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By Jill Schwieters

Is Your Back Door Open? 
Understanding the Hidden Costs of 
Employee Turnover

Physicians want high quality experienced staff caring for 
their patients.

According to the study Curing a Sick 
System, conducted by International Data 
Corporation, more than 30 percent of 
healthcare executives allocate more than 20 
percent of their budget to agency costs to 
fi ll nursing and other essential positions. 

In addition, healthcare organizations 
spend millions each year on recruitment 
expenses in the form of recruitment 
bonuses, referral programs, print 
advertising, job boards, and other tactics 
to attract new employees. Human 
Resource departments chase after 
requisitions to keep up with growing 
vacancies. Projections for the healthcare 
workforce shortage are grim. 

The U.S. Department of Labor projects 
the Health Services Industry workforce 
will grow by 27% through 2014 compared 
to the 14% growth projected for all other 
industries. This is due in large part to the 
high turnover in healthcare coupled with 
the projected retirements from the labor 
force. Compounding this challenge the 
demand for health services will increase 
as the population ages and lives longer.

So while healthcare organizations are 
spending millions on agency utilization 
and recruitment strategies to solve 
the current shortage, what strategies 
are being deployed to retain current 
employees and prevent them from 
walking out the back door? Too often, 
healthcare organizations are so focused on 
recruiting new employees that attention 
to employee retention slips, resulting in 
turnover increases. 

With labor costs comprising nearly 60% 
of operating expenses for healthcare 
organizations, effectively managing 
these costs needs to be a top priority for 
leaders. The costs of turnover are easy to 
quantify: separation costs; training costs; 
recruitment costs; agency utilization; 
overtime costs attributed to the vacancies; 
and premium pay and/or bonuses for 

staff to cover vacant shifts all comprise the 
high cost of turnover. In addition to these 
costs, think of the increased quality of care 
and regulatory compliance risk created 
by staffi ng shortages and inexperienced 
employees as a result of high turnover. It 
is certainly cheaper to retain an employee 
than to fi nd a new one, train them, and 
get them up to speed.

Internal auditors should consider 
whether their organization is tracking 
these operating costs and assess the 
completeness and accuracy of these 
statistics. Since internal auditors are 
concerned with effectiveness and 

effi ciency of the system of internal 
controls in the organization, the turnover 
issue should be one that is on their radar. 

The Society for Human Resource 
Management calculates that the costs 
associated with losing an employee add 
up to about 150% of the employee’s 
annual compensation. This standard 
formula makes it very easy to calculate 
the cost of turnover to your organization. 
Take an average compensation rate for the 
job category that is experiencing the most 
turnover and see your own results! The 
number can be a staggering one.

In addition to the more obvious cost 
of turnover outlined above, there are 
signifi cant costs that are often forgotten 
that continue to increase the fi nancial 
impact the cost of turnover has on the 
bottom line. 

These additional costs of turnover 
include:

Knowledge Loss and Experience 
Costs–Healthcare organizations invest 
signifi cant time and resources in formal 
orientation and training. Both new 
employees and regular staff participate 
in training to ensure basic competencies, 
familiarity with equipment, and 
compliance with policies and procedures. 
As turnover occurs, this acquired 
knowledge is lost and will not be regained 
at the same level of expertise for some 
time. Especially as experienced or high 
performing staff leave, the loss to the 
organization is signifi cant. 

In addition to the formal training an 

employee receives, informal training 
occurs all the time as employees 
learn from each other and from their 
experience. They are continually 
sharpening their skills and expertise, and 
that adds value to the department and the 
employer. 

Historical knowledge and organization-
specifi c information an employee gains 
while working is valuable as well. We 
all have worked with the organizational 
historian and know what a benefi t it can 
be to understand what has occurred in 
the past and why decisions were made. 
As experienced employees leave an 
organization, they not only take the 
clinical expertise and knowledge with 
them, they take the organizational context 
with them as well. (e.g. Who do I really 
call to get that procedure done right? Who 
was on that facilities task force and what 
implications did they consider last year? 
Who are the informal leaders that help me 
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get my job done more effi ciently within 
the organization?)
This knowledge is seldom documented 
and only learned on the job over time. 
This information helps an employee be 
successful while in their role. As turnover 
occurs the information just walks out the 
door. 
Labor Productivity–As experienced 
staff leave the organization, labor 
productivity declines. Employees who 
are highly competent, knowledgeable, 
and experienced within an organization 
typically function more productively. 
They know the policies and procedures 
very well; they have their routines down 
and typically need less supervision or 
training. As experienced employees 
leave the organization, it takes time for 

