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Why has ComEd’s Fossil Division embarked on the Human Capital approach to employee development? Because our survival demands a powerful approach that will provide us with the human resources needed to be successful in our rapidly changing environment. A Level 3 training evaluation system was not a top tier priority in the beginning, but is one of the important by-products of our efforts to increase our Human Capital as we move forward in a restructured environment.

Background

Electrical Utilities are no longer monopolies.  Generation and delivery of electricity are now vastly more competitive. Deregulation allows consumers to choose the lowest cost, most efficient provider. Therefore, the Fossil Division is implementing a Competitive Action Plan (CAP) to support its strategy of providing safe and reliable electricity at a low cost. The "CAP blueprint for success” calls for improvement in Plant, Processes, People, and Technologies. 

Our key success factors are:

· Defining, measuring, and reporting competitive performance objectives

· Enabling an empowered, self-directed, well-trained, and multi-skilled work force

· Excelling at operating equipment, conducting predictive maintenance, and managing repairs

· Implementing meaningful policies and standards along with appropriate consequence management

· Conducting responsive two-way communication

· Providing incentive compensation for team success

Clearly, the development of highly competent, skilled personnel is critical to our plan. 

Over the past three years, we have developed and then refined a system that increases the capabilities of our 500 management employees. The approach, which we call “Training and Development Investment Management” (TDIM), quantifies (in dollars) the impact of different competencies and skills. TDIM also allows us to estimate the $ loss of skill gaps and to evaluate, over time, if we are reducing the gaps and increasing the value of our workforce and their capability to execute our strategy. We use annual 360-degree assessments as well as other data to complete Level 3 evaluations of change. 

Our approach is a type of Human Capital approach to training and evaluation. If we can show that training and development has increased the value of Human Capital, then we have made a measurable and significant contribution.

Introduction to Human Capital

Human Capital has been discussed and debated for many years by economists and academics, but it is relatively new to Human Resources professionals. Concepts such as “The Balanced Scorecard” have popularized the notion that one cannot accurately assess a company’s performance or worth without considering the value of its people as one of the components of the equation. Certainly the selling price of technology or knowledge-based companies reflects the tangible value of Human capital.

No consensus exists on the meaning of Human Capital or how to measure it. At ComEd, our definition continues to evolve, but we currently calculate Human Capital as the annual value of an individual’s demonstrated competencies and skills within the current position. The organization’s Human Capital is the sum of the Human capital contributed by individuals. 

We have conservatively identified the potential contribution of a job to the company as annual salary plus benefits. Given this figure, for example $75,000, we use a process (described in greater detail below) to identify the critical competencies and skills that enable the employee to make a contribution, ranked from highest value to lowest value. We then assess employees on these skills and competencies based on their observed application of the skills on the job.  At that point, we can calculate the value of an Employee’s Human capital for a given skill or for his/her job overall. 

Obviously, it is not so easy to determine the relative priority (weight) of a skill. To improve the validity of our judgments, we use subject matter experts (SMEs) and a structured process that is designed to help SME’s make good judgements, which “content validates” the skill weights. Someday, we would like to predictively validate our selection of competencies and skills by seeing how they actually correlate to on-the-job results. 

We focus on an employee’s value for the current job because this is the area where he/she is primarily able to make a contribution. For example, selling skills have not been selected as a critical skill for our maintenance mechanics. While we recognize that a mechanic with selling skills might be able to transfer some of this knowledge to salespeople, the possibility of this is remote so we don’t rate a maintenance mechanic with selling skills as more valuable than one without.  One obvious implication of this approach is that the value of Human capital is dependent on how well we place an employee. We have created a capability for employees to search for jobs that best match their skills (Career Planning) or for the company to identify the best qualified candidates for position openings.

We don’t want to lose sight of the value an employee can bring to an organization beyond completing one’s own job. Core competencies help us put a value on an individual’s organization impact. Competencies that in general have been identified as critical to our Corporation’s success are given a financial value even though their connection to a specific job is in some cases not strong. 

Our job profiles with their identification of critical competencies and skills can be thought of as “Intellectual Capital” – that is important information related to successful job performance that is retained by ComEd, independent of individual employees. The value of knowledge and skills changes over time, so we must regularly update the values we associate with competencies and skills. An annual review of our job profiles is an important part of our process.

