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The ROI Methodology:
A Tool to Measure and Improve

Abstract

In this chapter we introduce the ROI Methodology in some detail, showing
how it has evolved into five different components. The first component is
the results framework, which represents the types of data. These levels of
data are important in the evaluation. As described earlier, results are mea-
sured at five levels (reaction, learning, application, impact and ROI). They
correspond to five levels of objectives and five levels of needs assessment.
Together, these make up the results framework. Next is the step-by-step
process to plan a study at the impact and ROI levels, collect the data, ana-
lyze the data, and report results. This is the process model. Third Next are
the operating standards and philosophy, which serve as guiding principles
for the process. These twelve standards are conservative, making results
CEO and CFO friendly. They also guarantee consistency and efficiency.
The fourth component is applications and practice. To date, this is the
most used evaluation system in the world, with applications throughout
many functions, including EHS. The final component is implementation,
which addresses the issues of building capability, developing appropriate
processes to manage resources, efficiently evaluating programs and com-
municating results. This chapter essentially serves as a summary of the
rest of the book.

Keywords: Results, framework, levels of evaluation, needs assessment,
objectives, process model, guiding principles, converting data to money,
roi analysis, benefit-cost ratio
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4.1 A Brief Overview

The process for showing the value of EHS initiatives, including
measuring the ROI, is comprehensive and systematic. It
includes five key components: a results framework, a process
model, operating standards and philosophy, applications and
practice and implementation (Figure 4.1). Together, these five
components ensure that a practice of accountability is sustain-
able. This chapter briefly describes the components of the ROI
Methodology that are necessary to achieve the level of account-
ability demanded for environmental, health and safety. Detailed
information on these components is presented throughout the
remainder of the book.

4.2 Results Framework

The richness of the ROI Methodology is inherent in the results
framework. This framework represents a variety of types of data,
categorized by levels, which are measured and monitored during
an EHS project’s implementation. Each level represents a link in
the chain of impact that occurs as projects are launched. People
react and acquire the requisite knowledge, skill and information
and apply that knowledge and information. As a consequence,
positive impact occurs. Figure 4.2 shows the levels of data and

Results Applications and
Framework Practice

Implementation

Operating Standards

Process Model g

Figure 4.1 The Key Components of the ROI Methodology.
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Level

Measurement Focus

Typical Measures

0: Inputs

1 2

Inputs into the project, including
costs, project scope and duration

Types of projects
Number of projects
Number of people
Hours of involvement
Cost of projects

1: Reaction and Perceived
Value

: .

Reaction to the project, including
the perceived value of the project

Relevance
Importance
Value
Appropriateness
Fairness
Commitment
Motivation

2: Learning and Awareness

1 8

Acquisition of knowledge, skill
and/or information to prepare
individuals to move the project
forward

Skills
Knowledge
Capacity
Competencies
Confidence
Awareness
Attitude

3: Application and
Implementation

1 2

Use of knowledge, skill and/or
information and system support to
implement the project

Extent of use

Actions completed
Tasks completed
Frequency of use
Behavior change
Success with use
Barriers to application
Enablers to application

4: Impact

1 2

Immediate and long-term
consequences of application and
implementation expressed as
business measures usually
contained in the records

Productivity
Accidents / Incidents
Quality/Waste

Costs / Fines /
Penalties
Time/Efficiency
CO2 emissions
Brand / Public image
Profits / Growth
Customer satisfaction

5:ROI

Comparison of monetary benefits
from project to the project costs

Benefit-cost ratio
(BCR)

ROI (percentage)
Payback period

Figure 4.2 Levels and Types of Data.
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describes their measurement focus. Subsequent chapters provide
more detail on each level, including how to collect and analyze
the data and how to report the data so they are meaningful to

stakeholders.
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421 Level 0: Input

Level O represents the input to a project and includes measures
such as the number of people involved, hours of involvement,
focus of the project, cost of the project, project duration and project
resources. These data represent the activity about a project versus
the contribution of the project. Level 0 data also represent the scope
of the effort, the extent of commitment and the support for a partic-
ular project. For some, this equates to value. However, commitment
as defined by involvement expenditures is not evidence that the
organization, environment, employees or society are reaping value.

4.2.2 Level 1: Reaction and Perceived Value

Reaction and perceived value (Level 1) marks the beginning of the
project’s outcome value stream. Reaction data capture the degree
to which stakeholders react favorably or unfavorably to the project.
The interest in and passion for, EHS initiatives are essential leading
indicators of project success. The key is to capture the measures that
reflect the content and intent of the project, focusing on issues such
as perceived value, relevance, importance and appropriateness.

