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Calculating Return on

Investment for HRIS

By Bill Roberts

If dollar savings are tough to find, show how a system
brings less tangible benefits, such as efficiency.

tiliCorp United Inc., a Kansas

City, Mo.-based utility hold- :

ing company with more than
5,000 employees, began to install

PeopleSoft enterprise software about
18 months ago. The combined infor- |

mation technology and HR project
team calculated a return on invest-
ment (ROI) for the project’s first two
phases, but the company was so des-
perate to upgrade its payroll system
and employee database that the ROI
exercise was academic. The project
moved ahead without much focus on
the ROI calculations.

Not so with the third phase,
which involved features and func-
tions with more elusive dollar bene-
fits: employee self service, manager
self service and a data mart to
extend HR report-writing features
to non-HR staff. The project team
needed to make a business case to
sell management on these functions.
“We couldn’t have gotten the third
phase approved on the ROI alone,”
says Dustin Pittman, UtiliCorp’s IT
manager for HR applications. “And
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we couldn’t have done it without |

ROI either.”

Pittman’s experience sums up the
prevailing wisdom on ROL Consult-
ants, systems vendors, HR practition- ‘

ers and HRIS man-
agers say ROl is a
useful exercise for
most large system
implementations, but
it is not the panacea
for securing budget
approval for an expen-
sive implementation.
ROI is not always
easy to figure for
HRIS and there are

even situations—albeit increasingly
rare—where calculating ROI makes

little or no sense.

“You have to be careful,” says
John Ryder, vice president of HR at
Petrocon Engineering
Houston-based petrochemical plant
design and engineering firm. Ryder,
the new chairman of the Society for
Human Resource Management’s
technology committee, recently won

ROl is not always
easy to figure for
HRIS and there are
even situations
where calculating
ROI makes little

Or 10 sense.

Inc. a

approval for a major HR system
upgrade without calculating ROL
Ryder convinced his executive
team that the new HR services they
demanded could be delivered only by

installing a new HRIS,
which would free HR
staff for more strategic
tasks. “ROI is impor-
tant, but there are lots
of reasons why you
put in a new HRIS,
and frequently they are
not dominated by the
fact that you will save
X dollars,” he says.

Pressing HR to Justify Systems
Ryder might be in a diminishing
minority. At least two forces are dri-
ving more HR executives to figure
the ROI of their proposed HRIS.
First, there’s a movement in corpo-
rate America to make HR more strate-
gic. As part of this evolving role, HR
executives are expected to show bot-
tom-line returns to the organization
like any other corporate executives. =
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“HR departments increasingly need

management and succession planning.

to add value by justifying their existence | The two phases were presented together

through ROL” says Bob Conlin, man-
ager for product planning and manage-
ment at Infinium Software, Inc., in
Hyannis, Mass. Infinium, which devel-
ops HR systemns for mid-tier companies,
sees more clients using

to the executive committee for approval.
Pittman says the committee’s approval
was practically a done deal because the
data integrity of the legacy system was
at an all-time low.

Payroll efficiencies

ROI. Conlin cites the
fact that Infinium clients
now generate more
requests for proposals
that focus on ROI. And
questions about how to
do ROI pop up more
often on computer bul-
letin boards, he adds.

Second, in recent

With that [Y2K]
threat now passing,
chief financial officers
and management
committees are
getting tougher on

HR executives.

themselves were almost
enough to justify the
new system. There
were 17 different pay
cycles, which the new
system allowed Utili-
Corp to reduce initially
to two and finally to
one. No ROI needed
there. And the HR

years the Year 2000
bug panic was motivation enough for
management to approve new HR sys-
tems, consultants say. With that threat
now passing, chief financial officers
and management committees are get-
ting tougher on HR executives. “With
Y2K gone, the business case has to be
brought to the forefront,” says Aaron
Cobabe, an account executive for HR
and payroll systems at J.D. Edwards
World Solutions Co. in Denver. “I'm
seeing companies calculating an ROI
for just about every case now.”
UtiliCorp’s Pittman believes ROI is
an important aspect of any business
case for a new system. But it is just one
aspect. Other business reasons and
new efficiencies also can play a role in
gaining approval for a new HRIS.

Core Functions: An Easier Sell

In the first phase of its PeopleSoft pro-
ject, UtiliCorp installed payroll, benefits
and basic HR functions. In the second
phase, it added more HR functions,
including salary planning, competency
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department was going
through a reorganization along areas
of expertise. The new HRIS would
support that, too. Pittman says the
team ran a quick ROI exercise for the
first two phases, but those calculations
were not the focus of the presentation
to management.

Phase three was a different story.
“We had a larger emphasis on ROI
because we were no longer talking
about core business processes that had
to be performed just for HR to sur-

]

vive,” says Pittman. Phase three
involved employee self service, manag-
er self service and a data mart where
managers and executives could run
their own database reports.

