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This article focuses on a simple method to justify training using the ―business metric‖
with which management is familiar: ROI. To get your training projects funded, you need
to be able to state what it will cost and what it will deliver for the investment in terms of
increased or better performance, and then compare the two figures.

Introduction
TRAINER 1: ―Well, our program didn’t get funded. Management said it didn’t show
enough of a return.‖
TRAINER 2: ―I don’t understand it! We clearly defined all of the learning and
competency benefits.‖
If you and your colleagues have ever lamented over your management’s failure to fund
the training effort adequately, you should stop to consider whether or not you have been
attempting to sell them using the business terms that they are familiar with or the
training terms with which you are familiar.
We in training have a tendency to expect everyone to learn our jargon, and then we
complain when no one will listen to us. We need to learn how to sell our training
products and services from a business perspective. We need to become business
champions first and training champions second. We need to learn to think and speak in
the language of business, using terms like ROIreturn on investment. Management
does not have unlimited resources, but they will spend their resources on a training
project if it can be shown that the ROI for the training project is greater then the ROI for
other potential investments.
You and your training project are in competition with all other investment opportunities,
including hiring additional personnel, buying machinery, developing computer
information systems, or discounting the prices of the company’s products and services.
You need to prepare a business case that fully justifies the expenditure of corporate
resources on your training project because it is a wise decision, not because training is
the morally correct thing to do.
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A business concept coming out of the quality movement and popularized by quality guru
Phillip Crosby is the concept of the ―cost of nonconformance‖ (CONC). To determine the
CONC, a business must look at what it costs the organization
• If its performance does not conform to standard
• To be less than perfect
• To have more than zero defects
The CONC is the dollar value of the difference between 100% proficiency and the
current level of performance proficiency. To the advocates of performance technology
guru Thomas F. Gilbert, this is the same as the PIPperformance improvement
potential.

PIP = CONC
Because of the high-value visibility of the quality drive, I suggest that you begin to use
quality, productivity, and financial terms rather than performance technology terms
when talking to or selling to your customers or management. Performance technology
already embraces all of the same concepts—we just use different labels, and that’s all
we’ll have to give up! But we will have to translate our concepts, methods, tools, and
results to the language of our customersbusiness terminology.
To use the quality/productivity concept of CONC, we need to be able to calculate the
ROI for bringing performance in line with standards where the CONC gets as close to
zero as practical. What is the ROI for eliminating or reducing the CONC?

ROI
To determine the return on investment for a training project intended to minimize or
eliminate the CONC, we must look at the existing performance at which our training is
targeted.
• Where is it at now?
• How much can it be realistically improved?
• What is the difference between the current value of performance and the potential
value of performance? (This is the equivalent of the return, the PIP, or the CONC.)
• How much will it cost to fix it?
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These figures will allow you to forecast what the return will be on the investment in
dollars and the ROI percentage (Figure 1).
ROI %

=

Performance – Investment Cost
Investment Cost
or
Return – Investment Cost
Investment Cost
or
PIP – Investment Cost
Investment Cost
or finally
CONC – Investment Cost
Investment Cost

Figure 1: Calculating the ROI and the ROI Percentage

The CONC value, stated in dollars, is used within the ROI calculation in place of the
return value.

Calculating the Potential Value of Performance
In its most simplistic view, calculating a CONC value requires two elements.
• The potential value of performance
• The actual value of performance
CONC

=

Potential
Value



Actual
Value

Figure 2: Calculating a CONC Value

Some jobs are easier to quantify and as a result, it’s easier to assign a dollar value to
the difference between the actual and potential performance. Salespeople generate
sales revenues in dollars. Widget assembly workers produce a number of widgets at
fairly definable labor, material, and overhead costs. A singular focus or a highly
repetitive set of tasks lends itself to easier measurement.
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But for many jobs, there are too many variables and difficulties in measuring and
assigning a dollar value to the performance. The elaborate measurement systems you
need may not be in place, or the data you need may be hard to come by. These types
of jobs could include secretaries, design engineers, managers, architects, computer
programmers, materials expediters, etc. They are all somewhat problematic when it
comes to establishing the dollar value of the performance.
When potential value of performance is extremely difficult to determine due to the
number of variables or the lack of measurement systems data, one could use the cost
of that performance as the benchmarkthe labor dollars that it would cost to have 100
percent work proficiency (or whatever is feasible in the eyes of your management).
If we have a workforce of 100 widget workers, each earning $35,000.00 per year, our
potential value is $3.5 million. This figure represents what it currently costs the
organization for the potential of having 100 percent performance conforming to
standards.
In most companies there is only a slight difference between what top performers and
average performers earn. So the cost or value of the potential 100% job proficiency is
approximately the equivalent of the performer’s total wages. In our example, we have
100 performers earning a total of $3.5 million (Figure 3). That’s the value to your top
management. That’s our benchmark.
1

2
Number of
Performers

100

X

Salary $

X

X

$35,000

X

3
Work Proficiency %

=

4
Performance Value

Potential
100%

=
$3.5M

Figure 3: Calculating the Potential Value of Performance

If your organization pays for performance and the better performers get paid more for
their superior contributions, your calculations would be more complex. But the
benchmark for comparison will still equal the sum total wages for the entire group of
performers.
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Calculating the Actual Value of Performers
But what are we getting for our $3.5 million? Are we getting full value, 100 percent job
proficiency for it? Or is some performance proficiency slipping through the cracks? What
is the actual value received for the cost of performance? What if our target audience
performers were on average only 60 percent proficient? What is the CONC then worth
to us?
To calculate the actual value of performance, again multiply the number of performers
by the average salary, but this time, multiply by the average actual proficiency level
(Figure 4).
1