An adverse reaction to an EHS project usually means that it will
not achieve the desired level of success. At this level, project par-
ticipants identify their intended next actions, make suggestions to
advance success and identify potential barriers to success. Data at
this level provide the first sign of achievable project success. These
data also present project leaders with information they need to
make adjustments to project implementation, thereby increasing
the chances of positive results.

4.2.3 Level 2: Learning and Awareness

The next level involves measuring learning. For every process,
program or project there is a learning component. For some—such
as projects for new technology, new systems, new competencies,
new processes and new procedures—this component is substantial.
Other projects, such as workplace and personal protection, have a
learning component. Even the implementation of a new EHS pol-
icy includes a learning component to ensure successful execution.
Regardless of the initiative, measurement of learning is essential to
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success. Measures at this level focus on skills, knowledge, capacity,
competencies, confidence, attitude and awareness.

4.24 Level 3: Application and Implementation

This level measures the extent to which the project is properly
applied and implemented. Effective implementation is a must if
economic, environmental and societal outcomes are the goals. This
is one of the most important data categories because it is here, in the
execution of a project, where breakdowns usually occur. Research
has consistently shown that in almost half of all projects, partici-
pants and users are not doing their parts to make it successful. At
this level, measures of success include the extent of the use of tech-
nology, task completion, changes in behavior, frequency of use of
knowledge, skills and information, success with use, procedures
followed and actions completed. Data collection also requires the
examination of barriers and enablers to successful implementation
of the EHS project. Application and implementation data provide
a picture of how well the organizational system supports the suc-
cessful transfer of knowledge, skills, processes and information to
action that leads to the desired outcomes.

4.2.5 Level 4: Impact

Perhaps the most important level of data for understanding the
immediate and long-term consequences of the project is collected
at Level 4. These data will attract the attention of the sponsor and
other executives as well as consumers, suppliers and distributors.
This level shows the energy used, waste reduced, time saved, acci-
dents prevented, efficiencies realized, customers satisfied, health
costs reduced and employees satisfied, connected to the project.
For some, this level reflects the ultimate reason the project exists, to
drive environmental health, safety and/or societal impact. Without
this level of data, many stakeholders assert, there is no project
success.

When this level of measurement is achieved, it is necessary to
isolate the effects of the project on the specific measures. Without
this extra step, the link between the project and subsequent out-
comes is not evident, diminishing the ability to make decisions
about project-specific issues.
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4.2.6 Level 5: Return on Investment

Impact measures are identified and converted to currency in order
to compare the monetary value to the investment, which results in
the financial return on investment (ROI). This metric places ben-
efits and costs in equal terms: money. Normalizing benefits and
costs enables project owners and other stakeholders to see how
resource expenditures compare to benefits. This financial met-
ric is typically stated in terms of a benefit-cost ratio (BCR), ROI
(percentage) and/or payback period. This level of measurement
requires two important steps: first, the impact data (Level 4) must
be converted to monetary values; second, the cost of the project
must be captured.

While some stakeholders may suggest that calculating the actual
ROI on an EHS initiative diminishes the intangible value of such a
project, two important benefits emerge from this process. First, by
knowing the ROI, stakeholders concerned with the economic com-
ponents of EHS see that financial resources are allocated appropri-
ately. Appropriate use of financial resources leads to organization
viability and longevity. Second, when an EHS project reaps positive
benefits in one plant or region, the results may be used to justify
implementation in another plant region. Funds from projects with a
positive ROI can be used to help fund the not-so-successful projects
or those with longer-term outcomes. It is also helpful to remember
that when projects are properly developed and implemented, the
chances for a positive ROI are high.

4.2.,7 Intangible Benefits

Along with the five levels of outcome results and the initial level
of activity (Level 0), there is a sixth type of outcome data—not a
sixth level—developed through the processes described in this
book. These sixth types of data are the intangible benefits or those
impact measures that are purposefully not converted to money. A
decision to not convert benefits to money is made when the conver-
sion consumes too many resources or the process is not credible. Yet
intangibles are still important measures of success. For initiatives,
intangibles may include stress, job engagement, teamwork, brand
awareness, reputation, customer satisfaction, employee satisfaction
and public image.
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4.3 Results Framework and Business Alignment

Our research suggests that the number one reason projects fail is
lack of alignment with the business. The results framework sup-
ports this alignment by connecting the project needs with its objec-
tive and the evaluation of its success. The first opportunity to obtain
business alignment is in the initial analysis.