The goal was to create three “service
stations” on the HR home page on the
corporate intranet: one for employees,
one for managers and one to provide
direct-report capabilities. Pittman and his
team, with the help of a consultant from
the Baltimore-based Hunter Group, built
an extensive business case for the third
phase, including a detailed ROL =
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Attach Dollar Values to Time Saved
It is fairly straightforward to calcu-
late expenses such as new software
and hardware, consulting fees and
staff time. It is quite another thing to
calculate the benefits side of ROL,
especially for service areas like HR.
The UtiliCorp team first looked at
obvious dollar savings that would
result from phase three of its system
implementation. For example, bene-
fits self-service would cut the compa-
ny’s benefits costs. Previously, the
benefits vendor would put the
employee on benefits effective the
first day of the month in which the
new hire joined the company. If the
new hire didn’t join the firm until

later in the month, UtiliCorp could
be paying for a few weeks of unnec-
essary benefits. With the employee
self-service application, the enroll-
ment form would go directly from
the web site to the benefits provider,
allowing the provider to put the new
hire on the benefits rolls on day one
of his employment and no earlier.
Pittman says his team found four
or five cost savings like this—but not
nearly enough to justify the project.
They had to dig deeper into HR
processes to determine how much
they could save by using the new
functions to re-engineer processes,
reduce the number of people involved
and reduce the steps in a transaction.

The Hunter Group’s term for mea-
suring the steps in a process that
results in a product or service is activi-
ty-based costing. The work required ’
Pittman’s team to know what steps a |
manager or HR staffer went through
in any HR process, as well as how
those steps might be shortened and
streamlined by the new system. “Our
biggest struggle was what level of
detail do you go to, to take your mea-
surements,” Pittman recalls.

The answer: a series of surveys,

one for managers, one for HR staffers
and one for HR’s IT support staff to
determine how much time they spent
on each process. Pittman says the
team was careful in wording these |

[
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surveys. For example, rather than ask-
ing how much time the respondent
spent on a process, the survey asked
the respondent to break down the
steps he went through, then to estimate
the time involved in each step as well
as which steps consumed the most
time. As a result of the surveys,
Pitrman’s team identified 175 processes
in 13 categories. Using salary averages
for the positions involved, the
UtiliCorp team attached dollar
amounts to each step in each process.
The survey was the easy part. Next,
team members had to estimate how
much they could save by re-engineering
these processes with the new system.
The team convened focus groups of the
constituents who participate in the
processes and did some brainstorming
about how many steps could be elimi-
nated and how much time saved. The
team also looked at industry research.
From these two sources, Pittman’s
tearn came up with estimates of time
savings ranging from 20 percent to 70
percent from re-engineering the HR
processes using PeopleSoft. Pittman’s
team plugged the lower figure into its
spreadsheet because the golden rule in
any ROl effort is to be conservative.
Pittman’s team built the business
case, including the ROJ, in five weeks.
Pittman says they’ll conduct the same
survey, about a year after phase three
is rolled out, to measure the improve-
ments achieved. “You can’t just go
forward with the project without
tying it back to that [ROI] number at

some point,” he advises.

Don't Forget Intangibles

As important as ROI was, the
UtiliCorp project was approved
because of the efficiencies the ROI
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unearthed, not because of the dollar
amounts Pittman’s team attached to
those efficiencies. Pittman says there
were other benefits to going through
the ROI process and involving the
staff in the surveys and focus groups.
He noted the importance of involv-
ing end users up front and getting
their input whether you calculate an
ROI or not. “You can justify a pro-
ject and make it look good on paper,
but if the users don’t like it and don’t
use it, then the ROI doesn’t matter,”
he notes.

His experience has broader impli-
cations. “It [the ROI] was a neces-
sary step, but is it a tool you can use
to justify a project such as ours on its

own? I’d say no,” Pittman says.
“You need a good business case
wrapped around the ROI to make
the full justification.”

Dan Vander Hey, the Hunter
Group consultant who worked with
UtiliCorp, agrees: “With HR, it is
hard to prove there’s a hardcore ben-
efit. If they don’t buy the intangibles,
they don’t buy.”

Because HR processes are full of
intangible benefits, a Hunter Group
colleague of Vander Hey is working
to identify some of those intangibles
and to determine how to include
them in business cases or even in tra-
ditional ROI calculations.

For example, Alexia Martin, a

principal consultant in the Hunter
Group’s electronic workplace prac-
tice, is looking at how employee sat-
isfaction contributes to the compa-
ny’s bottom line. Other areas ripe for
examination include the impact of
employee satisfaction on employee
retention and the impact of employ-
ee performance on profitability.

“The foundation of a system’s justi-
fication will always be hardcore ROL,”
Martin says. “But we do need to be
creative in looking at other benefits,
especially with new technologies.” I

Bill Roberts, a freelance writer
based in Los Altos, Calif., covers
technology, business and manage-
ment issues.
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