whether e-Learning is the right delivery
method for your organization or project. For most organizations, these decisions are
subject to business considerations, so this report will tackle that evaluation from a busi-
ness management and financial perspective. It will illustrate the early decisions needed,
and demonstrate a high-level financial analysis with a detailed ROI calculation.

Overall Return on Investment (ROI) from e-Learning

Very good ROI 24.2%

Modest ROI 23.7%

Too early totell /do notknow 47 4%

Mo ROI 37%

Megative ROl —we've lost money I 0.9%
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Source: eLearning Guild Research
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B Getting Started Series Overview

This report is the first in a new series of Getting Started Guides to help ramp up your
organization quickly and successfully in e-Learning. If you're exploring e-Learning as a
new training platform, or are already invested and considering further expansion into a
specific project, this report is the place to start. Each report in the series will draw from
the wisdom of more than 32,000 elLearning Guild members who have already paved
the way to help you make sound business decisions that will produce timely results.
Subsequent reports in the series will include the topics of:

* Authoring and Development Tools

* Learning Management Systems

* Measuring e-Learning Success

* Synchronous Learning Systems

* Mobile Learning

* E-Learning 2.0

* Simulations, Games, and Immersive Learning

Each report will provide data, tools, and information to help navigate important deci-
sions such as product market-share trends, selection criteria, feature satisfaction levels,
emerging technologies, and costs. The LMS chart below illustrates an example of the
type of feature data future reports will provide.

Figure 3
Guild member’s LMS Satisfaction Levels
level of satisfaction
with LMS criteria. Very Safisfied | SoRTR' | orienos | Dissatigfied
Cost G e D 14% i 5%
Ease of Customization B 19% o s 13%
Ease of Installation I 25% | ESAE RS T%
Time to Implement | P | ERES | 21% 10%
Ease for Learners I 3% | ERA KR 8%
Ease for Administrators | N 2% 5%
Easefor Designers/Facilitators B 23% | ES e %%
Blended Learning Support B 6% I i 10%
IUsefulness for Learning I 25 I - 16% 5%
Measurable Business Impact I 24% S | 20% 6%
Reporting Capabilities B 2% I - 2% 11%
Assessment Capabilities B 2% - B 22% 12%
Lives Up To Promises I 2% N 2 12%
Support for Serious Games/ILS 5% 2T% 35% 29%
Support for Web 2.0 15% 28% 27% 30%
Source: eLearning Guild Research
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B E-Learning Terms and Definitions

The e-Learning field is still evolving, and the definitions may vary by company and
individual. Historically, e-Learning originated from computer- and Web-based train-
ing (CBT and WBT). Today the terms “online training” and “e-Learning” are sometimes
used interchangeably. For the purposes of this report, e-Learning refers to any edu-
cational or instructional content delivered with Web-based technology. Here is a brief
overview of the terminology, and the definitions used in this report.

» Self-paced or asynchronous learning is usually delivered in smaller modules or
chunks, and can be accomplished independently on the learner’s own schedule.
Synchronous learning occurs on a predetermined real-time schedule where the
learners and instructors come together virtually. It can range from a one-way pre-
sentation such as a Webinar, to a course in a virtual classroom where the students
and instructor have two-way contact with each other.
Blended |earning is usually a combination of multiple training modalities organized
together into a larger course, and it often includes a mix of both online and tradi-
tional methods. An example of a blended learning course would be a combination
of asynchronous modules, classroom instruction, and self-study reading, supported
with e-coaching and classmate networking through an online forum or community
board.
Instructor-led training (ILT) is the term used to describe traditional classroom, or
face-to-face, training.
Authoring tools are software products used to create e-Learning courses. They
range from commonly used general software such as Adobe Flash or Dreamweav-
er, and Microsoft PowerPoint, to customized products specifically used for
e-Learning development.
A Learning Management System (LMS) is the platform used to deliver and track
courses and learners. Features vary by vendor, but a LMS will typically offer regis-
tration, course and assessment access, course tracking, learner performance statis-
tics, instructor tracking, and community forums and boards for learners.
* A Learning Content Management System (LCMS) is a LMS variation that also al-
lows for the storage, chunking, and tagging of content for ease of repurposing and
searching.