new employees to become productive. 
We call that “time to productivity”. New 
employees need to learn the processes 
and procedures to do their work, as well 
as identifying the informal channels to 
get work done. Productivity is achieved 
through repeatable and consistent 
processes that are designed in an effi cient 
manner. Employee productivity and 
their abilities increase as they gain 
more experience following established 
processes.
Customer Service and Confi dence–
Organizations with experienced, 
competent, and engaged staff provide 
higher quality service. We all have been 
at a restaurant when a new waitress 
was being trained. The waitress was 
unsure of the menus, the prices, and 
where supplies are located. Despite the 
new employee’s positive attitude we 
are left with a hope that our order will 
be served to us exactly as we ordered 
it. The same is true for healthcare 
workers. As patients realize they are 
with a new staff member or even a 
less experienced nurse, they often lose 
confi dence in the services they will be 
provided. Physicians, as well, want high 
quality experienced staff caring for their 
patients. Physicians get very nervous 
when turnover occurs. They know it 
will affect the care their patients receive. 
Loss of customer, patient, and physician 
confi dence may affect the organization’s 
bottom line.

In addition, as turnover occurs, staffi ng 
levels are impacted and the remaining 
staff are either working short-handed 
or having to pick up additional shifts to 
help cover for the open positions. The risk 
of burning out the remaining workers 
is high and will impact their ability to 
provide high-quality patient care. They 
may become dissatisfi ed and unengaged 
and this affects their productivity and 
performance which increases the risk 
profi le of the organization. 
Quality–Measuring the quality of patient 
care is still an evolving science as experts 
agree to and defi ne the measurement 
methods and indices. The quality of 
patient care, however, is measured every 
day without regulation by the patients, 
physicians, and other care providers. In 

an article published in the September/
October 2005 issue of Nursing Economic$, 
Dr. Peter Buerhaus and associates found 
that the majority of RNs (79%) and 
Chief Nursing Offi cers (68%) believe the 
nursing shortage is affecting the overall 
quality of patient care in hospitals and 
other settings, including long-term care 
facilities, ambulatory care settings, and 
student health centers. 
Published in the March 2006 issue of 
Nursing Economic$, a comprehensive 
analysis of several national surveys on the 
nursing workforce found that a majority 
of nurses reported that the RN shortage 
is negatively impacting patient care and 
undermining the quality of care goals 
set by the Institute of Medicine and the 
National Quality Forum.
As quality of patient care is compromised 
due to staffi ng shortages and rising 
turnover, organizational labor costs 
will continue to rise. A comprehensive 
plan needs to be developed now to deal 
with these workforce challenges. If your 
organization does not have a plan in 
place, or it is not producing effective 
results, the internal audit function can 
help the organization by conducting an 
operational audit to determine where 
improvements may be warranted. 
Naturally, your HR function might not be 
happy with the audit report, but nursing 
and ancillaries should appreciate your 
efforts on their behalf. Following the fi ve-

step approach below can get you started 
and will help close your back door to 
costly turnover. 

Step 1: HR Metrics

It is important to start with baseline 
data to understand where your 
organization is now, so as a plan is put 
into place to improve; you can measure 
its effectiveness. These HR metrics 
include: vacancy rates, cost per hire, 
turnover rates, and data for specifi c 
key roles like nursing or therapies, 
temporary agency costs, and overtime 
percentage to total payroll. Look to 
professional organizations like SHRM, 
HRMA, ASHHRA, or Saratoga to obtain 
the formulas for calculating these costs. 
You need these metrics to benchmark 
your data against other organizations 
to measure your performance. If your 
organization or health system uses 
a formula for calculating vacancy or 
turnover that is different from the formula 
professional organizations use, keep those 
differences in mind when comparing the 
data.

 Also, use the same methodology for at 
least three years to give time to track your 
progress. Use a technology solution to 
calculate the data more effi ciently.

Once you have the tracking methods 
complete, run the data once a month, and 
trend over time. 

Step 2: Hold the Organization 
and Leaders Accountable for the 
Data
Too often people confuse the purpose 
of HR Metrics. They use it to measure 
the Human Resource department’s 
effectiveness and expect them to improve 
the data. It is the organization’s data 
and a collective effort needs to be made 
to improve it. HR Metrics should be 
tracked by HR and communicated to 
the organization’s leadership through 
monthly dashboard indicators. These 
indicators should be measured and 
communicated much like fi nancial or 
other performance indicators. Leaders 
throughout the organization need to be 
held accountable for the organization’s 
performance, just as most leaders have 
some level of performance accountability 
for the overall fi nancial performance of 
the organization. Given the signifi cant 
impact that labor costs have on the overall 
fi nancial viability of an organization, why 
not hold leaders accountable for turnover 
rates, vacancy rates, and employee 
retention? 