4.3.1 Initial Analysis

Initial analysis of stakeholder needs sets the stage for deciding on the
best project(s) to pursue given those needs and the available resources.
This initial analysis represents the first phase in aligning projects with
the business. It begins with the determination of the payoff needs — the
potential opportunity or problem that is worth solving.

4.3.1.1 Payoff Needs

From the start, several steps should be taken to make sure that the
project or initiative is necessary. As shown in Figure 4.3, this is the

Business Alignment

Start here End here

Payoff needs ROI objectives 5 ROI

Business needs 4 Impact objectives 4

—p meactobectves

Impact

Performance needs 3 3 /Application

> Application objectives >

Initial
Analysis

Measurement

Learning needs 2 Learning objectives Learning Evaluation

Preference needs Reaction Objectives > 1 Reaction

Busi Ali and For i The ROI Process Model

Figure 4.3 The V-Model.
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beginning of the complete, sequential model that we often refer to
as the V-model. This model is at the heart of the results framework.
The first step in this analysis examines the potential payoff of solv-
ing a problem or taking advantage of an opportunity. Is this a prob-
lem worth solving? Is the project worthy of implementation? For
some situations the answer is obviously yes, because of the proj-
ect’s critical nature, its relevance to the issue at hand or its effective-
ness in tackling a major problem that affects the organization. An
excessive injury rate, a serious CO2 emissions problem or rising
health care costs, for example, are worth pursuing. Potential payoff
opportunities may be short-term or long-term.

4.3.1.2 Business Needs

The next step is to ensure that the project is connected to one or
more key business measures. Key measures that must improve as a
reflection of the overall success of the project are defined. Business
needs may be long-term, but they often represent more immediate
outcomes to the organization, such as cost savings due to accident
reduction, health care cost containment and more efficient energy
use. These measures are in the system now, in operating reports,
key performance indicators, performance scorecards or goals for
individuals, departments, functions or organizations.

4.3.1.3 Performance Needs

Next, the performance needs are examined. What must change
in terms of behaviors, habits, application or implementation to
address the business needs? This step aligns the project with the
business and may involve a series of analytical tools to determine
the cause of the problem or the changes necessary to take advan-
tage of an opportunity. This step appears to be complex, but it is
really a simple approach. A series of questions helps:

e What is keeping the business measure from being
where it needs to be?

e Ifitis a problem, what is its cause?

e If it is an opportunity, what is hindering the measure
from moving in the right direction?

This step is important because it provides the link to project
or initiative. A simple example may explain. A safety incentive
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program in a steel company provided cash payments to employees
in a work unit for working three months without a medical treat-
ment case. The program focused on the actions and behaviors of
employees, including watching out for coworkers. By identifying
a simple performance need (the behavior of employees), this ini-
tiative addressed a business need (accident costs) with a substan-
tial payoff. The result is the reduction in medical treatment injuries
from 116 to 18 in each plant’s performance and a savings of almost
$400,000 per plant (Phillips and Phillips, 2007).

4.3.14 Learning Needs

To change performance behaviors and habits, people need to
know what they must do, how to do it and when to do it. What
specific skills, knowledge or information must be acquired so the
performance can change? Sometimes it is just a matter of making
people aware of the consequences of their behaviors. Every solu-
tion involves a learning component and this step defines what the
people involved must know to make the project successful. The
required knowledge may be as simple as understanding a policy or
as complicated as developing a new set of competencies.

4.3.1.5 Preference Needs

The final step is identifying the structure of the project and the
desired reaction to the project. How should the information be pre-
sented to ensure that needed knowledge is acquired, performance
changes are addressed and the business needs met? This level of
analysis involves issues surrounding the perceived value, necessity,
importance, scope, timing and budget for project implementation
and delivery. It details the desired reaction from stakeholders. Will
they perceive it as necessary and important? This step represents
preference needs or the preferred approach for the project.

4.3.2 Project Objectives

Collectively, these steps define the issues that lead to project ini-
tiation. Still, the actual positioning comes with the development
of clear, specific objectives or targets that are communicated to all
stakeholders. Objectives represent each level of need and define
how stakeholders will know that the need has been met. If the
criteria of success are not communicated early and often, project
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participants will simply go through the motions and there will
be little change. Developing detailed objectives with clear mea-
sures of success positions each project to achieve its ultimate goal.
Objectives provide the connection between organizational needs
and project accountability.

