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The Impact of HR on Financial Performance

Organi zations

t hat

NCracko t

Challenge Rapidly Pull Away from the Pack

PwC Global Human Capital Survéy
Companies with a documented HR strategy (854

$ Change in Market Value per Employée

higher revenuesper employee 12% lower absenteeism 400K - [ HR moves Adoption Aligned strategic
and more efficient performance management and reward from being of HR practice $382K
systems. Threquarters of those firms with a documented o an HR best
HR strategy also feel that their performance managemen% 380K 7| | impediment practice
systems are fivery effectivwe. o0 dJompani es ith | ow
absenteeism have higher profits per employee. UEJ 360K _ DN y
S 340K T$333K $337K g332K
The People Factd? E
Companies that scored highest againsfitiee o p | e ‘>U 320K
s ¢ o r e-cearmedhigher total shareholder returns o
than lower scoring companies; top scoring companies ha@
an average return of 27% whereas those at the bottom = 300K
earned just 8%.
280K . .
Human Resources Management Joufhal 0 20 40 60 80 100
A 35% improvement in Human Capital Architecture fisophisticationo
is linked to al0% to 20% gain in market capitalization per Quintile Changes in Sophistication of HC Architecture
employee Related performance effects included:
Sources:
A Higher cash flow per employee > E:,Ivrgef ?ESIﬁe%rginpiifc;tra(lz%gzvfy’ o
A Higher sales per employee 3. Becker, Huselid, Pickus and Spratt, Human Resources

A Lower turnover

Management Journal Vol. 31(1), Spring 1997.
Becker and Huselid (1995).




Workforce Value vs. Market Valuation

Are we managing the right things or what we know how to manag

>70% of the S&P 500 Market Value is NOT in Published Financial Stateme

21t Century Market Valuation Standard and Poo
) : . S&P 500 Company Index
Market value driven primarily by factors $14,000 YRRy =—
not on a balance sheet Unmet Need $13,000 - W Intangible Book Assets
-...... $12.000 A O Tangible Book Assets
lll.......c.$11 OOO .
_ = $'1000@r.,_.
Market Premium Value D 5000d  trree,.
AThe AQORTUNEFBTompany ‘é 55000
makes a $3 billion annual investment in O $71ooo | e
( Human Capital) iM.'ﬂ'H@hEE.%‘i.E..mé.a.s..u.r..e.(‘) ............. pi Hard to
-Hewitt Associates LLC c;cs $6,000 - Measure
S $5,000 A
o
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3
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Tangible/Intangible Assets o 62,000 -
Established asset management tools f f Eac
the basis mo d e- -JR -RES. nan$]0908-"-- casy (0.
decision scien@er, FcF, IRR, WACC, etc) U N
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Source: Ned Davis Research, Inc., November 2005

A *Human Capital
<30% of val ue of Standard & Poor o0s 500 Employee knowledge, training, productivity, experience, leadership, culture,

index can be explained by tangible & i nt apeglopmbpagformfich @eatvi. c as s et s .




The Analytics Journey

Where are You?

What questions do we ask or solve? Digging deep into issues identified

'/ / Building standards bytop management
/ Moving past &dcto :
Searching for reports regular reporting Benchmarking
and measures that work

Data validation and / \

quality assurance ., ocards and

Dashboards Integrate data from
multiplsources
Distributing decismaking
capability: interactive-web _
based dashboards e Indepth analysis

withandmodeling

e——- _ Creating actionable
research & analytics

Building sustainaptecesses thaitive th_e//.

businesand will add value over time




Reporting

Data, Reporting, Insight, & Analytics

Business Business
Data Provider e Partner Business Drivel

Predlct|Ve Workforce ’

Hypothesis
Creation,
Testing &

\ Validation N

Workforce AnaIytlcs Planning
Profiling & modeling ’
Modeling .  ROI

— Statistical
Root Cause Initial ROI $) Analysis Insights &
Integrated _ Analysis Analytic correlation& Research
‘Data Analysi Integrated . Value \ causation Drive

Manual Spreadsheeffools & Process \data analysis Workforce
' \ DeC|S|ns

Bus@ness KPI Metric Visualization
Data Insight

Visualization Initial Finding
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Issue Based

HR Mgmt
Mgmt Reports Metrics =i, (AUIEIED Integrated :
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Request Spreadsheet
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Systems
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HRIS
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UsingAnalytics to DrivBusiness Strategy

