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Abstract

This article addresses the issue:  What is a certification test worth?  It presents a methodology which can be used by any company which tracks customer satisfaction and customer purchasing habits.  It specifically avoids asking the examinees for their opinions about the tests or their results.  Finally, it shows a hypothetical case of a testing program costing $2 million to develop that resulted in improved gross margins of $4.42 million, resulting in a return on investment of 121%.  

The Question

The real question for many decision-makers is:  “What is a test worth?  How can you calculate the value of a certification test, or valid certification information?”  

While I was Vice-President of R&D at Kelly Services, I worked on this issue and came up with some answers for Kelly.  That was ten years ago, and I no longer have access to actual data that support the computation.  Nor would I breach their confidentiality even at this late date.   But I can certainly outline a process you can apply within the confines of any service industry.  

The primary advantage of this ROI computation process is that it doesn’t rely on the opinions of the subjects.  A typical ROI question asks the respondent:  “How much of your improvement in productivity is due to the test you took?”  Naturally, that sort of subjective question provokes a response that depends on how much the person liked the examiner, what the testing environment was, and many other intangibles.  When you base ROI calculations on these sorts of questions, you don’t get reliable information.  

The process I’m about to outline does  require measurable data – data that is or should be readily available in a service industry.  This data can be aggregated from test results, sales records and from follow-up interviews on assignments.  It requires no input from the examinee.   

The measurement involves two cross-tabs or transition matrices.  Each of these tables is available in records that most any service company keeps. The first table is the relationship of test score to job performance rating by the customer.  The second table shows the relationship of the customer job performance rating to rehire rates.  

The Scenario

Let me give you the scenario from the start.  

We wanted to develop a testing program which would certify temporary employees’ skills.  But before creating the program we wanted to know how much a testing program would be worth.  How much money could we justify spending on the creation of the program?  And we want that worth to be calculated in cold, hard cash, not improved relationships or increased awareness.  

The initial scenario was this.  When an applicant walked into the branch office, she (about 85% of the applicants were female at that time) was asked what clerical skills she had.  These were included in an inventory without verification.  

When a call came into the branch, the manager looked through the inventories of skills, found one that matched the request, and sent the temporary worker out on assignment.  The average assignment was for ten working days.  The average billable rate was $20 per hour, with $15 going for worker pay and benefits.  If the temporary worker performed unacceptably on the first day, their time was free to the customer and a new temp was sent out the next day.  So, on average, each assignment has a gross worth of 


10 days x 8 hours x $20
=
$1,600  

The net profit for each assignment is:


10 days x 8 hours x $5
=
$400 .

Most importantly, at the end of each assignment the branch manager called the customer and asked them to rate the temp’s performance on a scale of one to five – one being the lowest and five being the top rating.  While this is a subjective rating, there are two important elements about it.  First, it’s not an opinion of the examinee.  And second, it can be eliminated entirely from the computations, as will be shown near the end of this paper.  

ROI Study Data

The average customer used temporary help four times per year, whether from us or from another service.  The key to the ROI study is:  Who was the customer going to call for the next assignment?  Were they going to call us or another temp agency?  

By recording calls and tracking the data, we were able to ascertain the likelihood that the customer would call us for the next assignment, given the performance rating they’d given the last worker we sent them.  Sample data is given in Table 1.  

	Performance Rating
	Percent of 
Next Calls

	5
	92

	4
	85

	3
	67

	2
	45

	1
	28


Table 1:  Performance / Customer Loyalty Transition Table

From Table 1, it’s clear that the higher the performance rating, the more likely a customer is to call us back the next time they need temporary help.  

The other piece of the puzzle is the relationship between skills testing and performance rating.  After several months of testing and assigning all examinees without regard to score, we were able to relate test score to performance rating.  The relationship of test score to performance rating is shown in Table 2.  

	
Performance 
Rating
	Mean
Test Score
	Test Score
Standard 
Deviation
	Percent
of
Assignments

	5
	96
	2.4
	10

	4
	93
	3.6
	20

	3
	87
	5.5
	40

	2
	82
	4.8
	25

	1
	77
	6.7
	5


Table 2: Test Score / Performance Transition Table

Table 2 clearly shows that the higher the skills score, the higher the mean on-the-job performance rating.  

Analysis

We made no assumption about being able to raise test scores, though that’s a reasonable outcome from instituting a certification program.  In this instance, we just assumed that by setting a minimum test score of 80 we could eliminate many of the lowest job performance ratings.   

In doing the analysis, we only attempted to measure the first-order gains.  In other words, if we could convert an assignment to a call-back instead of a no-call-back, we didn’t tease out the payoff for the next assignment and the next and the next.  We only calculated the payoff for the immediate next assignment.  In this way, we clearly underestimated the return on the certification program.

Assume that there are about 1.3 million assignments per year.  If we sent out every applicant, five percent of those 1.5 million assignments, or 65,000 assignments, would result in a 1 rating.  People who give a 1 performance rating only have a 28% chance of calling back, so only 18,200 jobs would call back.  If, through certification, we converted all those 65,000 assignments to a 2 rating, we would get a 45% callback, resulting in 29,250 return assignments.  The 29,250 return assignments is 11,050 more callbacks than the 18,200 we would have gotten from lower performance ratings.  

In consequence, by simply converting our 1 ratings to 2 ratings through certification, we received 11,050 more return assignments.  Since each assignment is worth a net profit of $400, the gross margin improvement from certification is 11,050 x 400 or $4.42 million dollars.  

Calculating the ROI on a certification program that cost $2 million would result in:


(Benefit – Cost ) / Cost  = ROI percentage


($4.42 M –$2 M ) / $2 M  = 1.21  or 121% ROI 

Note that this clearly understates the return, since it is assumed that all examinees who originally got a score of 79% or lower didn’t score above 85 on their retest.  The ROI calculation also doesn’t include savings from those people sent out on assignment who were rejected on the first day, and who had to have replacements sent in at no charge the next day.  Finally, the incremental gross margins were more likely to go to the bottom line, since we didn’t have additional advertising costs to find these customers.  

Eliminating Opinion

A final note.  Earlier in this paper we suggested that personal opinion could be eliminated altogether from the analysis.  The only personal opinion evaluated in this process is the subjective performance rating ( 1 to 5 ) made by the job supervisor.  

In cases where the job supervisor only supervises a single temporary worker, the performance rating could be eliminated by simply recording the number of subsequent hiring calls and relating those to skill level.   

This approach has a number of difficulties, both procedurally and as a business decision.

As a business decision, the job performance rating is a critical element of the temporary help business.  The follow-up call shows the customer that the agency is concerned about the performance of the workers it supplies.  It establishes a channel of communication that frequently leads to another assignment.  And it allows the customer to express opinions about the worker that might not show up in an online survey or faxed evaluation form.  

In terms of the analytic procedure, eliminating the customer’s performance rating would have a deleterious effect on the analysis.  Without the performance rating, it would take substantially longer to determine the relationship between certification level and rehires.  Without the performance rating all situations in which a supervisor supervises more than one temporary worker would be impossible to include in the analysis, since the rate of recall could not be attributed to the performance of a single worker.  

Consequently, even though it might be technically feasible to eliminate the subjective job performance rating, as a practical matter both the study methodology and the business process improve by including it.  

There may be other job contexts where eliminating the performance rating is a beneficial practice.  
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