B E-Learning vs. Instructor-led Training

There are varieties of reasons organizations are investing in e-Learning. As a train-
ing method, it provides many benefits over traditional training for the right topics and
under the right circumstances. We will explore these benefits later in the report, but
whether an organization needs to deliver content to a wide geographic area, educate
learners in the field to increase sales, or reduce long-term costs, e-Learning may be the
right approach.

While most organizations report growth in their e-Learning budgets over time,
e-Learning is still typically part of a larger training budget. Instructor-led training is an
important delivery method that will likely always be part of the training toolkit for most
organizations. It may supplement e-Learning, provide alternative delivery, or act as a
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Figure 4
61% of Guild
members report

Percentage of Training Budget Dedicated to e-Learning

standalone training meth-
od on specific topics. In

‘ =10% fact, 61% of Guild mem-
that e-Learning
represents less bers report that e-Learn-
than 30% of 10% - 28% 30:6% ing represents less than
o their total 30% of their total training
training budiget. | 0% -+~ [ = budget. (See Figure 4.)

Source; eLearning Guild Research

0% 5% 10% 15% 20%

35%

_ E-Learning is a grow-
B0% - T0% 12.8% . . - .
ing field within training
bm%_ 10.8% that gets larger by the

day. That said, 23% of
elLearning Guild members
report that e-Learning

budgets are increasing.

When new to e-Learn-
ing, the high-level evaluation of project viability and the array of initial decisions can be
complex and confusing. The next section will provide both the introductory information
needed to prepare a high-level financial evaluation, and an example of an ROl calcula-
tion. For your convenience, the information in this report parallels a business proposal
outline format, which is available as a supplemental downloadable file.

B Evaluating e-Learning as an Investment

When tackling the initial evaluation of viability, and for the development of a busi-
ness case and a business proposal, the first question to address is, “Why are you inves-
tigating this particular project or investment?” What is the problem your organization is
trying to solve, or the opportunity it is trying to create with e-Learning?

For example, many organizations report that a major world event such as 9/11 or
the economic downturn is the initial push for starting in e-Learning. “With a decrease
in travel budgets, attendance at ILT courses was down, which forced cancellations and
led to decreased revenue. Converting ILT courses to e-Learning was a way to respond
and restore revenue,” reports one elLearning Guild member.

According to Tony Meyaart, Supervisor with Blue Cross Blue Shield of Tennessee, his
organization initially began exploring e-Learning in 2000 because of “the headaches
involved in continually changing and revising printed manuals.” Each organization will
have a catalyst for starting e-Learning.

Structuring this catalyst as a problem statement, an opportunity statement, or a gap
analysis will help clarify your focus toward quantifying objectives and results. This for-
mat for evaluating the need for e-Learning provides a starting point.

Different situations and companies will warrant different approaches. In general,
problems and opportunities are phrased as statements, and a gap analysis is presented
as a conclusion from research. However you position it, for the decision makers it boils
down to, “What is the reason we should consider this?” Examples of each follow:

* Sample Problem Statement: Our call-center employee turnover rate has climbed to
30% per year, and new hires handle only 50% of the volume of experienced staff in
their first year.

* Sample Opportunity Statement: There are over 100,000 pharmaceutical repre-
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Blue Cross Blue
Shield of Tennessee

“Blue Cross Blue Shield

of Tennessee achieved

a very good ROI with
e-Learning” according to
Tony Meyaart, Supervi-

sor with the Organization-
al Development Support
department. “Last year the
company consolidated five
different courses of manda-
tory training into one online
course. We went from four
hours of training per em-
ployee down to 1.5 hours
per employee, and covered
the same content, by re-
ducing redundancies and
converting the five sub-
jects into one soap-op-
era-style storyline. Within
the two months since the
launch, 50% of our employ-
ees already completed the
course. We are now gener-
ating an on-going savings
of $363,000 per year for
the company from this one
project.”