Too often people confuse the purpose of HR Metrics.
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It is easy for leaders to say, “I can’t 
control turnover. I cannot solve the 
healthcare worker shortage. I don’t want 
to be measured by my voluntary and 
involuntary turnover”. Well, they cannot 
solve the healthcare worker shortage, 
but they can impact turnover in their 
department. Actually, who better to 
hold accountable for reducing turnover 
than the manager who hires, orients, 
trains, develops, and retains employees? 
Turnover and retention statistics should 
be on every leader’s performance 
evaluation. Most studies show that one 
of the primary reasons people leave their 
jobs is due to poor leadership. If a person 
is going to serve in a leadership role, 
then they should know the enormous 
responsibility they hold and be held 
accountable for it. 

Reasonable benchmarks should be 
determined and progress should be 
measured for leaders to achieve this. 
Turnover happens, so holding a leader 
accountable to manage it does not mean 
the number needs to be zero. In reality, 
many studies show that no turnover is 
not desirable. It does not support change, 
new ideas, and ensuring the departure of 
employees that need to go. But working 
with leaders to set reasonable turnover 
goals that will position their department 
and the organization for success needs 
to happen. It will improve the quality 
of work-life for other employees, for the 
manager, and it will reduce overall labor 
costs for the organization.

Step 3: Design Retention Programs 
and Target your High Risk Groups
Once you have good data and know 
where you are at the greatest risk for 
turnover, put targeted programs in 
place to address these problem areas. 
Stop worrying about the need to treat 
everyone equally. In healthcare, you have 
to tailor programs to meet the needs 
of your workforce. What is important 
to a graduate nurse is very different 
from what is important to a fi fteen-
year pharmacist. Watch for trends in 
the marketplace and make sure you 
are offering competitive programs and 
benefi ts. Also watch out for generational 
differences. Tailor retention programs 
where the program itself can be adaptable 
for employees with different needs.

First-year retention is a challenge for 
every organization. Employees tend 

to leave soon if they have not been 
treated well early in the employment 
relationship, or did not receive the 
orientation and training they thought they 
would get. Typical fi rst-year turnover 
rates average around 25% and are even 
higher in the healthcare industry. Measure 
fi rst-year turnover and develop a program 
to decrease it. A First Year First program 
does not need to cost a lot of money. It 
is primarily about good follow-up and 
listening to understand how a new hire’s 
orientation is going and what else the 
organization or leader can do to make the 
experience more satisfying. 

A First Year First program can also give 
you insights about adjustments that need 
to be made to recruiting, orientation, and 
on-boarding to make them more effective. 
It is free consulting from your target 
customer on how to the organization can 
perform better. 

Step 4: Engage Employees in 
Improving Turnover
As organizational goals are set and the 
HR Metrics are included in the monthly 
performance indicators, efforts should be 
made to engage the entire organization in 
improving the turnover rate, reducing the 
vacancy rate, and improving employee 
retention and engagement. The leaders 
are being held accountable to improve 
the metrics, but they do not need to do 
it alone. Engaging all the employees in 
the efforts will only make the work more 
successful and fun for everyone. 

Employees will view the efforts favorably 
because they are being asked to get 
involved in an important initiative that 
will have direct impact on the bottom line. 
They are also great sources of information 
on retention strategies since they are the 
target audience as well. Everyone likes to 
feel their voice counts and that they are 
heard. Keep in mind though, if you ask 
employees to participate in the work, or 
have asked them for their opinion you 
have to be willing to do something with 
the information. Failure to act on their 
efforts could lead to bigger and more 
turnover problems. 

Step 5: Evaluate, Evaluate, Change, 
Change…
You have taken the most important 
step by understanding that you need 
to do something to reduce turnover in 

the organization. The fi nal step is to 
evaluate the effort’s effectiveness and 
continually improve upon it. Whatever 
you choose to do to reduce turnover is 
better than doing nothing. By calculating 
the metrics, tracking them routinely, 
holding leaders accountable for their role 
in the improvement efforts, and seeking 
out programmatic and organization-
wide ways to improve can only help. 
Creating an organizational awareness of 
the issue and engaging employees to help 
will begin to push change in the right 
direction. Do not be afraid to change the 
strategies over time and adapt as needed. 
Remember, workforce challenges require 
new and different tactics. Sometimes just 
keeping things fresh gives employees the 
sense that the organization is willing to 
try new things to improve the culture, 
provide a better experience for employees, 
and subsequently reduce the turnover. 

Summary
Healthcare organizations can incur 
signifi cant operating costs that cause 
a drag on the bottom line and degrade 
quality of services when managers fail to 
retain qualifi ed staff. In today’s healthcare 
environment of shrinking human assets 
caused by retirement, burn out, and 
unwarranted turnover, more attention 
needs to be paid to ensuring that effective 
metrics and retention programs are in 
place and functioning at high levels of 
effi ciency. Internal auditors have a role 
to play by reviewing and reporting on 
what the organization is doing to manage 
its most valuable asset and to train or 
discipline managers whose staff retention 
metrics are below established standards. 
NP
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Good judgment comes from experience … and a lot of that comes from bad judgment.
~Will Rogers


