Is YOUR organizational Balance Sheet in Balance?

ROI Metrics from Community

Written and compiled by Casey Hughes


"The traditional model of accounting, which so beautifully described the operations of companies for a half a millennium, is now failing to keep up with the revolution taking place in companies. The chilling fact is this: At this moment we have no idea which companies, large or small, young or old, have sustainable organizational capability," writes Leif Edvinsson in his new book Intellectual Capital (Harper Business). Edvinsson, director of Intellectual Capital at the Swedish financial Services company Skandia, has become one of the world's leading proponents of intellectual capital measurement. In 1995, the company released a supplement to its financial statement that quantified the company's IC efforts using a system called Navigator. Since then, Skandia has released six such supplements, the most recent taking the next logical step of using data to make projections about the company's future performance. In Intellectual Capital, co-authored with Michael Malone, Edvinsson explains in detail the need for IC measurement and how it is done at Skandia. While critics question the value of the many metrics and indexes that have been compiled by Skandia, it is clear that existing methods of accounting fail to show us the real prospects of companies. Traditional accounting shows us where the company has been as opposed to what it is capable of doing next. That is what Skandia is attempting to do - show us the roots of the tree, not just the fruits that hang from its branches.

Every typical modernistic corporation is of course very interested in knowing how this little project is going to help the bottom line.  Does anyone here have any experience in, know of any good references related to measuring ROI on Community? I personally wish I could be like Stephen Denning (Director of Knowledge Management at the World Bank) who responds to requests for ROI on the bank's community initiatives with "What's the ROI on your phone? What's the ROI on your desk? We don't calculate it because it doesn't make sense. And it doesn't make sense for community either." Unfortunately that argument doesn't fly at most companies. They need quantifiable measurements before deploying any of their "assets". They seek a Return on Investment (ROI) before they will commit involvement of any of their organizational resources. And well they should.

Definition of Intellectual Capital

Arian Ward defines some of the different distinctions of Intellectual Capital (in addition to the ones already expressed by Tom Stewart and Leif Edvinsson in their recently published IC books): 

· The sum of an enterprise's: 

· collective knowledge, experience, skills, competencies, and ability to acquire more 

· work outcomes, services and other intangible manifestations of the application of these to the strategic intent of the enterprise 

· relationships and processes that facilitate this application, its delivery of value to the marketplace, and its delivery of strategic advantage back to the enterprise 

· An enterprise's competencies; the artifacts and measurements of its intangible resources; the capabilities and interactions of its formal organizations, informal communities, customers, and partners; and the knowledge, skills, and potential of its employees and other stakeholders 

Rather than a definition, the example used by Mr. Ward when he talks about IC is:
For Microsoft, in a nutshell, IC is its intangible assets: 

· the knowledge and skill of its programmers 

· the software they write 

· the licenses through which the software is protected and made available to the marketplace 

· the share of the market held by that software all resulting in making Bill Gates the richest person in the country and Microsoft one of its most successful companies

· Intangible material and relationships that have been or could be formalized, captured, and leveraged to produce a higher-valued asset 

· the difference between book value and market value 

· what investors really should care about, but have never had access to 

What IC is not is what is shown on the balance sheet and other financial statements. 

What IC is not is what an enterprise understands and manages as its most valuable asset.

Now let me explain ROI...
Every organizing effort must have outcomes of value. These outcomes can be both quantified and qualified. One thought for an assessment variable is ROI. It cuts across all organizational variables. Embedded within each variable lie an ROI. Cutting across all variables is ROI. Hidden within the overlap of each variable lie ROI.


ROI, if I might extend it as a metaphor for "Natural Capital" (in other words, be a bit freer with its definitions than the traditional accounting  for "Return on Investment"), would be the measure of balance in the organizational balance sheet. It would incorporate the 3 dimensions of capital: Financial (the money metrics), Human (the individual contribution) and Social (the value created/released through social interaction or collaboration). Each of these dimensions are inextricably linked to the others and therefore drive the need for looking at the organizational overlaps that exist across organizational units.


The key to this ROI Model lies hidden within these spaces of overlaps. Therein exists the true heart of an organization and within it lies significant resources striving to be released. Kevin Kelly (Executive Editor for Wired magazine) refers to this as the creation of "something from nothing". I would propose that community initiatives are an effective process for releasing this value in all 3 dimensions. Without community, an organization is stuck in the paradigm of managing silos and their individual metrics for ROI. In community, ROI could stand for "Return on Involvement".