Building the Business Case for e-Learning
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sentatives distributed across the country that we would like to reach with perfor-
mance support training in the field to increase sales.

* Sample Gap Analysis Conclusion: Due to home foreclosure rates in the U.S. increas-
ing by 5% - 25% per quarter, there is a growing need to train real estate agents na-
tionally on the legal and procedural issues of selling foreclosed homes.

Ideally, the statement should be backed up with examples and data. This is your
starting point. Identifing a problem, opportunity, or gap that e-Learning might address
will be the foundation for the business case - every subsequent step should tie back to
this. After identifying this statement or conclusion, then the next step is to assess the
costs and benefits to calculate a return on investment (ROI) or economic value added
(EVA) and determine the financial viability of the initiative.

High-level Financial Analysis
The financial evaluation consists of three steps.

1. Develop a general understanding of costs to determine financial feasibility,
given cash flow and funding limitations.

2. Determine and state the benefits as measurable goals in order to quantify
the benefits as a financial improvement.

3. Calculate an ROI or EVA.

Step 1 - Understanding e-Learning Costs

Calculating the initial fixed-cost investment and the on-going variable costs of e-
Learning can be tricky when first starting. There are a multitude of decisions to be
made. The list is extensive, and may include: if and when to invest in a Learning Man-
agement System (LMS), which authoring tool(s) to use, which delivery technologies
best meet your needs, and whether to develop the content in-house or outsource it.
This Getting Started series of reports will help you tackle the nuances of those deci-
sions one-by-one. Until you can fine tune your decisions and costs, however, this first
report will provide a high-level overview of the costs and benefits of e-Learning to help
you formulate the initial proposal, and determine whether you want to take the next
steps and investigate further.

It is typical for organizations to start small, and then grow their e-Learning budgets
over time. According to Guild members, 45% - 55% of organizations that started with
e-Learning budgets under $100,000 grew within the first few years. It is guite common
to start with one course, or a small area of focus, and then expand in phases. As you
can see from the research results shown in Figure 5 in page 7, most organizations have
grown their e-Learning budgets over time.

In general, when developing an e-Learning budget or initial cost assessment, you
can use the same methodology to calculate e-Learning costs that you use to calculate
ILT costs. An existing ILT training budget provides a good starting template. Here is a
list of the additional e-Learning-specific budget categories to consider, with some gen-
eralized cost assumptions:
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Learning Management System (LLMS) - You may not need to invest in a LMS initially.
If you have a high number of either learners or courses, however, it will be worthwhile
for you to have one sooner rather than later. Most off-the-shelf LMS products require
some customization. The costs can vary widely for a LMS with customization, but un-
der $100,000 is a reasonable starting assumption for most organizations with less than
2,000 employees. Keep in mind, however, that for more extensive LMS products and
customization the starting cost can go as high as $1Million.

The types of courses you are producing will also drive the need for a LMS. “Sage
Software offered synchronous training to our external customers for supplemental rev-
enue for years, and it wasn’t until we started offering asynchronous training that we
needed a LMS,” reports David Dubin, Sr. Curriculum Developer.

Learning Content Management System (LCMS) costs are similar. Some vendors will
offer a service to use their LMS system, store courses on their servers, and host classes
for you. This type of hosting service ranges in cost, starting as low as $800/year, and

Figure 5
Most e-Learning
budgets grow | saning

e-Learning Budget

over time. Budget Budget Today
= 510K = 510K 44.2%
510K - 545,999 28.8%
SEOK - 550 959 11.5%