4.3.3 Forecasting

Using stakeholder needs and project objectives as the basis, devel-
oping a forecast may be useful in making adjustments or choos-
ing alternative solutions. This forecast can be simple, relying on the
individuals closest to the situation or it can involve a more detailed
analysis of the situation, expected outcomes and potential risks.
Recently, forecasting has become a critical tool for project sponsors
who need evidence that the project will be successful before they
are willing to commit to funding.

4.4 Benefits of Developing the Chain of Impact

Developing data represented in the results framework—including
tive levels of results along with inputs (Level 0) and intangible mea-
sures—provide a variety of benefits, including the following:

* Describing the chain of impact that occurs as people
become involved in EHS projects

* Showing project results from multiple perspectives

¢ Demonstrating how immediate and long-term out-
comes are achieved

* Providing information as to why and how outcomes
are or are not achieved

* Providing project owners data they can use to make
improvements with implementation

e Holding stakeholders accountable for success of all
project stages

* Providing stakeholders the data they need to make
decisions about the project and the organization

At first, the thought of collecting and analyzing such a compre-
hensive set of data may seem daunting. However, without this set
of information, explaining the basis for an ROI calculation will be a
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challenge. In addition, decisions about projects and their subsequent
success require more than an economic metric. By reviewing data that
represent the chain of impact, stakeholders can understand how proj-
ect implementation evolves, what changes are necessary to improve or
sustain success and how the project contributes to the overall good of
the organization. Chapter 5 discusses this in greater detail.

To simplify the collection and analysis of data in the results
framework, a step-by-step process model is required. This is pre-
sented next.

4.5 The ROI Process Model

The second component of the ROI Methodology is the process
model. This ten-step process, shown in Figure 4.4, develops the
data representing the chain of impact. The process begins with the
project objectives and concludes with reporting of data. The model
assumes that proper analysis is conducted to define stakeholders’
needs prior to project implementation.

451 Planning the Evaluation

The first phase of the ROI process model is evaluation planning.
This phase involves understanding the purpose of the evaluation,
determining the feasibility of the planned approach, planning data
collection and analysis and outlining the details of the project.

45.1.1 Evaluation Purpose

Evaluations of EHS projects are conducted for a variety of reasons:

¢ To improve the quality of projects and outcomes

¢ To determine whether a project has accomplished its
objectives

e To identify strengths and weaknesses in project
implementation

¢ To enable the cost-benefit analysis

¢ Toassistin the development of future projects or programs

¢ To determine whether the project was the appropriate
solution

¢ To establish priorities for project funding
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Prior to developing the evaluation plan, the purposes of the
evaluation should be considered because they will often determine
the scope of the evaluation, the types of instruments used and the
kinds of data collected. As with any project, making the purpose of
the evaluation clear will give it focus and help to gain support from
others.

4512 Feasibility

An important consideration in planning an ROI study is the deter-
mination of the levels to which the program will be evaluated.
Some project evaluations will stop at Level 2, measuring learning
and awareness. Other evaluations will stop at Level 3, application,
where analysis will determine the extent to which participants
are applying what they learned through a project launch. Other
projects will be evaluated at Level 4, business impact, where the
consequences of application are monitored and measures directly
linked to the project are examined. If the ROI calculation is needed,
the evaluation will proceed to Level 5, converting project benefits
to money and comparing them to project implementation costs.
Evaluation at Level 5 is intended for projects that are expensive,
high profile and have a direct link to operational and strategic
objectives.

The feasibility of an EHS project is determined through the initial
analysis and the development of project objectives. The objectives
are defined along the same five levels as the needs assessment:

Reaction objectives (Level 1)

Learning objectives (Level 2)

Application and implementation objectives (Level 3)
Impact objectives (Level 4)

ROI objectives (Level 5)

Specific objectives take the mystery out of what each project
should achieve. They also serve as the basis for comparing results.
If application and impact objectives are unavailable, they must be
developed using input from a variety of stakeholders.

With a clear purpose and project feasibility, evaluation planning
continues with the development of the data collection plan, the ROI
analysis plan and the project plan. Appropriate up-front attention
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to these planning documents will save time later when data are
actually collected.

45.1.3 Data Collection Plan

Table 4.1 shows a completed safety management program data col-
lection plan for project safety leaders in large construction projects.
The two-day program focused on a variety of actions and activities
to improve a variety of safety and health measures.