The Steps in Our Process


The general sequence and deliverables of our process are:

Table 1

Steps
Deliverables

Identify Critical Skills for Division: First,    

we created a skill list. We then set performance targets for Competencies and Skills.
Competency/Skill Dictionary & Performance Targets. Performance targets are set for each skill by band. Further customization occurs during job profiling.

Profile Jobs: Then, we use a structured process to select critical competencies and skills for each job. 
Job profiles for positions. This includes key accountabilities, weights, and critical skills, both technical and interpersonal.

Assess employees: Assess the current levels of competency of the Fossil Division employees on the skills required for their positions.
Customized skill questionnaires for each position to assess knowledge and skills of individuals on the critical skills for their position. Ratings completed by job incumbents and their managers



Calculate gaps and costs: Perform a gap analysis between required skills and current skill levels
Group skills development report showing a listing of skill gaps for the each department and 

Site ranked by annual cost of lost performance. Individual skill development priority report showing skill gaps ranked by annual cost of lost performance.

Individual skill performance ratings showing ratings on a one to five scale for each skill and the breakdown for self versus manager ratings



Evaluate Training Programs: Determine what knowledge and skills are taught by each program and at what level. Evaluate costs of training programs
Catalog of training programs showing courses, descriptions, the maximum and minimum number of participants, skills addressed, expected proficiency level after course, and detailed breakdown of costs.


Calculate ROI/Select Optimum Training: Identify existing training programs and approaches that meet current training needs and suggest developmental areas where training should be obtained.


Group curriculum showing suggested courses and forecasted ROI of each.

Course rosters showing suggested course participants and forecasted ROI for each

Recommended course reports for each staff member.

Steps 1-4 are required for Level 3 evaluations, and they are the ones that we will describe more fully below. Steps 5-6 allow us to perform Level 4 (ROI) evaluations. Step 5 in the above process requires significant effort, and we, as well as other organizations, do not always have this information available. Therefore, stopping the process at Step 4 and performing a Level 3 evaluation is often an attractive choice.

Step 1: Development of Competency and Skill Dictionary and Target Performance

Our ROI forecasting process begins by developing a “dictionary” of critical skills and competencies suitable for us. This dictionary includes both soft and technical skills that are important for ComEd and the Fossil Division. We add some additional skills later in the process when we identify the critical competencies and skills for each job. 

We also set some preliminary performance targets, which we call  “Distinguished Performance Levels (DPL’s), that indicate how much of a skill or competency is beneficial. At this stage, we set these DPL’s by pay grade or band.  For example, Pay Band 1 employees (Sr. Management) might be expected to strive to be an expert on negotiation skills, whereas something less might be expected for Band 4 employees. We don’t assume that there is benefit in having every employee seek to be an expert on every skill. 


Step 2: Job Profiling – Identifying Required Knowledge and Skills 

We select knowledgeable employees and/or supervisors as our subject matter experts (SMEs) to profile jobs. SMEs may be chosen to profile one job or a whole group of jobs. Profiling a group of related jobs is more efficient and leads to greater consistency. 

In a very structured, facilitated session, SMEs agree on the key tasks, which they obtain largely from job descriptions, and put them into accountability groups. . Next, the key accountabilities are given a weight based on their importance and the typical time spent doing them during the year. These weights add up to 100 percent, as each of these accountabilities for a Shift Advisor show:

· Accountability A, 44 percent

· Provides guidance to Shift Operators

· Determines boiler operation specifications

· Schedules job rotation

· Accountability B, 32 percent

· Serves as liaison for training Shift Operators

· Performs Fire Marshall duties on Shift 2 & 3

· Accountability C, 24 percent

· Serves as project manager for Plant modifications

· Provides Industrial Safety Tailgate sessions

SMEs use the Casio-Ramos estimation procedure to get more accurate weights. This is done by having employees pick the highest impact accountability group  (based on importance and time spent) and giving it 100 points. Every other accountability is then compared and given a lesser number of points. For example, an accountability that is only half as important is given 50 points.

