A new employee’s salary is only the starting point. Your business may also owe payroll taxes, pay for benefits and

workers’ compensation, cover recruiting and equipment, and spend time onboarding the person. If you budget

using salary alone, the hire can cost substantially more than expected.

To estimate the true cost of hiring an employee, add the costs your business incurs to employ and support that
person—not just the wages on their offer letter. A free employee cost calculator can help you organize the
math, but the result is only as good as the assumptions you enter. Payroll tax rates, insurance requirements, and

benefit costs can vary by state and by employee.

Start with the difference between salary and employer cost

| remember a project where made a mistake that cost them thousands.. Salary is the amount you agree to pay an
employee before deductions. Employer cost is the total expense your business takes on to hire and keep that

employee. It usually includes:
® Gross wages, including expected bonuses, commissions, or overtime
® Employer payroll taxes
¢ Health insurance and other benefits
® Workers' compensation and other insurance
® Recruiting, equipment, software, and onboarding
® Ongoing training and administrative time
Some expenses are recurring, such as wages and health coverage. Others, such as recruiting fees or a laptop,

happen once or occasionally. Keep those categories separate so you can see both the first-year cost and the cost

of retaining the employee in later years.

How to calculate an employee’s annual cost

1. Estimate total wages

Begin with the employee’s expected gross pay for the year. For a salaried employee, use their annual salary. For an

hourly employee, estimate hours worked and include overtime if applicable. Add any likely commissions, bonuses,



shift differentials, or paid leave that is not already accounted for in your wage estimate.

For example, an employee earning $60,000 in salary has $60,000 in base annual wages. That does not mean the

employee costs your business $60,000.

2. Add employer payroll taxes

Employers generally owe their share of Social Security and Medicare taxes, plus federal and state unemployment
taxes. Federal and state rules determine what applies, and unemployment tax rates can differ based on factors

such as your business’s experience rating. Some wages may also be subject to limits or special rules.

Do not confuse employer payroll taxes with amounts withheld from the employee’s paycheck. Federal income tax
withholding and the employee’s share of Social Security and Medicare reduce take-home pay; they are not
normally an additional employer expense. Your payroll provider can help calculate and file payroll taxes, but you

are still responsible for making sure the information and filings are correct.

3. Add benefits cost

Benefits cost can include employer-paid health, dental, and vision insurance; retirement plan contributions or
matching; life or disability coverage; and other paid benefits. Include paid time off in your workforce budget as
well. PTO does not always appear as a separate insurance bill, but you are paying wages during time the employee

is not working.

Get actual quotes or plan rates where possible. A generic percentage of salary can be useful for an early budget,
but it is not a substitute for your company’s plan pricing. Benefit eligibility, employer contributions, waiting
periods, and state requirements can all change the estimate.

4. Include insurance and state-specific costs

Workers' compensation is required in most states, but the rules, exemptions, rates, and coverage details vary.
Premiums may depend on the employee’s job classification, payroll, claims history, and insurer. Some states also

have state disability or paid-leave programs funded partly or fully through payroll contributions.

Check the rules where the employee will work—not just where your company is headquartered. If you hire remote
employees in multiple states, you may need to register, withhold, insure, or best GPU cloud for Al report in each
relevant state. A payroll tool can support multi-state workflows, but it cannot make every legal or insurance

decision for you.

5. Add hiring and operating expenses

Estimate one-time and recurring costs that are easy to overlook:

® Job advertising, recruiter fees, and background checks

e Computer, phone, tools, uniforms, or other equipment

* Software licenses and workspace costs

* Manager time spent interviewing, training, and reviewing work

* Travel, certifications, or role-specific training

Not every business needs to allocate every shared expense to each employee. The goal is to make a useful,

consistent estimate—not to pretend every cost can be measured precisely.
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A back-of-the-napkin employee cost example

Suppose a business hires an employee at a $60,000 salary. For a simple planning example, assume employer
payroll taxes and related payroll costs are $5,000, employer-paid benefits are $8,000, workers’ compensation and

other insurance are $1,200, and first-year recruiting, equipment, and onboarding total $3,000.