S100K - 5209.002 [N 13.5%
S300K - 5500k [ 1.8%

S10K - = 510K 1756%
949,999 S10K - 545,559 35.3%
SBOK - 559 995 1756%

5100K - 5299,990 |GGG 23 5%
5300K - 5500k 2.9%

> S500K | el
SE0K - < 510K 4.5%
$99,939 S10K - 548,958 13.6%
SEOK - 509 950 35.4%
S100K - 520,920 [N o7.3%
s300K - 500K [ 4.5%
= SE00K | REEE
100K - <S10K 9.1%
3293.939 510K - 548 999 18.2%
SE0K - 599,950 27.3%
S100K - 5209.902 [N 15.2%
s300K - sso0K | 15.2%
= SE00K | ERES
S300K - s300k - 5500 [ -5 .00
S500K > SE00K I 7 07
= SE00K 5300k - 5500 [N 15.7%
= BE00K I c3.3%
0% 20% 40% 0% 80%

Source: eLearning Guild Research
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Figure 6

Cost to acquire,
install, and
customize a LMS
by company size.

Cost to Acquire, Install and Customize LMS

E1 - 500 501 - 2,000 2,001 - 10,000 More than
1- B0 workers waorkers waorkers waorkers 10,000 workers

Under 510,000 - 41% -23".-'5 .13“:'5 l1D“p‘E 3%
510,001 to 525,000 l 10% - 22% . 17% I % BE%
525,001 to 550,000 .15% .1?“.-5 .14“.-'& .12“.-‘5 I?"."E
350,001 to 100,000 . 13% . 12% - 18% - 15% . 12%
5100,001 to 5250,000 .14“.-{: -18“.-5 -23% -23% -24%
5250,001 to 500,000 [ 4% % I 8% . 12% - 18%
500,001 to S1M 4% 3% 7% . 15% -23“.-'5
Cwver 31M &% 2% 1% I % -24%

Source: eLearning Guild Research

may be a good lower-cost alternative for some organizations.

Development Costs - Development costs are calculated and tracked by course
hours. If you are converting an instructor-led course to online, and you are new to
e-Learning development, assume that it will take you at least 4 - 5 times as many hours
to develop the content online as it did to create the ILT version for most courses. Cater-
pillar University uses a ratio of 3.1 development hours for asynchronous vs. ILT courses.!

Dubin reports, “The average synchronous course we develop takes 100 - 125 hours
of development for every course hour.” Highly interactive “serious games” or “immer-
sive learning” will require significantly more hours, possibly as high as 750 hours for a
one-hour game.2

The multiplier will vary with process, number of decision makers, experience of
members, tools and systems used, and complexity of the project. You should assume
developer, instructional designer, project manager, tester, and subject matter expert
(SME) time and compensation in this multiplier. Often, when first starting, one person
will wear multiple hats. “When we first started in e-Learning 11 years ago, | was one of
two developers, and in addition to developing the courses, we were also the SMEs and
trainers,” says Dubin.

As you get more efficient at developing online courses, that multiplier will decrease.
Outsourcing the development is common when first starting if the in-house team
doesn’t have the skills needed.

There are many ratios published about e-Learning development times. Development
times are continually improving. They get faster and more efficient with employee ex-
perience and newer and better tools. Rapid development technigues and tools have
changed the landscape significantly, and improved the speed of development. The best
practice of repurposing content modules has also improved the development times.
Highly interactive, unigue, or immersive content, however, will always require longer de-
velopment schedules.

Authoring Tool Software - Most products will cost $200 - $800 per user license.
Guild members reported using an average of four different authoring tools, including
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general software products that are not e-Learning specific, so it’s reasonable to assume
you will use different types of software in the development process. Don’t forget to
consider the ongoing cost of upgrades.

Virtual Classroom and Equipment Costs - If you need synchronous delivery, most
virtual classroom and Webinar vendors offer subscription plans where the vendor hosts
the content and services for a monthly or annual fee. All vendors offer free trials to test
the features. Prices start at $39/month, and go up from there depending on the num-
ber of learners, volume of events, and features. The vendor provides most equipment,
but you may need to purchase some miscellaneous extras for your learners or instruc-
tors such as VolP (Voice over Internet Protocol) headsets, or Webcams.

Technical Support - \Whether you are hosting the courses yourself or paying a ven-
dor for the service, you will want to factor in annual costs for technical support and
maintenance. Some vendors include this in their package. It is almost always negotia-
ble.

