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The True Cost of
No HR Program

Quantify the financial impact of HR gaps on your business

LESSON OVERVIEW

Duration: 15 minutes reading Format: Text + Case Studies + Cost Worksheet

Learning Objective

Quantify the financial impact of HR gaps (bad hires, turnover, culture drift) on your specific
business and understand the ROI of building simple HR systems.

What You'll Walk Away With

A clear understanding of what bad hires actually cost (not just salary)
Real numbers on turnover impact for your business size

The hidden productivity loss from culture drift

A personalized cost calculator showing YOUR financial exposure
The financial case for investing in HR systems
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Your Business Moment: The Numbers Nobody Talks About

Let's do something most business owners avoid: look at the real cost of people problems.

You won't like what you find. But once you see it, you'll understand why HR isn't optional.

Friedrich's Reality Check

Friedrich Sanchez runs a CPA firm with 12 employees. His business model relies on smart,
detail-oriented people—and he's always paid well to attract them.

In 2024, his top tax specialist, Maria, left unexpectedly. No warning. She'd gotten an offer from a
larger firm and took it.

Friedrich's reaction: "It's just one person. We'll find someone."

But here's what actually happened:

Month 1: The Departure
« Maria gives two weeks' notice
« Friedrich spends 10 hours on transition (instead of billable work): ~$2,500 in lost billing
« Maria's projects are reassigned to other staff, who work evenings to catch up: ~$4,000 in
overtime
Months 2—-4: The Vacancy
* The position sits empty for 3 months (recruiting, interviewing, hiring)
+ Client work is split among remaining staff—they're stretched thin

« Quality drops slightly; one client notices and reduces their engagement: ~$8,000 in lost
annual revenue

« Staff is exhausted; morale dips: two staff members are now looking (you don't know this
yet)
Months 5-6: The Replacement Ramp
* Friedrich hires David, a solid mid-level person (not Maria's level, but good)

» David needs 3 months to understand the firm's processes, client relationships, and
standards

« During those 3 months, David makes mistakes that Friedrich has to fix: ~$3,000 in
rework

 Friedrich spends 8 hours/month training and coaching David: ~$2,000 in owner time

Months 7-8: The Second Departure

+ Two staff members leave because they're burned out and see no path to growth
* Friedrich is shocked—they were good people
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By Month 8, Friedrich realizes the true cost:

Cost Category Amount

Lost productivity during vacancy (3 months) $28,000
Recruiting and hiring costs (ads, time, background checks) $6,000
Overtime and burnout from coverage $4,000
Lost client revenue $8,000
Training and rework with new hire $5,000
Second wave of departures (recruiting again) $8,000
Owner time in crisis management $4,000

TOTAL $63,000

Plus the intangible costs: stress, lost relationships, reduced firm reputation, and knowledge that
walked out the door.

THE KICKER

Maria left because she didn't see a development path. A structured feedback system and clear
growth plan would have cost Friedrich $2,000 and kept her.

The Truth About Hidden Costs

Here's what most owners think about turnover:
"It costs about one year of salary to replace someone. If they made $60K, that's $60K."

This is wildly wrong. It's usually much higher.

The average cost of turnover is 50—200% of annual salary. For a $60K employee, that's $30K—
$120K. For a $100K employee, that's $50K—$200K.

Why? Because replacement cost isn't just salary. It includes:

1. Lost Productivity During Vacancy

When someone leaves, their work doesn't disappear. It gets:

* Reassigned to others (who slow down on their own work)
+ Delayed (projects take longer or miss deadlines)
» Done poorly (because nobody knows the client relationships or nuances)
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TYPICAL LOSS

50-75% of the departed person's productivity, per remaining staff member covering the role, for 2—4
months.