The data collection plan provides a place for the major elements
and issues regarding data collection. Broad objectives are appropri-
ate for planning. Specific, detailed objectives are developed later,
before the project is designed. Entries in the measures column define
the specific measure for each objective while entries in the meth-
ods column describe the technique used to collect the data. In the
sources column, the source of the data is identified and the timing
column indicates when the data are collected. Finally, the responsi-
bilities column identifies who will collect the data.

4.5.1.4 ROI Analysis Plan

Table 4.2 shows a completed ROI analysis plan for the safety
management program for project safety leaders described in the
previous section. This planning document captures information on
key items that are necessary to develop the actual ROI calculation.
In the first column, impact measures are listed. In some cases this
column includes application measures. These items will be used in
the ROI analysis.

The method employed to isolate the project’s effects is listed next
to each data item in the second column. Data conversion methods
are included in the third column. Cost categories that will be cap-
tured for the project are outlined in the fourth column. Normally,
the cost categories are consistent from one project to another.
Intangible benefits expected from the project are outlined in the
fiftth column. This list is generated from discussions about the
project with sponsors and subject-matter experts. Communication
targets are outlined in the sixth column. Finally, other issues or
events that might influence project implementation and its outputs
are highlighted in the seventh column. Typical items include the
capability of participants, the degree of access to data sources, the
engagement of stakeholders and unique data analysis issues. The
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comments column is for notes and issues important to the team and
the evaluation project implementation.

The ROI analysis plan is combined with the data collection plan,
illustrating how the evaluation will develop from beginning to end
and includes the calculation of the ROIL.

4.5.1.5 Project Plan

The final planning document is the project plan for the safety man-
agement program, as shown in Table 4.3. A project plan consists of a
description of the project and brief details, such as duration, target
audience and number of participants. It also shows the timeline of
the project, from the planning of the study through the final com-
munication of the results. This plan becomes an operational tool to
keep the project on track

Collectively, the three planning documents provide the direction
necessary for the ROI study. Most of the decisions regarding the
process are made as these planning tools are developed. When the
project team spends time up front to plan an evaluation, the proj-
ect becomes a methodical, systematic process. Planning is a crucial
step in the ROI Methodology, in which valuable time allocated to
planning will save precious time later.

4.5.2 Collecting Data

Data collection is central to the ROI Methodology. Both hard data
(representing output, quality, cost and time) and soft data (includ-
ing job satisfaction, customer satisfaction and public image) are
collected. A variety of data collection methods are employed,
including;:

Surveys

Questionnaires

Tests

Observations

Interviews

Focus groups

Action plans

Performance contracts

Business performance monitoring
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Table 4.3 Project Plan.

Month

Decision to conduct ROI study

Plan evaluation

Design and test instruments

Collect data

Tabulate data

Conduct analysis

Write report

Print report

Communicate results

Initiate improvements

Complete implementation

The important challenge in data collection is to select the method
or methods appropriate for the setting and the specific project,
within the time and budget constraints of the organization. Data
collection is covered in more detail in Chapters 6 and 7.

4.5.3 Isolating the Effects of the Project

An often-overlooked issue in evaluation is the process of isolating
the effects of the project. In this step, specific strategies are explored
that determine the amount of output performance directly related
to the project. This step is essential because many factors influence
performance data and it is often necessary to identify contribution
of certain key factors. The specific strategies of this step pinpoint
the amount of improvement directly related to the EHS project,
which results in increased accuracy and credibility of ROI calcula-
tions. The following techniques have been used by organizations to
address this important issue:

¢ Control groups/comparison groups
¢ Trendline analysis
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¢ Forecasting and recession models
¢ Participants’ estimates

* Managers’ estimates

¢ Senior manager’s estimates

e Experts’ input

¢ Customer input

Collectively, these techniques provide a comprehensive set
of tools to handle the important and critical issue of isolating
the effects of an EHS project. Chapter 8 addresses this issue in
detail.