It may also be necessary to provide in-house technical support for learners and in-
structors with registration, loading of course content, course tracking, and technical ac-
cess issues. A Web Developer and/or LMS Administrator will be helpful in making on-
line updates. If you are delivering synchronously, consider having a Producer behind
the scenes during the course helping the instructor with any technical or learner issues
that arise.

Other IT Costs - Depending on the size of your courses, if you are hosting in-house,
you may need to upgrade your server(s). If your learners are accessing remotely, or are
internal but need to view external Websites, firewall enhancements may be necessary.
You will also want to evaluate your bandwidth capacity for performance during poten-
tial peaks in traffic and volume.

Staff and Instructor Training - The technology and best practices in e-Learning are
evolving rapidly. Staying current will only enhance the quality of content. In addition,
most ILT instructors have never taught online, and will require training in the synchro-
nous tools and skills helpful to deliver effectively.

“When we first started teaching with Webcasts, some of our classroom instructors
simply ran through their PowerPoint slides virtually. It has been a major learning chal-
lenge for them to redesign

F!gure 7 Cost Per Learner their content for an online
Ongoing cost ¢ | Kill
per learner after s . ormat, and learn new skills
initial setup and to deliver effectively using
development costs. our virtual classroom soft-
310 - 349 30.6%

ware, but they are mak-

se0. 599_11.1% ing good progress” reports

Jennifer Grant, Instruction-

100 5150_19_4% al Design Manager with
Western Electrical Con-
=s150_15.m tractors Association.
Cost per Learner -
Source: eLearning Guild Research Once the initial setup and

development costs are in-
curred, there will also be an on-go-ing variable cost per learner to deliver courses. As
Figure 7 show, 53% of eLearning Guild members reported a cost averaging less than
$50/learner. There will also be on-going costs for course updates and maintenance.
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Decrease in Other Training Costs
While there are many new training costs associated with e-Learning, those will be
offset by a decrease in the following:

* Instructor and learner travel, lodging, and entertainment expenses (may reduce
overall training costs by as much as 40% - 80%)

* Opportunity costs of instructor and learner travel time

» Materials and/or handouts

* Physical classroom and equipment charges - this may be an internal overhead
allocation cost if in-house facilities are used

» Setup, preparation, and breakdown time

* Learner registration and course administration time

« Food and/or catering costs

Mevyaart and his team achieved a 25% reduction in overall training time in one year.
They reorganized the content of an ILT customer service and claims course into blend-
ed learning, and delivered it online. Staff and instructors now have 25% more time avail-
able for other work, instead of spending it in a classroom.

Step 2 - Quantifying e-Learning Benefits
After determining your high-level costs, the next step in the financial analysis is to

quantify benefits. While there are many benefits to delivering learning electronically,
some are easier to quantify than others.

Figure 8
Frequencies

of benefits used
to measure ROI.

ROI Measurements

Increased

development

Increased

Increased
revenue 38.3%
Increased
employee
morale/retention

33.6%

Decreased

risksilosses 28.0%

Source: eLearning Guild Research

57.5%

86.8%

Objective
Benefits

* Increased skills and
professional develop-
ment

* Increased product-
ivity

* Decreased costs

* Increased revenue

* Increased employee
morale and retention

* Decreased risks
or losses

Figure 8 shows that Guild members report using these benefits as indicators for

measuring and tracking ROI.
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Subjective Benefits
The following benefits are more difficult to quantify, but could be a significant factor
in the decision to invest in or expand an e-Learning initiative. These benefits include:

+ Scalability - global audience or fast deployment

» Performance support

* Improved measurements and training assessments

* Improved learning efficiency

* Improved consistency of content

« Automated and efficient student and instructor tracking with a LMS
* Increased appeal and effectiveness with varied learning styles

To elaborate on some of the items above, scalability refers to the fast and wide deliv-
ery capabilities of e-Learning. You can deploy a course globally in a fraction of the time,
with significantly more ease than it would take to deploy an ILT course. Even if the audi-
ence is not global, it allows for rapid delivery of information to a large number of learners.