To unfold an effective ROI Model for Community, I should think one would consider 2 tracks of thought:
1) the metrics for ROI (quantifiable and qualifiable; financial, human and social)
2) The process for collection and analysis 


In both tracks above, one has to assess metrics (again both qualified and quantified) impacted by the community (process) and yet, traditionally "owned" by a specific department (silo). The overlap of these organizational silos is the place to start. 

A simple example of a few of the traditional organizational "costs" that can dramatically be reduced, yielding a better ROI, from community initiatives are:

· Lower customer acquisition costs

· Reduction in cycle times for an enhanced user experience (from a product/service purchase)
Lower customer support costs

· (potentially) lower product returns

· Enhanced customer satisfaction yielding (potentially) repeat business and higher customer retention

Each could be measured (some through customer experience surveys, polls) and demonstrate how community initiatives can be shown to yield an exciting ROI to the organizational Balance Sheet.


An example...

In distribution, a key metric owned by finance is A/R balance (or accounts receivables). And yet Sales "owns" revenue. Both are tied to each other in that the salesperson cannot get an order (generate revenue) if the customer lacks the credit line (exceeded their A/R amount). Often the 2 metrics are at odds with each other (out of balance). So too then is the company Balance Sheet. 

Imagine a finance person calling a customer to collect on their receivables, thinking the customer is late on paying, only to discover (from the customer) the orders were shipped wrong or received late (maybe not at all in the case of back-orders). In the eyes of the customer, they were NOT late in paying at all. At the same time (literally in many instances), the sales person calls the same customer to ask for the order. The customer furiously recants the shipping errors and the collection calls. Had Finance and Sales participated in community collaboration, a balance towards organization ROI could have been achieved. And customer satisfaction with it. Without it both suffered.

In my experience, many other examples unfolded that time and again demonstrated the validity and need for community initiatives to maintain a Balance Sheet in balance. Through these initiatives, organizational metrics were examined as they related to the daily practice of each individual and/or department or division (traditionally managed as organizational silos).

So consider exploring ROI as a key variable for community. Measuring the ROI for an online community is part science, part art, and part magic. It will prove a critical success factor in any organizational community initiative. The success of all organizations will depend on it.
 
A concept of a model to assess community in my organization

Stefan de Bruijn stefandebruijn@yahoo.com

6 variables that determine how successful a community of practice (CoP) will be. I measure the variables by using a questionnaire and interviewing the members. The variables are based on what I have found in literature. The variables I use are:
1) Focus on Practice: Some groups within the organization are not focused on the practice of the members or on developing new practices. The interest of the cop should apply to the daily work of the members.

2) Sense of Community: Sense of community differs between groups. Members of a successful CoP have a sense of belonging and identity tied to the group. This determines their commitment to contribution. If people do not trust each other, they will not share.

3) Coordination: A community of practice that is focused on sharing knowledge (the target CoP in the research) should be coordinated. Coordinator, publisher etc.. Some groups are well coordinated but lack focus. Other groups are not well coordinated, but have a huge potential for coordination.(mostly 'natural' cops). And of course, some communities don't want to be coordinated.

4)Span of Units: Since the research focuses also on inter-silo knowledge sharing, the number of units, over which the knowledge sharing group spreads, is therefore taken into account.

5) IT support: How well is the community supported by IT in order to share knowledge? Virtual communities depend on IT, natural CoPs can do without (although it can improve the sharing).

6) Management Sponsorship, Intensive knowledge sharing cops cannot do without sponsorship. They should get time, acknowledgement and a bridge to the organization.

Reason for using these variables:
I will use the configurations to decide what elements of existing knowledge-sharing groups have to be improved and stimulated by management in order to optimize the sharing of knowledge within cops between strategic units. The target CoPs for the research will have a maximum score on all of the variables. I'm not sure yet how to scale the variables. At the moment I'm thinking about using three levels: low, medium, high. 


The variables consist of subvariables. These subvariables are the basis for the questions in the questionnaire. The amount of subvariables that are present in the group, will determine the level of the variable.



 Your Community of Customers

By Nancy White

The jury is out on determining the return on investment (ROI) for online communities. Communities are significantly diverse, they are relatively new, and they are difficult to quantify. One theory is that the ROI increases over time and as a result of the "maturity" of the community and the rate or level of participation by the members.

Significantly, the communities that have been studied have all been associated with big sites. (For some great white papers on online communities, visit Participate.com and click on "whitepapers" under "research").

