Tool 1 — Calculating the Cost of
Employee Turnover

This Tool Includes

= Guidelines on what to factor in when calculating the costs
of turnover.

= A turnover calculator.

= Guidelines on how to use calculators to estimate the cost
of turnover in your agency.

Guidelines

Knowing how much turnover costs your agency is important.
Many agencies simply accept high turnover as an
organizational reality and give little thought to the very real
economic costs of continually replacing experienced staff. Too
few agencies have worked through the process of determining
how dollars spent on continuously recruiting and training new
staff could be better diverted to turnover-reduction strategies.

Most of us are dependent on others to authorize our budgets
and staffing levels. You may work with an appropriations
committee of the legislature, a board of commissioners, or an
executive board, each of which need to understand the cost of
turnover in real dollar terms. In all likelihood, you will be
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required to explain how money spent on turnover reduction
strategies will result in real savings to the agency. The most
valid methodology for calculating the cost of turnover will be:

= Based on Facts - Your estimates should be based on the
actual costs of advertising vacancies, interviewing
applicants, providing training, etc. You should be able to
explain how you calculated these and other costs.

= Easy to Understand — Your methodology should be
straight forward, and you should be prepared to answer
guestions about how you arrived at your numbers

= Logical and Reasonable — Certain elements in your cost
estimate, such as the costs of recruiting, interviewing and
training new employees are obvious. Other elements, such
as the cost of the productivity differential between the
experienced departing employee and the replacement, are
not only less obvious but much more difficult to estimate.
Basing your estimate on a reasoned analysis is critical to
its acceptance.

Direct and Indirect Costs of Turnover

Unfortunately, there is no silver bullet. Estimating the cost of
turnover will take some time and effort. Your estimate should
include both the direct costs and the indirect costs of turnover.
Direct costs are the specific measurable expenditures
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associated with processing the departing employee’s
separation and the new employee’s hiring and training. Direct
costs might include:

= Processing departing employees’ paperwork.
= Pay out of any vacation pay, sick pay, and severance pay.
= Unemployment compensation payments.

= Recruitment activities, including costs of advertising, job
fairs and search firms.

= Interviews, reference checks and other background
checks.

= Hiring bonuses or referral bonuses.

* Training, including both formal classroom training and on-
the-job training provided by supervisors, coworkers and
mentors.

Rather than measuring expenditures, indirect costs include the
value of the lost productivity, reduced service, and impact on
children and families. Indirect costs might include the value
of:

= The productivity differential between the departing
employee and the replacement.

= Errors due to inexperience.

= Lowered morale and productivity of other employees.
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= The financial consequences of slower service resulting in
longer placements in out-of-home care.

* The emotional consequences for children and families due
to lack of continuity and delays.

As a general rule, direct costs are easier to measure than
indirect costs, but even some direct costs can be difficult to
establish. Recruitment activities such as advertising and
attending job fairs must be converted to a “per-hire” cost.

How Could You Use $323,532?

The Facts:

= An Agency has 100 Children’s Protective Services Workers
= Average salary is about $35,553*, not including benefits

=  Annual turnover averages 26%

= Each turnover costs $24,887 (70% of average annual
salary*)
= Annual turnover costs are $647,064

= Worker caseloads average 24 children
= New employees earn $30,000, not including benefits

Cutting turnover in half would result in:

= Reducing annual turnover costs to $323,532

= Enough dollars to hire 11 new child welfare workers (not
including benefits)

= Reducing caseloads to 22 children per worker

*Based on the American Public Human Services Association,

2005.
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Training costs should include the expenditures for facilities,
materials, and the trainer’s time for development, preparation,
and presentation.

Aside from being more difficult to measure, the indirect costs
may also be much higher than direct costs. Estimating the
productivity difference between an experienced and an
inexperienced employee will require some effort, but it is
intuitively obvious that an inexperienced employee, while
earning a full salary, will not be able to carry a full caseload,
perhaps for several months. Because the indirect costs are
usually more subjective, they may be more closely scrutinized
by legislative bodies.

Although the cost of turnover may differ from one profession
to another and from one organization to another, “...multiple
studies suggest that the cost of replacing key people runs
between 70 and 200 percent of the person’s annual salary.”
(Graef and Hill 2000) Using the most conservative estimate of
70 percent, the American Public Human Services Association
(APHSA) calculated the cost of each turnover of a Children’s
Protective Services worker to be $24,887. This was based on
their finding that the average Children’s Protective Services
worker salary was $35,553 effective April 1, 2004.
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Turnover Calculator

The Annie E. Casey Foundation sponsored the development of
a Turnover Calculator to calculate both the direct and indirect
costs of turnover in a human services agency. In the following
example from a public agency, the overall turnover cost of one
person was estimated at 115 percent of the average annual
salary, and the direct costs alone were 45 percent of average
salary. See page 12 for the web pages showing the Casey
Turnover Calculator.

The Casey Calculator
Example:
1. One Public Human Services Agency

2. Cost of turnover for one person where the average Children’s
Services Worker salary = $44,803:

Separation Costs $4,325
Replacement Costs $1,165
Training Costs $14,807
Lost Productivity $49,592
Salary Savings (deducted) $18,378
Total Turnover Cost $51,511
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Some organizations believe it is appropriate to deduct the
salary savings of the departed employee when calculating the
cost of turnover; others do not. The different perspectives are
based on what one is trying to measure. We believe that using
savings from turnover to, for example, balance budgets is
short-sighted. Ultimately, turnover increases caseloads which,
in turn, can lead to even greater turnover rates.

If your agency believes it appropriate to deduct salary savings,

the Casey cost calculator does that for you, otherwise simply
leave this out of the formula.
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Welcome to the Annie E. Casey HR Turnover Calculator. This calculator will
help HR Professionals calculate the cost of involuntary turnover of frontline
workers in human service organizations.

In order to use the Turnover Calculator, please click on the link above, " How

to Use the Calculator,” and print and read the instructions. Each section of the
Calculator requires detailed information, and reading the instructions will help

you to gather everything you need to input data and calculate the segmented

costs.

Once you're ready to start calculating costs, click on "Calculate Costs" links
below for each cost segment associated with Turnover.

Or if you have already calculated costs for any segment (such as "Separation
Costs"), enter the numbers on the appropriate line below. Once you have the
numbers for all segments click the "Calculate Cost Per Turnover" button.
Sometimes alternative methods are available to you. Once you choose a
method you must enter data in all available numbered fields in order for the
program to complete your calculation.

PLEASE NOTE that the calculator WILL NOT SAVE ANY OF YOUR WORK
if you close your browser window. This is needed to maintain confidentiality if
your work is interrupted. You must print each Preview Page in order to have a
record of your work if you plan to come back later to finish separate
calculations or to determine HR Turnover cost. When you return to the
calculator you can input your previous results into the segments shown below
on this page.

The cost of each turnover falls into the five segments shown below:

Enter Costs

A. Separation Costs

—

Administrative and other costs associated with exit interviews and other steps
required to terminate the leaving employee.

B. Replacement Costs
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Administrative and other costs required to recruit and select a replacement.

C. Training Costs

—

The costs, including the wages paid the new employee, of training.

D. Lost Productivity Costs

—

The costs associated with the difference in productivity between the leaving
employee and the new hire, as well as the costs incurred until the position is
filled.

E. Less Salary Savings

—

The difference in salaries paid to leaving versus arriving employee, as well as
the salary saved when the post is not filled.

Total Cost Per Turnover = $
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