454 Converting Data to Monetary Values

To calculate the ROI, Level 4 impact data are converted to mon-
etary values and compared with project costs. This requires that a
value be placed on each unit of measure connected with the project.
Many techniques are available to convert data to monetary values.
The specific technique selected depends on the type of data and the
situation. The techniques include:

¢ Use of standard values for output data

* Use the cost of quality, usually as a standard value

¢ Time savings converted to participants” wage and
employee benefits

* An analysis of historical costs and records

Use of internal and external experts

Search of external databases

Use of participant estimates

Use of manager estimates

Soft measures mathematically linked to other measures

This step in the ROI process model is necessary in developing
the numerator of the ROI equation. Converting benefits to money
normalizes the benefits so a comparison can be made to the costs.
The process is challenging, particularly with soft data, but it can
be methodically accomplished using one or more of these strate-
gies. Because of its importance, this step in the ROI Methodology is
described in detail in Chapter 9.
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4.5.5 Identifying Intangible Benefits

In addition to tangible, monetary benefits, intangible benefits (those
not converted to money) are identified for most projects. Intangible
benefits include items such as:

¢ Improved teamwork

¢ Enhanced communications

* Increased brand awareness

¢ Improved reputation

* Enhanced public image

* Increased employee engagement

During data analysis, every attempt is made to convert all data
to monetary values. All hard data such as output, quality, cost and
time are converted to monetary values. The conversion of soft data
is attempted for each data item. However, if the process used for
conversion is too subjective or inaccurate and the resulting values
lose credibility in the process, then the data are listed as an intan-
gible benefit with the appropriate explanation. For some projects,
intangible, nonmonetary benefits are extremely valuable and these
often carry as much influence as the hard data items. Chapter 10
describes in more detail the issue of intangible benefits.

4.5.6 Tabulating Project Costs

An important part of the ROI equation is the calculation of proj-
ect costs, which make up the denominator of the ROI equation.
Tabulating the costs involves monitoring or developing all the
related costs of the EHS project targeted for the ROI calculation.
Among the cost components to be included are:

¢ Initial analysis costs

¢ Cost to design and develop the project

¢ Cost to acquire equipment and technology, if necessary

¢ Cost of all project materials

* Cost of the facilities for the project

¢ Travel, lodging and meal costs for the participants and
team members

¢ Participants’ salaries (including employee benefits)
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e Administrative and overhead costs, allocated in some
convenient way

¢ QOperating costs

e Evaluation costs

The conservative approach is to consider the fully loaded costs of
a project. Chapter 10 addresses this step in the ROI Methodology.

4.5.7 Calculating the Return on Investment

Return on investment is reported using a variety of metrics.
Standard calculations include the benefit-cost ratio (BCR), ROI
percentage and payback period. The BCR is calculated as the proj-
ect benefits divided by the project costs, shown in formula form
below:

Project Benefits

BCR =
Project Costs

The ROI is based on the net project benefits divided by project
costs, then multiplied by 100 to develop the percentage. The net
benefits are calculated as the project benefits minus the project
costs. In formula form, the ROI becomes:

ROI (%) = Net Project Benefits 100
Project Costs

This is the same basic formula used in evaluating other invest-
ments, in which the ROI is traditionally reported as earnings
divided by investment. In addition, it may sometimes be necessary
to calculate the payback period. Payback period requires that the
project costs be compared to annual project benefits. In equation
form, the payback period is calculated as:

Project Costs

Payback Period = -
Annual Project Benefits
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A simple example of the benefit-cost ratio, ROI and payback
period illustrate the calculations. An energy savings project for a
city’s municipal buildings involves replacing current bulbs with
energy-saving bulbs. A three-year benefit stream is selected at the
beginning of the project based on the expected life of the new bulbs.
The project benefits for the three years are $570,000 ($190,000 per
year) and the fully loaded cost of replacement is $350,000.

BCR = $570,000/$350,000 = 1.63:1
ROI = $220,000/$350,000 x 100 = 63%
Payback Period = $350,000/$190,000 = 1.84 years or 22 months

The ROI calculation of net benefits ($570,000 minus $350,000)
divided by total costs brings an ROI of 63 percent. This is what is
earned after we get back the $350,000 spent on the project. The ROI
calculation accounts for the project costs and shows the resulting
net gain.

The BCR calculation uses the total benefits in the numerator.
Therefore, the expressed BCR of 1.63:1 does not account for replac-
ing the expended costs. This is why, when using the same values,
the BCR will always be 1 greater than the ROI The BCR of 1.63:1 in
this example means that for every dollar spent, $1.63 is gained. One
dollar has to pay for the investment, so the net is $0.63 (as expressed
in the ROI calculation). The payback period shows that it takes
about twenty-two months to pay back the project’s investment.

For short-term projects in which an immediate payoff is expected,
consider the first-year benefits only. This approach is the most con-
servative approach to accounting for project costs. With a project
investment for which the payoff may not occur for two or three years
post-project implementation, consider the time value of the invest-
ment and benefits stream. Again, this is a conservative accounting
of financial resources. These calculations, along with other issues
pertinent to developing the ROI, are described in Chapter 10.

