Bad Hire Cost Calculation Guide

Peoplyst

Guide to Costs Associated with the Loss of a Poor Performer and Replacement

Replacing a poor performer involves multiple direct and indirect costs. Understanding these factors helps organizations make

informed decisions and develop strategies to minimize expenses. Below is a guide to these costs, categorized and defined for

clarity. Every company is unique, so build your calculator to match your reality.

Category Cost Factor

Separation Costs  Severance Pay

Cost Type

Direct

Definition
Compensation provided to
the departing employee,
often as part of a

termination agreement.

Formula

Monthly salary x
Number of months
provided in

severance

Rules of Thumb

Standard is 1-3 months of
salary, depending on tenure

and role.

Unused Benefits Direct  Payment for unused vacation, Daily pay rate x Include all accrued but unused

Payout sick days, or other accrued Unused days days as per company policy.
benefits.

Legal Costs Direct  Expenses related to ensuring Hourly rate of legal  Anticipate additional legal
compliance with termination counsel x Hours review for high-risk
laws or handling disputes. spent terminations.

Exit Interviews Indirect Costs associated with Hourly rate of Limit to 1-2 hours per exit,

conducting and processing

exit interviews.

interviewer x Hours

spent

focusing on actionable
feedback.
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Category

Cost Factor

Manager and HR

Cost Type

Indirect

Definition

Time spent by managers and

Formula

Rules of Thumb

Hourly salary x Hours Estimate based on 3-5 hours

Time HR professionals in planning, spent for HR and managers per
executing, and documenting termination.
the separation process.

Recruitment Costs Advertising Direct  Costs of job postings on Sum of all Use industry-specific

Expenses online platforms, advertising expenses platforms to optimize ad
newspapers, or other media. spend.

Recruiter Fees Direct  Payments to internal Recruiter fee Typically 15-25% of the role’s
recruiters or third-party percentage x Annual annual salary for external
recruitment agencies. salary of position recruiters.

Background Checks  Direct  Expenses for verifying the Cost per background Budget $50-$200 per
candidate’s qualifications, check x Number of candidate, depending on role
criminal history, or credit candidates and depth of checks.
checks.

Assessment Tools Direct  Costs of pre-employment Cost per test x Plan for $20-$150 per
tests or evaluation tools. Number of candidate for testing tools.

candidates

Interview Time Indirect  Time spent by hiring Hourly salary of Allocate 3-5 hours per round

managers, team members,

and HR in scheduling,

participants x Total

interview hours

of interviews for key

stakeholders.
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Category Cost Factor Cost Type Definition Formula Rules of Thumb

conducting, and reviewing

interviews.
Onboarding and Orientation Indirect Costs of introducing the Hourly salary of Plan for 2-3 days of
Training Costs Programs employee to company trainer x Hours spent orientation per hire.

policies, culture, and

processes.

Training Programs Direct  Direct expenses for skill- Total training Use 10-20% of annual salary
building courses, workshops, program costs as a guideline for training
or certifications. costs.

Mentorship Indirect Value of time spent by senior Hourly salary of Budget 10-15 hours of
employees or managers in mentor x Hours mentorship over the first 3
guiding the new hire. spent months.

Administrative Indirect Time spent by HR and IT Hourly salary of Estimate 3-5 hours per hire

Time teams to set up systems, staff x Hours spent  for setup.

tools, and access for the new

hire.