Next, the SME’s select critical competencies and skills. We direct the SMEs to focus their selections on competencies and skills with high impact and that are likely developmental needs. We continually remind the SME’s to be very selective and to try not to select more than 30-35 competencies and skills. The SME’s choose competencies and skills from the customized competency and skill dictionary that we previously created.

For example, the following are some of the critical skills chosen for a training professional:

· managing time

· listening

· knowing how to learn

· training needs analysis

· adult learning theory

· formal presentations

· speaking with others one on one

· motivating others

· decision-making

The SMEs then associate the selected skills with the key accountability groups identified earlier. This tells us specifically why each skill is critical, and it allows us to suggest skill weights. If a skill, say managing time, is important for more than one group of accountabilities, it will receive additional weight.  Although this approach gives us a good first approximation of skill weight, we ask the SMEs to look at the estimates and to identify those weights that need to be raised or lowered.

Step 3: Assess Employees

Step 3 is employee assessment.  We could use a variety of assessment approaches such as written tests to assess reading and math and other basic skills, and exercises to assess the interpersonal skills. The most viable choice for this and most similar projects, however, is ratings by self and others (sometimes called 360 degree or 180 degree ratings) We use self, peer, customer, and manager ratings.  There is good evidence that these ratings are quite accurate if raters have adequate orientation and training.

For skills, we used a five-point rating scale - beginner, novice, skilled, advanced, and expert - with a generic definition for each.  The definition for "novice," for example, is "Able to perform simple job tasks requiring this skill without assistance; Requires assistance to perform moderate or complex tasks requiring this skill." We use customized rating scales for our each of our core competencies so that we can more fully describe the desired behaviors. We believe this extra definition is appropriate for competencies, since they tend to be a little more ambiguous than skills.

Skill assessment questionnaires are completed separately by employees, peers, customers, and managers. Then the manager “integrates” the ratings together and comes up with a final rating for each skill and competency. There are other good approaches.   In a different division, the ratings from each person were weighted equally, and the ratings integration step was eliminated. 

Step 4: Calculate Gaps and Costs

We identify employee skill gaps and then estimate the cost of the gaps in terms of lost performance.  Although we use TDIM software, these calculations can be performed by a wide variety of software, such as spreadsheet programs, that are readily available in most organizations.

We begin the calculations by estimating the value of an employee who has all the skills and competencies required for his job  (annual potential value). We then subtract the value of any skill gaps to arrive at a value for an individual.  That is, if Chris Smith were 100 percent proficient at his job, what would his worth be?  We make an assumption that at a minimum, the value is the cost of his wages and benefits, a value that is set by the free market.  No Company will be profitable if employees do not produce value that is at least equal to salary and benefits.  Therefore, the value of an employee making $21,500 a year and receiving a typical benefits package (about 40 percent of salary, or $8,600 in this case) could very conservatively be estimated at about $30,000 per year.  Other organizations may want to follow a less conservative approach.  For example, value could be estimated as sales per employee.  In this case, a company that grosses $10 million per year and has 100 employees would have an average employee value of $100,000.  There are a lot of ways to estimate employee values; we use an approach that makes sense to our Management.

Rather than calculate the annual potential value of each employee, we simplify the process by assuming that a fully skilled employee has the ability to make a contribution equal to the maximum of the pay grade or band. Therefore, we set four levels of potential employee value corresponding to our pay bands for management employees. Therefore, a deficiency in an employee in a higher band is given more attention than a deficiency of an employee in a lower band. 

To increase its value as a good measure of training need and training worth, we calculate a "skill gap" differently than is typically done.  Traditionally, a skill gap has been calculated as "2" if a person is rated 3 out of a potential 5.  However, two skill gaps of 2 have very different significance if one skill is highly critical and the other is not.   We calculate a skill gap that reflects the difference between desired and actual performance as well as the importance of the skill to the job.  Then, we use the dollar value of the job to calculate the dollar impact of a skill gap.

We described above how the importance (weight) of a skill is calculated. Next, we calculate the difference between an employee's skill level and the target skill level. For example,   (a "2" on a 5-point scale where the target performance (DPL) is a 4 leaves a gap of 2). 