2. Recruiting and Hiring Costs

These are direct out-of-pocket expenses:

Job advertising (LinkedIn, Indeed, industry job boards): $500-$2,000
Recruiting software or agency fees (if outsourced): $1,000-$8,000
Background checks and pre-employment screening: $300-$1,000
Interviewer time (internal staff interviewing): $1,500-%$4,000

TOTAL RECRUITING COST PER HIRE
$3,300-$15,000 (depending on role level and tightness of talent market)

3. Onboarding and Training

New people don't hit productivity on Day 1. They need:

Manager/mentor time (training, answering questions, oversight): 10-20 hours/month for
3 months = $3,000-$6,000

Peer training and knowledge transfer: 5-10 hours/month from colleagues = $2,000—
$4,000

Rework and mistakes (new person gets something wrong, someone fixes it): $1,000—
$3,000

Tools and equipment setup: $500-$1,000

TOTAL ONBOARDING COST
$6,500—-$14,000 per new hire

4. Client and Relationship Impact

This is the one owners don't think about, but it's real:

Client relationships reset: If the departed person had a relationship with a client, that
relationship is at risk

Lost context: New person doesn't know the client's history, preferences, special needs
Reduced revenue: Some clients pull back or leave because of the transition

Slower project delivery: Projects take longer because the new person doesn't know
shortcuts
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TYPICAL CLIENT IMPACT LOSS
$5,000-$20,000 (varies by role and client dependence)

5. Morale and Engagement Dip

When someone leaves, remaining staff feel:

e Scared: "Am | next? Is the business in trouble?"
« Stressed: "Now | have to cover their work"
* Undervalued: "If they left, maybe | should too"

Result: Productivity dips 10—-20% for remaining staff during the transition, and turnover
accelerates.

TYPICAL MORALE LOSS
$3,000-$8,000 in morale-driven productivity loss over 2—3 months

The Full Turnover Cost Formula

Here's what a single mid-level departure actually costs:

Component Time/Amount \ Typical Cost

Lost productivity during vacancy (2—  50-75% for 2-3 people $10,000-$18,000
4 months)

Recruiting and hiring Job ads, background, interviews $3,300-$8,000
Onboarding and training Manager/mentor time, rework $6,500-$14,000
Client/relationship impact Lost revenue, slower delivery $5,000-$15,000
Morale and engagement loss Rte?fuced output from remaining $3,000-$8,000

sta

TOTAL PER DEPARTURE $27,800-$63,000

FOR MOST SMBs
$40,000-$50,000 per mid-level employee departure.
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The Cost of Bad Hires

Now let's look at the other side: hiring the wrong person in the first place.

Bad hires are even more expensive than turnover because they cost you money while
they're still here.

What Makes a Bad Hire?

A bad hire is someone who:

+ Can't do the job (lacks skills or fit)

* Doesn't fit the culture (values misaligned, wrong personality fit)

» Creates problems (negative attitude, doesn't follow process, creates conflict)
» Stalls your business (you spend time managing them instead of growing)

TIMELINE

The typical bad hire stays 3—6 months before you realize it, then takes another 2—4 weeks to
terminate.

The Bad Hire Cost Breakdown

Here's what a bad hire actually costs (from hire to departure):

Recruiting/hiring costs (got the hire wrong, need to recruit again) $4,000-$8,000
Lost productivity (subpar work for 3—6 months) $15,000-$30,000
Team disruption (others covering, lower morale) $3,000-$8,000
Client impact (service issues, lost relationships) $2,000-$10,000
Replacement costs (recruiting and onboarding the next person) $10,000-$20,000

TOTAL PER BAD HIRE $34,000-$76,000

FOR MOST SMBs
$50,000-$60,000 per bad hire.
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The Hidden Cost: Culture Drift

There's one more cost that's harder to measure but equally real: culture drift.

When you don't have HR systems, people aren't aligned. They don't know what's expected.
Standards drift. Cliques form. Good people become less engaged because they don't see clarity
or fairness.