2
Number of
Performers

100

X

Salary $

X

X

$35,000

X

3
Work Proficiency %

=

4
Performance Value

Potential
100%

=
$3.5M

Actual
X

100

$35,000

X

60%

=

Figure 4: Calculating the Actual Value of Performance

In this case, our actual value of performance is $2.1 million.
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Calculating the Cost of Nonconformance (CONC)
The CONC is calculated by subtracting the actual performance value from the potential
performance value (Figure 5).
1

2
Number of
Performers

100

X

Salary $

X

X

$35,000

X

3
Work Proficiency %

=

4
Performance Value

Potential
100%

=

PV
$3.5M

Actual
100

X

$35,000

X

60%

=

AV
$2.1M

$1.4M

CONC

Figure 5: Calculating the Cost of Nonconformance

So, in this case, the CONC is $1.4 million annually.
That’s $1.4 million left on the ―performance table,‖ so to speak. If your training could get
everyone to perform at the 100 percent level, $1.4 million would be the return to be
compared against the investment required to make that happen. If 100 percent seems
too ―blue sky,‖ then consider the results if your training can get everyone to average or
75 percent, 80 percent, or 90 percent; respectively, you would still contribute $1.05
million, $1.12 million, or $1.26 million to the corporate bottom line! That’s the resulting
―return‖ to the organization. We’ll calculate the ROI percent later.
Although calculating the CONC using salary data as the benchmark can identify
significant contributions, it doesn’t begin to capture all the other additional costs that
might be incurred due to less than standard performance, such as
•
•
•
•
•
•

Scrap/waste produced
Extended or rework labor
Extended or rework machine/equipment operating and maintenance costs
Schedule slippages
Lost opportunity for other work
Etc.

If these additional ―costs‖ were included, your CONC value would be even higher. The
larger your audience, the greater potential CONC, making it even more worthwhile to
address. These are numbers that can get your management’s attention!
©

6
1998-2010 Guy W. Wallace

Guy W. Wallace

Cost of Nonconformance and ROI Calculations for Training Projects

Computing the CONC in More Complex Situations
The example we used above to calculate the CONC was quite simple: one type of
performer earning the same salary, performing at approximately the same level. So,
what do you do when the situation is more complex—where there are several types of
performers earning varied amounts of money and performing at different levels of
proficiency?
All that’s really needed is one or more charts like the one in Figure 6.
1

2
Number of
Performers

Salary $

X

X

3
Work Proficiency %

=

4
Performance Value

100

PV

100
90
80
70
60
50

AV

40
30
20
10
0
CONC

Figure 6: Computing the CONC in More Complex Situations
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This chart segregates the employees in the target population into ten different levels of
proficiency. This may be too much. Four or five levels may suffice. Questions to
consider include
• How many levels or classifications do you have or need for the proficiency of
performance?
• Is ten levels, 10 percent through 100 percent, too many or too few?
• Could you use smaller increments of 25 percent? Four levels of 100, 75, 50, and 25
percent?
I suggest you try four or five, but in any event, it’s your management that has to finally
agree with the segmentation scheme. The goal is to make it understandable to your
management.
NOTE: Determining how much your organization is really getting for its salary dollars is
a potential powder keg. Reputations and careers are potentially at stake. Move
cautiously. It will be easier to move through this minefield if your organization has had or
is expecting a major change in the business that has/will create this CONC situation.
Fewer people might then be fearful of being blamed. Of course, if you have a politically
―wired‖ project champion involved in your project from outside your training organization
(i.e., a client desiring the project), you can follow their lead.

Calculating ROI
To determine the potential ROI for your training project you need two estimates.
1. CONC
2. Estimate of the training investment cost
This will allow you to forecast what the return will be on the investment. The formula is
as follows:
ROI %

=

CONC – Investment Cost
Investment Cost

This ROI percentage can then be compared to other opportunity ROIs by top
management or even by the training function to determine where to spend their limited
resources. Should it be on training for a particular group, or should it be for new capital
equipment or buildings? Where is the biggest bang for the buck? Other data you should
have is
• What is an acceptable percentage return?
• What kind of returns are management achieving lately?
Of course, other factors need to be considered in the decision to allocate resources.
The overall level of assurance that you can achieve your claimed potential return is
something your management will take into consideration.
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Management Buy-in
Now that you’ve got your ROI, how do you get the organization to agree with your
answers? What’s the best approach? The one most believable, even if not perfect?
Well, who has to believe it? The people you’re trying to sell—your management. How
can you make it believable? Have them help generate the figures that go into the
calculation. If they don’t like the end result, let them change the figures again and again
until it becomes something that they can believe, explain, support, and defend. Even if
we in training had the absolutely correct equation, variables, and values identified, if
management won’t buy it, what good is it? And if their answer doesn’t create a goahead for your project, maybe your project shouldn’t be done. Maybe there really is a
better or more strategic use of the limited corporate resources.
Your next step is to package and present the data for making that decision.

Developing the Business Case
The business case is your formal case for training. Call it anything you’d like, but if you
can’t prove it here, you’ve no business asking the organization for the resources. A
business case for training should include sections detailing
•
•
•
•
•
•
•

Project purpose and goals
Project background and need
Problem/opportunity statement
CONC calculation
Solution strategy alternatives and recommendations
Solution recommendation implementation project plan and budget
ROI calculation(s)

Try to obtain a copy or outline of a business case that has been used within your
organization. Product and service management groups found in marketing may be a
good source for this.

Summary
Training should never be done for simply the sake of doing training, even where you
can clearly identify the need for it. It may cost more to provide the training than it could
ever return to the business. There may be better investment opportunities for the
organization to promote productivity improvement or product/service quality (both
internally and externally) and thus contribute to the financial viability and stability of the
organization.
Don’t be a training champion, be a business champion!
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