At this point, we can calculate the cost (significance) of a skill gap, as the following equation shows.  First a value is determined for the contribution of the skill to the job.  Then, the skill gap (for example, 50 percent) is multiplied by the skill value to determine the cost of the skill gap.  Assume the following:

· Salary and benefits = $100,000

· Formal presentations have 4.8 percent weight.

· Chris Smith is rated a “3” on formal presentations, equal to 50 percent proficiency.


The calculations follow:



$100,000 x 4.8% = $4,800 (the skill value for a fully qualified employee)



   $4,800 x 50% rating = $2,400 (the size of the gap from the optimum)

Completing Level 3 Evaluations

At this point in our process, we can do a Level 3 evaluation. To calculate the value of training, we compare on–the-job performance before training with performance after training. A number of different comparisons are possible, including changes over time, average competency ratings, size of skill gaps, dollar value of the skill for the trained group vs. those that didn’t receive training, and others. The appropriate measure(s) vary based on the circumstances.

For example, consider the skill “Managing Change”. We put considerable effort into training in this area through the team facilitation by our OD Consultants. Since most of our employees were exposed to the training, we can start with a comparison between 1997 and 1998 results. 

Table 2

Managing Change
# for whom critical
Avg. Job Gap
Avg. Gap Cost
Total Cost

1997
292
2.45
$1,937
$565,486

1998
231
0.69
$   941
$217,256

The results show that the Average Job Gap, Gap Cost, and Total Cost all lessened in 1997\8. To try to factor out some of the differences in rating procedures that occurred between 1997 and 1998, we also looked at how serious the Average Job Gap of Managing Change was compared to other skills. In 1997, Managing Change ranked as the #2 priority;  it had the second largest gap. By 1998, it had dropped down to 10th on our list. The data provide many different ways for testing for skill improvement. 

There are several notable advantages to the Human Capital approach we use. First, the data we use (job profile data and 360-degree assessments) are already available, so we don’t have to go to the expense and trouble to collect it separately.  These data are used for a number of different purposes, such as employee selection, employee development, succession planning, and compensation, which adds to their value. Second, already available data usually can provide us with a reasonably good control group to test the impact of training, and can help us isolate the impact of the training versus other factors that could have influenced a skill. Third, the data we collect is already quantified, so it lends itself to the use of descriptive statistics (e.g. means, medians, range, etc.) and/or statistical significance testing. 

There are also some notable disadvantages to our approach. Foremost, there is considerable initial work to set up the system. Job profiling can be quite time-consuming. Managing the 360-degree rating process can also require significant resources. Second, our approach is not a very practical unless much of the data collection process and data analysis is computer assisted. Third, though multiple uses of the data is a selling point, it is also a potential negative. For example, since our 360 ratings impact employee compensation, external influences other than improvements in skill or competency can strongly influence the ratings given, and potentially hide or overstate the impact of training.

Summary

We initiated our Human Capital Development approach to help us guide employee development in an intelligent manner. Our success relies on skilled people, especially as the environment for utilities becomes more competitive. Further, our multi-million dollar annual investment in training must be carefully managed to ensure we leverage all possible benefit.  Employees are equally intent on using their limited training time to get the development they need. 

Level 3 Training Evaluations are a very positive by-product of our Human Capital approach. We did not have to sell line management on investing in training evaluations; it came along with our Human Capital program. We now have significant opportunity to analyze training impact for virtually all the training we do at a fraction of the effort Level 3 evaluations would require were it not for our system in place. When an organization can extract solid training evaluation data from a system that serves many other uses, this is truly a significant benefit. 
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Discussion Questions

1. Why is the concept of  “Human Capital” relevant to and useful for training evaluations?

2. The process illustrated in Table 1 is labor intensive, but it also rich in its deliverables. Do the “ends justify the means?” Are the deliverables relevant, or does the process stray too far from its core objectives?

3. What are the advantages and disadvantages of calculating skill or job gaps in terms of $?

4. Is it really appropriate to use 360-degree assessments as the basis for measuring training application impact? Can you suggest a better approach?

5. If the results of our evaluation show employees are performing significant better in managing change in 1998 than they performed in 1997, is it important to show how much of that change is due to training vs. other possible influences? When might it be important, and when not? 
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