What Culture Drift Looks Like

* People work in silos instead of as a team

* There's no shared sense of "how we do things here"

e Communication breaks down; rumors fill the vacuum

» High performers see no clear path to growth or recognition

* People feel they're treated unfairly (even if they're not)

* Productivity drops because people are confused about priorities or feel unmotivated

The Productivity Tax

Research shows that culture drift causes a 12—20% productivity loss across the team.

EXAMPLE CALCULATION

For a 10-person team at $500K payroll (average $50K/person):
» Baseline productivity: 100%

» With culture drift: 80—88% (12—-20% loss)

* Lost output: $60,000-$100,000/year

Your Numbers: The Cost Calculator

Now let's calculate what HR gaps are costing YOUR business.

Use this simple calculator to plug in your numbers:

STEP 1: Team Size and Payroll

Input Your Number

How many employees do you have?
Average salary per employee $

Total annual payroll (employees x average salary) $

© 2026 BizHealth.ai | BizGrowth Academy | All Rights Reserved Page 7



BiZHealth'ai HR 101 Foundation | Lesson 2

STEP 2: Bad Hires in the Past 2 Years

Include anyone you fired, demoted, or restructured out because they didn't work out.

Input Your Number

How many people turned out to be the wrong fit?

Cost per bad hire (average $55,000) $55,000
Total bad hire cost (# bad hires x $55,000) $

STEP 3: Good People Who Left

Include people who left for other jobs, better opportunities, or who burned out.

Input Your Number

How many good people have left in the past 2 years?

Cost per departure (average $45,000) $45,000
Total turnover cost (# departures x $45,000) $

STEP 4: Culture Drift Productivity Loss
Estimate your team's productivity on a scale of 1-10:

* 10 = Crystal clear on expectations, aligned, motivated, low turnover
* 1= Confused, misaligned, demoralized, people leaving

Your Score Productivity Loss Estimate

10 0% loss
9 2—4% loss
8 5-8% loss
7 10-12% loss
6 12-15% loss
5 or below 15-20% loss
Your productivity score (1-10) ____ 110
Your estimated productivity loss (%) %
Annual payroll (from Step 1) $

Culture drift cost (payroll x % loss) $
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STEP 5: Total 2-Year HR Impact

Category Amount

Bad hire costs

Turnover costs

@ &NH B

Culture drift (annual x 2 years)

TOTAL 2-YEAR IMPACT

‘

How to Interpret Your Numbers

Under $50,000 You've been relatively lucky, or you're a very small team. But even one
more bad hire or departure could push you over $100K.

$50,000-$150,000 This is typical for a 5-15 person business. You're losing real money to
people problems. Building HR systems is a no-brainer ROI.

$150,000+ This is a crisis. You're losing more than one employee's annual salary to
people problems. Every month you wait to build systems costs you
thousands.

The Financial Case: ROl of HR Systems

Here's the good news: Fixing people problems has immediate ROI.

Research shows that structured HR systems prevent 60—70% of people problems.

Conservative ROI Calculation

Assume you build simple HR systems (hiring process, onboarding, feedback, handbook) and
prevent 50% of future people problems:

IF YOUR 2-YEAR COST WAS $100,000:

* 50% prevention = $50,000 saved per 2 years = $25,000/year

« Cost to build basic systems = $3,000-$5,000 (templates, time, training)
+ Year 1 ROI: 500-800%

IF YOUR 2-YEAR COST WAS $150,000:

+ 50% prevention = $75,000 saved per 2 years = $37,500/year
« Cost to build basic systems = $5,000-$8,000

 Year 1 ROI: 470-750%
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THE BOTTOM LINE

Even conservative estimates show 5x to 10x return in Year 1 alone.