Productivity Costs Learning Curve Indirect  Time required for the new (Expected Expect 3-6 months for full
hire to reach full productivity — productivity in complex roles.
productivity. Actual productivity)

x Duration in weeks
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Category Cost Factor Cost Type Definition Formula Rules of Thumb
Decreased Team Indirect Disruptions to workflows as  Hourly salary of Allocate 10-15% of team
Efficiency existing employees adjust to team members x hours during the adjustment
the change. Disruption hours period.
Project Delays Indirect Impact on timelines due to Estimated revenue Track delays in terms of
the departure and ramp-up loss per delay unit x  revenue-generating
time of the replacement. Number of delay milestones.
units
Time for Support Indirect  Time spent by managers and Hourly salary of Budget 5-10 hours per month
colleagues to provide support staff x for first 6 months.
guidance and answer Hours spent
questions.
Cultural and Team Morale Indirect Decline in team motivation Cost of decreased Monitor employee engagement
Morale Costs due to frequent turnover or  productivity x and turnover indicators.
perceived instability. Duration in weeks
Client Indirect Loss of trust or rapport with Estimated revenue Track retention rates for key
Relationships clients previously managed loss per client x clients during transitions.
by the departing employee. Number of affected
clients
Reputation Indirect Negative perception of the Estimated cost of Include costs for external PR
Damage organization among branding/reputation or internal culture initiatives.

employees or externally.

recovery
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Category Cost Factor Cost Type Definition Formula Rules of Thumb
Operational Workload Indirect  Additional burden on existing Hourly salary of Monitor for signs of burnout
Disruptions Redistribution employees until the affected employees x and reallocate resources as

replacement is fully Additional workload needed.
operational. hours

Knowledge Gaps Indirect Loss of institutional Estimated cost of Budget for onboarding
knowledge and skills held by  errors or delays due  improvements to mitigate
the departing employee. to knowledge loss gaps.

Error Rates Indirect Increased likelihood of Cost per error x Track errors and quality
mistakes as the new hire Number of errors metrics for first 3-6 months.
learns processes.

Opportunity Costs Lost Sales or Indirect Decline in revenue generation Estimated revenue Include projected vs. actual

Revenue due to reduced productivity loss per day x sales during the transition
or client losses. Duration of impact  period.

Missed Growth Indirect Inability to pursue new Estimated project Track opportunity cost

Opportunities projects or initiatives during value lost through pipeline analysis.
the hiring process.

Poor Performer- Low Productivity Indirect Contribution below expected (Expected output —  Benchmark team productivity

Related Costs

standards, reducing overall

team output.

Actual output) x

Duration in weeks

levels pre- and post-

departure.
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Category Cost Factor Cost Type Definition Formula Rules of Thumb
Increased Indirect Additional time spent by Hourly salary of Monitor time spent addressing
Supervision managers addressing supervisor x performance issues in 1:1
performance issues. Additional meetings.

supervision hours

Negative Influence Indirect Potential spread of poor Estimated cost of Assess team engagement and
work habits or attitudes to  decreased team performance regularly.
other employees. efficiency

Time Costs for HR Staff Time Indirect Hours spent by HR on Hourly salary of HR  Allocate 10-15 hours per hire
Employees separation, recruitment, and staff x Hours spent  for HR tasks.
Involved onboarding processes.

Managerial Time Indirect  Time spent by managers on Hourly salary of Estimate 15-20 hours for
interviews, evaluations, manager x Hours managers over the hiring
training, and addressing spent process.
disruptions.

Team Member Time Indirect Contributions by team Hourly salary of Budget 10-12 hours per team
members participating in team members x member during transitions.
interviews, training, or Hours spent

covering responsibilities

during transitions.
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Overall Cost Formula: The total cost of a bad hire can be represented as the sum of direct costs and indirect costs,

incorporating all 34 factors from the table:
Total Cost = Y (Direct Costs) + Y (Indirect Costs)

By comprehensively summing all direct and indirect costs, organizations can evaluate the full financial impact of a bad hire,

ensuring a thorough analysis and promoting strategies to minimize these costs.

Let’s Partner for Success!

Your team is at the heart of your business, and Peoplyst is here to help you cultivate a thriving, engaged workplace. From
onboarding and compliance to employee development and beyond, our HR experts are ready to support your unique needs with
tailored, results-driven solutions. Let’s work together to create a positive environment that strengthens your team and

boosts your business. Ready to take the next step? Contact us today to schedule a consultation because building a better

workplace starts today.
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