4.5.8 Reporting

The final step in the ROI process model is reporting, a critical
step that often lacks the degree of attention and planning
required to ensure its success. The reporting step involves
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developing appropriate information in impact studies and other
brief reports. At the heart of this step are the different techniques
used to communicate to a wide variety of target audiences. In
most ROI studies, several audiences are interested in and need
the information. Careful planning to match the communication
method with the audience is essential to ensure that the message
is understood and that appropriate actions follow. Chapter 11 is
devoted to reporting evaluation results developed through the
ROI Methodology. Chapter 11 also describes development of a
scorecard, a macro-level reporting of success for all sustainabil-
ity initiatives.

4.6 Operating Standards and Philosophy

An organization’s philosophy and standards can have an impor-
tant influence on how stakeholders perceive the quality of data.
This is the third component necessary to create a sustainable evalu-
ation practice. Consistency and replication of studies is the output
of evaluation standards. Progress and assumptions inherent in an
evaluation process should not vary depending on the individual
conducting the evaluation. In addition, instilling a philosophy of
conservative assumptions will ensure that results do not overstate
the project contribution to outcomes, often, positioning decision
makers to make unnecessary and inappropriate overinvestments in
a project. Table 4.4 shows the twelve guiding principles that serve
as standards of use for the ROI Methodology.

The guiding principles serve not only to consistently address
each step of the evaluation process, but also to provide a conserva-
tive approach to the analysis. A conservative approach may lower
the actual ROI calculation, but it will build credibility and buy-in
with the key stakeholders, especially CEOs, managing directors,
top administrators and CFOs.

4.7 Case Application and Practice
The fourth component necessary for a sustainable measurement

practice is case application and practice. This component puts
theory to practice. While the results framework serves as the basis
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Table 4.4 Twelve Guiding Principles of the ROI Methodology.

Guiding Principles
1. When conducting a higher-level evaluation, collect data at lower
levels.
2. When planning a higher-level evaluation, the previous level of
evaluation is not required to be comprehensive.
3. When collecting and analyzing data, use only the most credible
sources.
4. When analyzing data, select the most conservative alternative for
calculations.
5. Use at least one method to isolate the effects of a project.
6. If no improvement data are available for a population or from a
specific source, assume that no improvement has occurred.
7. Adjust estimates of improvement for potential errors of
estimation.
8. Avoid use of extreme data items and unsupported claims when
calculating ROL
9. Use only the first year of annual benefits in ROI analysis of short-
term projects.
10. Fully load all costs of a project when analyzing ROL.
11. Intangible measures are defined as measures that are purposely
not converted to monetary values.
12. Communicate the results of ROI Methodology to all key
stakeholders.

for the ROI Methodology and the process model and standards are
systematic, it is the practice and use of the process that is important.
Application quickly shows the power of this methodology.

The ROI Methodology is the most used evaluation system in the
world. Over 3,000 professionals and managers have achieved the
designation of Certified ROI Professional (CRP) through the ROI
Institute. In addition, 3-5,000 ROI studies are conducted each year
from 60 countries, through ROI Institute global partners.

4.8 Implementation

A variety of environmental issues and events must be addressed
early to ensure the successful implementation of the ROI process,
which is also central to the success of other components described
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in this chapter. Specific topics or actions important to successful
implementation include:

¢ Apolicy statement concerning results-based EHS projects

* Procedures and guidelines for different elements and
techniques of the evaluation process

¢ Formal meetings to develop staff skills with the ROI
Methodology

¢ Strategies to improve management commitment to
and support for the ROI Methodology

* Mechanisms to provide technical support for data col-
lection, design, data analysis and evaluation strategy

* Specific techniques to place more attention on results

In addition to implementing and sustaining ROI use, the process
must undergo periodic review. An annual review is recommended
to determine the extent to which the process is adding value. This
final element involves checking satisfaction with the process and
determining how well it is understood and applied. Essentially, this
review follows the process described in this book to determine the
ROI on ROI. Chapter 12 is devoted to this important topic.

4.9 Benefits of Applying the ROI Methodology

The approach to evaluating the success of EHS projects presented
in this book has been used consistently and routinely by thousands
of organizations in the past decade. It has been more prominent
in some fields and industries than in others such as performance
improvement, quality, human resources, meeting and events and
marketing. Much has been learned about the success of this meth-
odology and what it can bring to the organizations using it. Along
with the benefits described earlier in the book, specific benefits of
applying the ROI Methodology are as follows.