 But what is the ROI for a small business that runs an online community? How can you tell if you are "getting your money's worth"? I wish I could tell you for sure, but I can't. However, we can look at some of the factors to help you get a sense of what you are putting in and, perhaps, getting out of your online community.

The Costs

There are "hard" and "soft" costs associated with an online community. (Hard costs are any measurable out-of-pocket expenses, and soft costs are related to your time spent working on your community.) Try filling out the following table to estimate the monthly costs of your existing (or imagined, or planned) online community:

PRIVATE
Item
Cost Factor
Total Item Cost

Software
Did you buy a software license (a one-time fee, e.g., for Allaire Forums )? Divide by 12.

Do you use free software or Web-based services (e.g., World Crossing , which provides free, Web-based discussion rooms on its server)? Enter $0.00 in the "Total Item Cost" column.

Do you lease space and/or service (e.g., Web Crossing at $50 [U.S.] per month for discussion space hosted on its server but totally branded for your use)? Enter the monthly cost.


Hardware
Did you buy a server specifically to host your community? Assume a two-year period and divide by 24 to determine monthly cost.


Technical support and/or hosting
Do you pay someone to host your software and/or community? Enter the monthly cost.


Your time
Estimate how many hours you spend on your community and multiply that figure by your hourly rate.


Others' time
Do you pay someone to help moderate your community? If so, multiply the hours per month by his or her rate per hour. You might want to calculate the value of volunteers as well!


Marketing costs
Do you buy banner ads or do any other marketing for your community? Enter the monthly cost.


Total monthly cost:



Surprised? Especially at the value of your time? Now on to the benefits and/or revenues.

The Benefits and/or Revenues

Think about the ways online interaction and relationships might benefit your company. Can you put a dollar value on them? Most of them are rather intangible, but if you can at least gain a sense of how your online community is benefiting your business, it might help you solidify your determination to make it work, or to adjust your strategy. Consider some of these factors:

Acquiring New Customers 
What is the cost for acquiring a new customer? of forming a positive human relationship with your client? Does your community make your customers more loyal to you and more likely to provide you with more business? You just saved money on new member acquisition! 

Word of Mouth 
Do your customers tell others about your community? This can help you gain new customers. You just saved money on marketing! (Yes, word of mouth!) 

Closing Sales 

Are you able to close sales through the interaction in your online community? 

Building Loyalty 
Do your customers who participate in your online community represent a greater revenue per person than those who do not? Calculate by how much per month!

Branding 
Does your online community help solidify your brand or image with your customers better than offline methods of advertising? As well as your offline branding activities? At a lower or higher cost? 

Improving Responsiveness 
Do you have a better sense of what your customers want and need because of the conversations your online community affords? Has this helped you make better short- and long-term decisions about your company? Has this affected your bottom line? 

Facilitating Collaborations 
Does your online community save you time, if you use it to work with collaborators? Does it improve the quality of your collaborations? Reduce information loss? 

Saving Money on Postage 
Is your online community more or less cost-effective than paper and postage, if you use it as a dissemination point for newsletters or to conduct surveys? 

Increasing Site Traffic 
Does member-generated content (review of your products and services, Q&A) draw significant page views , providing you with an additional point of visibility? 

Reducing Customer Service Costs 
Do you reduce your customer service costs (time, long-distance telephone charges, postage) by providing this service via your online community? Calculate how much per month! Anecdotally, I figure that this saves me $50 to $100 per month in telephone, photocopy, and postage costs with one of my clients. My online availability through a free Web site messaging service, humanclick.com, has garnered me two new clients whom I never would have known existed otherwise! 

PRIVATE
Speech Excerpt on:

ACCOUNTING FOR NON-MONETARY VALUE
by Dee W. Hock

PRIVATE
...Your first challenge is to understand the degree to which the mechanistic, Newtonian worldview shapes your organization, profession and thinking, and how it must change. It was well put in an article in the Journal of Cost Management by H. Thomas Johnson, Ph.D., Portland State University; an economic historian, CPA and former President of the Academy of Accounting Historians, he wrote: 

"The Cartesian/Newtonian world view has influenced thought far beyond the physical sciences, and accounting is no exception. Double entry bookkeeping and the systems of income and wealth measurement that evolved from it since the 16th century are eminently Cartesian and Newtonian. They are predicated on ideas such as the whole being equal to the sum of the parts and effects being the result of infinitely divisible, linear causes. Quantum physicists and evolutionary biologists, among others, now believe that it is best to describe reality as a web of interconnected relationships that give rise to an ever-changing and evolving universe of objects that we perceive only partially with our limited senses. 