Many organizations use e-Learning as a performance support tool, defined as giving
the exact content an employee needs when he or she needs it to optimize productiv-
ity. It is used on demand for both initial learning and periodic refreshers. For example, a
pharmaceutical sales representative in the field can retrieve an online module providing
technical information about a specific drug from his or her mobile or PDA device just
prior to entering a doctor’s office.

Regarding improved measurements and assessments, it is easier to test skill-level
increases and get substantive and time-sensitive feedback on courses and instructors
online. The rapid nature of the feedback allows for immediate adjustments in course
delivery to enhance the knowledge transfer, customize to the learner’s specific needs,
and provide faster content improvements.

Relative to learning efficiency, according to Brandon Hall,3 online learners are twice as
efficient in learning times as ILT learners. In other words, depending on the structure of
the course, online learners may be able to acquire the needed information in half the time
they would in a traditional classroom. If a learner can jump ahead or skip around in an on-
line module to get exactly what they need, instead of sitting in a classroom for a desig-
nated amount of time, he or she will potentially save the organization time and money.

Setting Measurable Goals and Quantifying Benefits

Setting measurable goals is the key to quantifying benefits. A measurable goal is
one that has a specific numerical target identified as an outcome. The outcome can be
time-based, procedural, or financial. The goals should be aligned with both the busi-
ness priorities and the problem, opportunity, or gap. When the goals include a numeri-
cal target to measure performance, then you can calculate a financial benefit.

Many organizations require data to make investment decisions. Since 67% of eLearn-
ing Guild members report using increased skills or professional development to mea-
sure ROI, that benefit will be further explored as an example below.

One can argue that increased skills and professional development lead to faster
new-hire ramp times, higher productivity, error reduction, and potentially longer em-
ployee retention thus reducing job vacancy and recruiting costs. Any one of these ben-
efits could be set as a measurable goal and quantified. Building off our earlier problem
statement, restated below, here are three examples of measurable goals:
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Problem Statement:

Our call center employee turnover rate has climbed to 30% per year, and new hires
handle only 50% of the volume of experienced staff in their first year.

Potential Measurable Goals:
* Increase new-hire productivity by 40% within their first year
* Reduce errors by 30%
* Decrease employee turnover by 20% per year

If you know the current new-hire productivity rates, error rates or employee turnover
rates, then you can calculate quantifiable improvements or benefits.

Taking this example a step further, let’s assume that new hires working a customer
service help desk typically start by fielding five calls per hour in their first month, in-
creasing by one call an hour monthly until the end of their first year. They make at least
one error per day requiring supervisory attention, and work an average 22-day month.
Current staffing requirements are satisfied with 100 Customer Service Representatives.
Using the goals outlined above, in a given year, you can assume:

Before e-Learning | After e-Learning | Difference | Benefit
Calls/new hire/yr 22,176 31,046 8,870 | 40% more calls
Errors/new hire/yr 264 185 79 | 30% fewer errors
Turnover/yr 30 10 20 | 20% less turnover

The increased number of calls and reduction in errors can then be converted to a
financial cost savings. There are other savings with this example that you could also
include in the calculation, such as reduction in supervisory and error correction times,
and increased customer satisfaction. With the increased productivity, there is also a
potential decrease in staffing needs. Given those other savings are beyond the scope
of this example however, we will not include them here.