A Knowledge mowerful
A Identify drivers of key workforce issues (retention and turno

A Gain the ability to focus on key segments of the workforce
A High performers
A Critical Job Families
A Highest paid

A Target hiring practices to get better fit and higher performar
A Customized hiring profilamii§& positioand employee programs

A Identify the ROI of training and internal mobility

A Hold management accountable for key workforce metrics




Common Challeng@Quantifying Impact

1 2 3 4 5 6
Selecting Measures Standardizing Centralizing Reporting Analyzing Root Delivering
That Align HR And Metrics Definitions & Disparate Data Performance Trends Causes of Workforce Consultative
Corporate Strategy Benchmarking Sources Problems Solutions And

Quantifying Impact

Current State: Current State: Current State: Current State: Current State: Current State:

A Organizations track | | A Inability to create A Workforce and AHR and line of A HR information not A Workforce problems
metri cs t hlatcommomséaorecards financial data business leaders lack| viewed as go unaddressed and
measure business and reports that can housed across tools that enable actionable. grow in size and
outcomes. cascade into lines of multiple systems. independent A Workforce data does scope.

A Workforce measures business. A Long cycle time analysis. not shape strategic
perceived as low A No single version of from point of data A Ownership of all planning.
value. the truth. demand to delivery workforce issues A No consensus view

A No functional of strategic insight. centralized in HR. on right intervention
benchmarks. for each situation.

Required Solution: Required Solution: Required Solution: Required Solution: Required Solution:

— [z | | = I _—= MR

History ©
Company A Company B Company C !

[ = Benchmarking
= Services




Three Uses of Human Capital Measurement

Success in Driving an HR function with Data Can Come in Many Forms, Through Various Types

Recurring Ad Hoc Foundational
Projects Projects Knowledge
For projects or decisions that will For projects that do not recuy on Human Capital measurement is also use
recur on a regular basis, dat a regular basis, either large or in developing foundational understandling
can be incorporated into the small, an end to end analytig the workforce and
decision making process steps. process can be employed. serve as strategic business partners fo tl
line on an ongoing basis.

Collect Define Topic for Analy Workforce Compositio
Relevant
Define Scope of Fing
Deliverable Employee Preference
Outline Hypothesis )
Employee Behavior
Investigate Hypothesis
Form Insight HR Process
Decision/Pq _— Characteristics
icy Setting Communication Resu
HR Process
Define Action Steps Outcomes

Perform
and Monito Analysis

Meeting




Critical Success Factors




Human Capital Analytics

A Powerful Discovery Tool

Truth or Myth ?

The best source of new hires isl.
your current employees employee
referrals?

Commute distance keg driver 2.
of turnover?

Employeequityawards of ANY 3.
Size increase retention?

4.
Industry experience is a KEY

factor in successful salespeople?

Myth  Empl oyeeds h
turnover at twice the rate of the bes
new hire source

Myth No correlation, however
geographic location is a factor

True Highly correlated at the
company

Myth In some positions studied,
salespeople with little or no industry
sales experience outperform
seasoned people




Hallmarks of Successful Analytics Programs

A Factors that indicate a successful approach to analytics
A Focus on solving business issuasre than HR issues.

A Find the talent you need to execute
o Establish a center of excellence for data analysis

A Focus on the questions rather than answers or available data
A Aim small; seek out quick wigsfine formulas, publishing KPIs, etc)

A Acquire and integrate workforce data with businessfidataial,
customer, operations data etc..)

A Tell a complete story:

o Quantitativevith strong numbers
o Visualwith powerful visual charts
o Qualitativevith a story and real world examples from the business




Analytics Study ProcessMethodology

Start with a business issue or question
Get sponsorship, ideally from line management

Conduct a Hypothesis generation session
(Gather available data, meet with sponsors & data owners to ask focused questions

CO”eCdata fl‘0m Intel’na| and eXtBUM‘:e&TL aggregate, position, clean)

I ERP system data
I Recruiting data, Survey data, Compensation data, etc.
I Market and Demographic data

Segment the data for key analysis variable
Perform initial data anatgsidentify trends and patterns

Create analysis charts and test hypotheses

Validate initial findings
Go back and address issues, outliers, missing data, unexplained results

Perform statistical validation and test correlations




Workforce ModelindHow well do you know the Organizat

Examples of Workforce Modeling:
A Quantify relationships for multiple
dimensions
A Tenure and productivity
A Transfers and Turnover