In that "Systemic" view of the world, nothing is merely the sum of the parts; parts have meaning only in reference to a greater whole in which everything is related to everything else. Why should accountants continue to believe that human organizations behave like machines if the scientists from whom they borrowed that mechanistic worldview now see the universe from a very different perspective? The language of financial accounting merely asserts answers, it does not invite inquiry. In particular it leaves unchallenged the worldview that underlies (the way) organizations operate. Thus, management accounting has served as a barrier to genuine organizational learning. Never again should management accounting be seen as a tool to drive people with measures. Its purpose must be to promote inquiry into the relationships, patterns and processes that give rise to accounting measures." 

In more precise terms, what does this mean you must do in the years ahead?

You must get beyond numbers and the language of mathematics to understand, evaluate and account for such intangibles as learning, intellectual capital, community, beliefs and principles, or the stories you tell of your tribe's value and prospects will be false.

You must understand, evaluate and account for wholly new, nonmonetary forms of ownership, assets and liabilities that have great value but no tangible market or mathematical means of measurement, such as participatory rights, alliances and defined relationships, or your stories will be archaic and misleading.

You must understand, evaluate and account for the full cost of everything removed from, or returned to, the earth, the biosphere or the atmosphere, including their reversion to natural elements in the original proportions and balance, or your stories will continue to result in environmental catastrophe. 

You must conceive of and implement wholly new forms of ownership, financial systems and measurements that do not attempt to monetize and liquefy all values, thus, binding your tribe to next quarter's bottom line, gross maldistribution of wealth and power and degradation of people, or your stories will be increasingly immoral and destructive of humanity.

And you must interconnect your stories with those of all other tribal storytellers in order to integrate them into a new, intelligible, larger story to inform the global community now emerging, or your stories will continue to set tribe against tribe in ever-accelerating, economic and physical warfare.

How well [have your universities] prepared you for these responsibilities? Not so very well, I suspect. Are the organizations which will employ you prepared to allow or assist you in the attempt? Not many, I suspect. Will government welcome and support your efforts? Hardly, at least for some time to come. Should you be discouraged by this? Certainly not, for all those institutions are creatures of Newtonian, mechanistic, command-and-control concepts, and the people within them, from top to bottom, are also victims who must struggle to throw off their old world view and embrace new concepts. Einstein said it best. "No problem can be solved from the same consciousness which created it."

If you take up these challenges, do not think for a moment that the struggle will be over in your lifetime. If that troubles you unduly, you can always take your $150 an hour and go quietly into your pen to be mentally sheared, or turned into moral lamb chops...

(c) Dee W. Hock 1995, 1999.

Resources and Recognition

Community Intelligence Labs

http://www.co-i-l.com/coil/knowledge-garden/ic/index.shtml
Preparing a Balance Sheet

http://www.office.com/global/tools/frameset?parameter=ob_tools/finance/balance_sheet.html?id=384 

Intellectual Capital
How top performing companies are measuring the intangible… best in class studies.
http://www.best-in-class.com/research/bestpracticespotlights/intellectual_capital_20.htm
Intellectual Capital: a website by Thomas Stewart (author of Intellectual Capital)

http://members.aol.com/thosstew 

Natural Capitalism

Even today, when natural capital is hardly accounted for on corporate balance sheets, these four principles are so profitable that firms adopting them can gain striking competitive advantage—as early adopters are already doing

http://www.natcap.org/
"A Road Map for Natural Capitalism" (downloadable PDF). A good overview, from the May-June 1999 issue of Harvard Business Review.  URL= http://www.natcap.org/images/other/HBR-RMINatCap.pdf 

Participate.com white papers (You can reach the following and other articles by registering free of charge on the whitepapers home page at www.participate.com ):

· Participation: Bringing Net Markets to Life 

· Return on Community: Proving the Value of Online Communities in Business 

Every organization must quantify its Return on Investments


What returns can be realized through "Return on Involvement"?


Intellectual Capital, and the broader notion of Natural Capital, remains untracked in most Balance Sheets


IC IS the dominant asset in today's digital economy


Community initiatives are most effective when focused on organizational and sectoral overlaps


Tremendous resources exist: how can we unleash "something from nothing"


Community initiatives can be measured for organizational value