In our example, it will take one year to develop and launch the online course. Ben-
efits and savings will begin in the second year. With the assumptions outlined above,
combined with additional savings assumptions of $.75/call and $5.00/error, we calcu-
late the financial cost savings as:

Benefit Year 2 Savings | Year 3 Savings | Total Savings
Call Savings 8,870 $133,050 $133,050 $266,100
* $.75/call
* 20 reps
Error Savings 79 $7,900 $7,900 $15,800
* $5.00/error
* 20 reps
Decreased Travel $30,000 $30,000 $60,000
Decreased Materials $3,000 $3,000 $6,000
Total Savings $173,950 $173,950 $347,900

The total savings or benefit in this example is $347,900 over the first two years after
launch. This example illustrates how first starting with a data-quantified problem state-
ment about employee turnover rates and new-hire ramp times, and then creating mea-
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Western Electric
Contractors Association

Western Electrical Con-
tractors Association deliv-
ers training Webcasts to
electricians. According to
Jennifer Grant, Instruction-
al Design Manager with
the organization, “Revenue
from our electrical train-
ee program increased by
9% last year because of
the Webcast training op-
tion, which was more than
expected. We are fore-
casting a 25% enrollment
increase this year, due to
newly mandated enforce-
ment of state regulations.
We would like to respond
to this opportunity by
offering more Webcasts,
developing asynchronous
courses, and investing in

a LMS. We need a budget
increase to take it to the
next level though. Having
a ROI measurement would
really help our case for the
increased investment with
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the Board of Directors.”

surable goals to address that problem, we can subsequently quantify the benefits that
will result.

Step 3 - Calculating e-Learning Returns

With estimates in costs and benefits quantified, the next step is to calculate the re-
turn or improvement from the e-Learning initiative. Return on investment (ROI) is the
most common calculation used. ROl is defined as a measure of cash generated by an
investment.4 The simplified formula for ROl is:

Net Benefit Over Time Period / Cost Investment Over Time Period = RO

The benefit could be either a cost savings or an increase in revenue. The net ben-
efit is the savings less the cost of the investment. It typically takes more than one year
to break even, so benefits and costs are often estimated over a period of time, such as
three or five years. Taking our customer service example above, let’s assume an initial
investment of $200,000 in fixed costs, plus $15,000/year in variable costs. If it takes
one year to launch the course, with a savings of $173,950 per year after the launch, af-
ter three years, the organization would yield a 51% ROI.

$117,900 Net Benefit / $230,000 Costs = 51% ROl over 3 years

Year 1 Year 2 Year 3 Total
Benefit / Savings $173,950 $173,950 $347,900
Cost $200,000 $15,000 $15,000 $230,000
Net Benefit $117,900
3-year ROI 51%

Another method of measuring returns is to use Economic Value Added (EVA). EVA
is @ measure which assumes there is an opportunity cost to the money you are invest-
ing, and it might yield better returns elsewhere. The calculation allows for an adjust-
ment to compare one project to a hypothetical alternative investment. For many peo-
ple in finance, EVA is considered a more accurate measure of profitability.5 The cost of
capital return assumptions will vary with company, economic conditions, and project
opportunities, but it typically ranges from 6% to 15% per year. For this example, lets as-
sume a 10% cost of capital return. The $230,000 invested in e-Learning, divided by the
three years of project life, might yield $7,667 per year, or $23,000 over three years, on a
different project. Using EVA, the simplified formula would be:

(Net Benefit - Cost of Capital) / Cost Investment = EVA
($117,900 - $23,000) / $230,000 = 41% EVA

Stated another way, this company vields 41% additional value above the required
minimum 10% return from a different e-Learning investment.
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Figure 9

Wide variances

in the learning curve
to achieve high
quality e-Learning.

E-Learning Risks

Consideration of the risks is an important part of the overall project and investment
evaluation. There are risks in entering any new field, and e-Learning is no exception.

One of the major risks is the amount of time it takes to become proficient and pro-
duce good quality results. There is a learning curve to creating e-Learning, and best
practices are evolving constantly. According to Guild members, the amount of time it
takes to conguer the learning curve varies widely, but only 10% reported good quality
results on their first attempt. (See Figure 9.)