Real-World Example: Friedrich's Recovery

After Friedrich calculated his costs, he committed to building three HR systems:

1. Structured hiring process (documented, consistent interviews, reference checks)
2. Onboarding checklist (30-60-90 day plan for every new hire)
3. Quarterly feedback conversations (every staff member gets one)

Metric Result

Time to build 6 weeks
Cost $2,000 in templates and training
Prevented 1 bad hire Saved $55,000
Reduced turnover by 30% Saved $25,000 (prevented 1 departure)
Culture productivity improved by 8% Gained $8,000
Total benefit $88,000
Net ROI 4,300%

And Friedrich would tell you the biggest win wasn't the money—it was the peace of mind.
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Key Takeaways from Lesson 2

1. Bad hires cost 50—200% of salary. Most SMBs see $40,000-$60,000 per bad hire when
you include lost productivity, recruiting, onboarding, and client impact.

2. Turnover isn't just one year of salary. It's typically $40,000-$60,000 per mid-level
employee departure, including vacancy, recruiting, onboarding, and morale costs.

3. Culture drift is a hidden productivity tax. Without clear systems and expectations, you lose
12-20% of team productivity annually—$60,000-$100,000 for a 10-person team.

4. Your 2-year HR cost might shock you. Most 5-15 person teams are experiencing
$50,000-$150,000 in avoidable people costs over 2 years.

5. HR systems have 500%+ ROl in Year 1. Even conservative estimates show that preventing
50% of future people problems pays for system-building 5-10 times over.

6. The real benefit is peace of mind. You move from reactive crisis management (20+
hours/week) to proactive leadership (4—6 hours/week).

7. You can build this with templates and time, not consultants. Three foundational systems
(hiring, onboarding, feedback) cost $3,000-$8,000 to implement and save $25,000-$40,000
annually.

Lesson 2 Downloads

Three tools to deepen your learning and start calculating your specific cost:

1. HR Cost Calculator Worksheet (Excel or Google Sheets)
Use this to: Input your actual numbers and see your 2-year HR impact in real time.

Includes: Team size inputs, bad hire calculator, turnover calculator, culture drift estimator, total
impact summary, ROI projection.

2. Cost of Turnover Breakdown Template (PDF)
Use this to: Understand each component of turnover cost and customize to your business context.

Includes: Itemized turnover cost breakdown, lost productivity calculator, recruiting cost template,
onboarding estimator, client impact guide.

3. ROI of HR Systems One-Pager (PDF)
Use this to: Show your team or leadership why investing in HR systems makes financial sense.

Includes: Research-backed benefits, before/after comparison, conservative ROI projection (500%+
Year 1), Friedrich's case study, quick action checklist.
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Take 15 minutes and work through the HR Cost Calculator Worksheet. Get your actual number.

Some business owners feel relief: "Okay, I'm not as bad as | thought."
Others feel urgency: "Wow, I'm losing real money every month. | need to fix this now."”

Both reactions are valid. Both lead to action.

THE MOMENT OF TRUTH

You now know what people problems are costing you. The question isn't whether you can afford to
build HR systems. The question is: can you afford NOT to?

Moving Forward

Lesson 1 gave you the framework. Lesson 2 gave you the financial case.

Now it's time for clarity: Where are you actually starting from?

COMING NEXT
Lesson 3: HR Maturity — Where Are You Now?

You'll use the interactive HR Maturity Assessment Tool to diagnose your current state across 8
domains. You'll get:

v Your maturity level (1-4)
v Your priority gaps (what to build first)

v Specific next steps based on where you stand

A Closing Thought

You're not behind. You're not irresponsible if you haven't built formal HR systems yet.

You're in the majority. Most SMB owners wake up to people costs and say: "l didn't know
it was costing that much."

Once you know? You can fix it.

Ready to know exactly where you stand? Continue to Lesson 3.
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Stop Guessing. Start Growing.

www.bizhealth.ai
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Questions? Feedback? Let us know.
We're building this for you.

This educational content is provided for informational purposes only and does not constitute legal, financial, or professional
HR advice; consult with qualified professionals (such as an employment attorney or HR specialist) before implementing any
policies or practices in your specific business context.
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