4.9.1 Aligning Projects with the Business

The ROI Methodology ensures alignment with the business, which
is enforced in three steps. First, even before the project is initiated,
the process ensures that alignment is achieved up front, at the time
the EHS project is validated as the appropriate solution. Second,
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by requiring specific, clearly defined objectives at the impact level,
the project focuses on the ultimate outcomes, in essence driving
the business measure by its design, delivery and implementation.
Third, in the follow-up data, when the outcome measures may
have changed or improved, a method is used to isolate the effects
of the project on those data, consequently proving the connection
to that business measure (i.e., showing the amount of improvement
directly connected to the project and ensuring there is business
alignment).

4.9.2 Validating the Value Proposition

In reality, most EHS projects are undertaken to deliver value,
whether value is defined in business, environmental or societal
terms. The definition of value may on occasion be unclear or may
not be what a project’s various sponsors, organizers and stakehold-
ers desire. Consequently, there are often value shifts. When the
values are finally determined, the value proposition is detailed.
Using the ROI Methodology, organizations can forecast the value
in advance and if the value has been delivered, thereby verifying
the value proposition agreed to by the appropriate parties.

4.9.3 Improving Processes

This is a process improvement tool by design and by practice. It
collects data to evaluate how projects are, or are not, working.
When EHS projects are not progressing as they should, data are
available to indicate what must be changed to make the projects
more effective. When things are working well, data are available
to show what else could be done to make them better. Continuous
feedback and process improvement are inherent to the ROI
Methodology.

49.4 Enhancing Image

Many functions and even entire professions are criticized for being
unable, or unwilling, to deliver what is expected. For this, their pub-
lic image suffers. The ROI Methodology is one way to help build
the respect a function organization or profession needs. By showing
value defined by all stakeholders and by using evaluation results,
EHS project owners communicate to stakeholders their successes
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and their desire to continuously improve. This methodology shows
a connection to the bottom line and the greater good.

4.9.5 Improving Support

Securing support for EHS projects is critical. Many projects enjoy
the support of key stakeholders who allocate resources to make the
projects viable. Unfortunately, some stakeholders may not support
certain projects because they do not see the value the projects deliver
in terms they appreciate and understand. Having an accountability
approach that shows how a project or program is connected to busi-
ness goals and objectives can change this support level.

4.9.6 Justifying or Enhancing Budgets

Some organizations have used the ROI Methodology to support
existing proposed budgets. Because the process shows the mone-
tary value expected or achieved with specific projects, the data can
often be leveraged into budget requests. When a particular function
is budgeted, the amount budgeted is often in direct proportion to
the value that the function adds. If little or no credible data sup-
port the contribution, the budgets are often trimmed, or at least not
enhanced. Bringing accountability to the level achieved through use
of the ROI process is one of the best ways to secure future funding.

4.9.7 Building Partnerships with Key Executives

Almost every function attempts to partner with operating execu-
tives and key managers in the organization. Unfortunately, some
managers may not want to be partners. They may not want to waste
time and effort on a relationship that does not help them succeed.
They want to partner only with groups and individuals who can
add value and help them in meaningful ways. Showing the projects’
results will enhance the likelihood of building these partnerships,
by providing the initial impetus for making the partnerships work.

4.9.8 Earning a Seat at the Table

Many functions are attempting to earn a seat at the table, how-
ever defined. Typically, this means participating in the strategy- or
decision-making process and in high-level discussions at the top
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of the organization. Department and project leaders hope to be
involved in strategic decision-making, particularly in areas that
will affect the projects and programs in which they are involved.
Showing the actual contribution and getting others to understand
how projects add value can help earn the coveted seat at the table,
because most executives want to include those who are genuinely
helping the business by providing input that is valuable and con-
structive. Application of the ROI Methodology may be the most
important action toward earning the seat at the table.

4.10 Final Thoughts

The ROI Methodology is an accountability process designed to col-
lect and report multiple types of data that are crucial to the evalua-
tion of environment, health and safety projects:

Inputs (Level 0)

Reaction and perceived value (Level 1)
Learning and awareness (Level 2)
Application and implementation (Level 3)
Impact (Level 4)

ROI (Level 5)

Intangible benefits

By developing these data and following a step-by-step process
grounded in conservative standards, EHS project owners can be
confident their results will be perceived as credible. In addition,
this process will ensure that projects are aligned with business from
the outset. The remainder of the book will describe how to develop
data, attribute results to the EHS project and develop the ROI for
EHS initiatives.