“Some of the lessons learned by Blue Cross Blue Shield of Tennessee included how
to structure courses, and setting realistic roles for instructors. We launched one course
in a daily outline format, and soon discovered that approach wasn’t working, as we

couldn’t count on

precise schedules.
When we convert-
ed the format to
an outline by topic
instead of by day,
it was success-

ful. For another
course, we want-
ed our instructors
to also be content
editors, but that
expectation was
not realistic as it
required them to
have instructional
design skills. Now
our team does the
editing,” according
to Meyaart.
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Source: eLearning Guild Research

Another major
risk is stakeholder and executive level support for the initiative. Not only will their sup-
port pave the way for timely resources and decision making, it will also set the tone for
the overall cultural responsiveness to and adoption of the e-Learning courses.

Deciding on which tools and technology to use is also an important risk to consider.
Selecting tools that do not meet the project or organization’s needs can result in a cost
of unnecessary time and money. “Sage Software needed to upgrade the virtual class-
room software we were using shortly after we went live because of additional feature
requirements identified after the launch,” says Dubin.

The Getting Started series of reports to follow this one will help you address the
tools and technology risk by providing information to help you avoid mistakes and
make sound decisions, drawing from the experiences of the more than 32,000 elLearn-
ing Guild members. Figure 10 on page 15 is a preview of the ROI that Guild members
reported achieving with various technologies. With each subsequent report, we will
delve into these charts with more detail.
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Figure 10

RO/ achieved
with various
e-Learning tools
and modalities.

Return on Investment (ROl) from Tools
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Learning /
Games
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Source: eLearning Guild Research
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Next Steps

After completing the initial evaluation phase, there will likely be next steps to take.
The steps will vary with each situation, but will logically follow from the previous analy-

sis. Often next steps may include:

* Research specific tools or resources

» Conduct a needs assessment
» Gather technical requirements
* Build a detailed budget

* Prepare a cash flow analysis

* Complete a study with learners or instructors
» Determine stakeholders and/or decision makers
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B Conclusion

The decision to begin or expand an e-Learning initiative is a large undertaking. It is
common to tackle the evaluation of that decision in phases, with intermittent periods of
research and evaluation. Each situation and learning need will be different, however this
report offers a general approach and guideline to navigate the evaluation phase and lay
the foundation for subsequent research and decision-making.

The guestions to address in the evaluation phase include whether e-Learning is the
right delivery method for your organization or project, and if the benefits and returns
meet the needs of your organization.

By walking through the creation of a problem statement, high-level financial analysis,
and risk evaluation, we created the preliminary components needed to justify your busi-
ness case and develop an e-Learning business proposal. An outline of a sample e-Learn-
ing business proposal is available for download as a reference.

E-Learning is a growing field, with more and more training organizations joining each
year. Learner adoption and usage are also gaining momentum. Instructor-led training will
likely always play a role in training curricula, yet organizations are increasingly reporting
e-Learning as a component of an overall training program. Arming yourself with an un-
derstanding of the e-Learning costs and benefits, and quantifying and balancing them
against the risks and returns, will help you evaluate whether an e-Learning investment is
right for your organization.

B Additional Reading and Resources
ROI Calculator from Nucleus Research: http:/tinyurl.com/kwz2ur
Schooley, Claire, “The ROl Of eLearning,” Forrester Research, Inc., April 13, 20009.

Chapman, Bryan, “How Long Does it Take to Create e-Learning?” available at http:/
brandon-hall.com/bryanchapman/?p=7, March 26, 2007.

Ritacco, George, “ROE Versus ROI: Which Do You Measure?” Learning Solutions Extra
Insights, March 3, 2008.

Kelly, Tom M. and Nanjiana, Nader, “The Business Case for E-Learning,” Cisco Press, 2005.
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1 Walliker, Paul, T., Cost Comparison: Instructor-Led V/s. E-Learning, available at http:/
www.astd.org/Ic, 2005.

2 Chapman, Bryan, How Long Does it Take to Create e-Learning?, available at http:/
brandon-hall.com/bryanchapman/?p=7, March, 2007.

3 Benchmark Study of Best Practices. Forbes Magazine, 2000.
4 Available at http://en.wikipedia.org/wiki/Rate_of _return (visited April 24, 2009).

S Available at http://en.wikipedia.org/wiki/Economic_value _added (visited April, 24,
2009).
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