A NO absolute truths

A Just because someone transfers does
notmeant hey wonot tur

r

A Many long tenured employees continue
to increase iproductivity?
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High Performing Employee ——Ave Employee




Case Studies In

Turnover/Retention




Segmenting the Workforce

100s or 1000s of 25 +Job 7 Workforce
Job Titles Families Categories
C Account Executive ¢ Lending Consultant )

C Sr. Acct Executive

C Customer Specialist

C New Acct Manager

—’
& Associate Analyst )
C Analyst

C Sr. Analyst

C Sr. Analyst Lead

-

C Specialist, Sales

C Skilled & SemiSkilled

C Customer Service

C Relationship I\/Ing>
C Lending Officer
-~

C Auditor

~

C Analyst

C Professional

C Sales Staff

C Operations Staff
C IT Professional Staff

> C Professional Staff

-’

C Management




Indicators of Employee Retention

Negative Correlation with Turnover

Employees With Stock or Options

(EE6S with Stock 14% Turnover Rate, EE&s Withot

Employees Hired Temp to Regular

(Largest impact IT Professional and Sales Staff, minimal for Operations or Customer Service )

Employee Transfer Opportunities

Promotional Opportunities For Sales and Ops Staff
Sales and Operating Staff30

Position of Annual Rate within Salary Range

Above Average Performang®erai performance Correlation17)

T

High Some
Turnover Turnover Turnover
Impact t—  Impact Impact

Factors Leading to Decreased Turnover

Correlation Coefficient ( 0-:




Drivers of Employee Turnover

+ % Positive ICorreIation with Turnover

Low High
Turnover Turnover
D ; Impact Impact

&  RIRRN R 1

Commu-t"e- _si-s-;[éﬁ-c;;_%(mghest Turnover Rates Below 4 miles and oveir 17 Miles)
Dissatisfaction With Compensation 11| (Sales Staff only significant disparity betiNeen satisfied and dissatisfied employees)
Hired Through Employee Referral .19 | (Greatest Impact, IT ProfessionEaI)
Job Title or Position .27 |(Highest TurnoverS?;lIes (41%) and Ops Staff (45%))
|
Work Location .33 | (Highest Turr=oveWorkfrom Home(46%) and CA (43%))
1
High vs. Low Turnover Manager .50 (Benchmark: High T/O Mgrs 24.5%, Low T/O Mgrs 23.6%)

Number of Jobs in Last 3 Years

(Strongest Positive Correlation for Operations and Professional Staff, but Negative Correlation for Management)

Correlation Coefficient ( O-:

Factors Leading to Increased Turnover




Challenge Accepted Knowledge / Conventional Wisdc

Hypothesis: People turnover/stay because of commute distance

A ISSuUe: In exitinterviews com Operations Staff

is cited as reason for leaving. —ialets StaffS |
ustomer Service

- . . o _ Skilled and Semi-Skilled
A Action: Satistical analysis, { — IT Professional
High

segmenting workforce by category, jc
family & job title etc.

— Management
——
distinct patterns by location & job
category. \J
A Senior mgmt longest commute &y {
lowest turnover /

A Golden NuggétRelationship N
between commute & total
compensation

— Professional Staff
A Outcomenb correlation, however, . {

1st 2nd 3rd 4th

Commute Distance Quartile




Use Facts & Data to Dispel Myths

Hypothesis: People turnover/stay because of compensation

N

C Issue: In exit interviews Turnover Operations Staff
d ; | ) ——=Sales Staff
eparting employees cite pay as CuStomer Service

Skilled and SemiSkilled
=T Professional
—pProfessional Staff

C Action:statistical analysis shows { —Management
High @

reason for leaving.

that turnoveitevelsout starting at

80% of salary range midpoint.
. Majority of employees report Med { \/
being satisfied with their

compensation over last 4 years {
-ow 7( 4?‘/

C OutcomenNo correlation, applies
companywide, again job categories st o ard 4th
naturally group together.

Compensation Quartile




Turnover DriverCompensation Satisfaction

Dondt assume that compensation i s d
Turnover m Satisfied @ Dissatisfied
High
Med
Low

Customer  Operations  Skilled and  Sales Staff Professional IT Management
Service Staff Semi-Skilled Staff Professional

Workforce Category




Using Analytics to Drive Strategy

Key Retention Te8lkock awards for employees

Impact varies significantly

Big bang for the buck with some

VS.

Basic expectation for others
High \

117V