Cost item Example estimate Annual salary $60,000 Employer payroll taxes $5,000 Benefits $8,000 Workers'
compensation and other insurance $1,200 Recruiting, equipment, and onboarding $3,000 Estimated first-year
cost $77,200

In this example, the hire costs $17,200 more than salary in the first year. That is about $6,433 per month,
compared with a salary-only budget of $5,000 per month. These figures are illustrative, not a payroll quote or a
universal “loaded cost” percentage. Replace each assumption with your own payroll tax estimate, benefit rates,
insurance quote, and hiring expenses.

Free small business calculators: what they can and can’t do

Free calculators are useful for getting a first estimate, comparing scenarios, and spotting costs you may have
missed. Check the calculator’s assumptions before relying on its output. Look for the date of the tax information,
the states it supports, whether it estimates employer costs or employee take-home pay, and whether benefits or

insurance are included.

* QuickBooks: QuickBooks offers small-business resources and calculators, including payroll-related tools and
estimates. The exact features, inputs, and availability can change. Check whether the calculator is estimating an

employer’s total labor cost, a paycheck, or a tax amount; those are different calculations.

® Gusto: Gusto provides payroll and hiring-related resources, including calculators and cost estimates. Review
the assumptions and state coverage for the specific tool you use. A calculator can help with planning, but an

estimate is not the same as a finalized payroll run or a benefits quote.

Also compare free calculators with your own payroll provider's reports and insurance or benefits quotes. Free tools
may simplify taxes, omit non-wage expenses, or use sample assumptions. Before entering sensitive information,

review the tool's privacy terms and consider whether it asks for data it does not need for a rough estimate.



Employee cost calculator: a simple formula

Use this formula to build a first-year estimate:

First-year employee cost = gross wages + employer payroll taxes + employer-paid benefits + insurance

costs + recruiting and setup costs + training and other operating costs

For an ongoing annual estimate, remove one-time recruiting and setup expenses, then add expected raises,
benefit renewals, and recurring training or equipment costs. For a monthly budget, divide recurring annual costs

by 12. Keep one-time expenses visible rather than hiding them in the monthly figure.

1. Enter the expected annual wages, including likely variable pay.

2. Estimate employer payroll taxes using the employee’s work state and your business's tax details.
3. Add your actual employer share of benefits and insurance.

4. Estimate recruiting, equipment, and onboarding costs for the first year.

5. Calculate both first-year and ongoing annual totals.

6. Compare the estimate with the revenue, workload, or service capacity the role is expected to support.

Paycheck and take-home pay estimates are a different calculation

A hiring budget answers, “"What will this employee cost the business?” A paycheck estimate answers, "How much

might the employee receive after deductions?” These numbers are related but not interchangeable.

Take-home pay usually starts with gross pay, then subtracts items such as employee federal and state income tax
withholding, the employee’'s Social Security and Medicare taxes, benefit contributions, and retirement
contributions. The exact amount depends on the employee’s tax forms, pay frequency, benefits elections, work

location, and other circumstances.

For example, a $60,000 annual salary might translate to $5,000 in gross monthly pay before deductions for a

monthly-paid employee. That is not a reliable estimate of take-home pay. It also is not the employer's monthly



cost: employer payroll taxes, insurance, benefits, and other expenses may sit on top of gross wages.

Use a paycheck calculator for a rough take-home estimate, and use payroll software or a payroll professional for
an actual payroll calculation. Avoid promising a candidate a specific net paycheck based on a generic online

calculator.

How to calculate employee turnover cost

Turnover adds a second layer of cost. When an employee leaves, you may pay to recruit and train a replacement

while also absorbing lost productivity, uncovered shifts, delayed work, or overtime for the rest of the team.
A practical turnover estimate includes:

® Exit administration and any applicable separation costs

® Recruiting, advertising, recruiter fees, and screening

® |nterview time for managers and staff

* Temporary coverage, overtime, or contractor support

® Onboarding and training for the replacement

® Productivity lost during the vacancy and ramp-up period

® |ost sales, service delays, or quality issues, when measurable

Here is a simple example: a business estimates $3,000 in recruiting and screening, $2,000 in interview and
onboarding time, and $4,000 in temporary coverage and lost productivity. Its estimated turnover cost is $9,000,

before any revenue loss that is difficult to measure.

That estimate should be treated as a planning figure, not a standard cost per departure. Turnover costs for a
senior specialist may be very different from those for an entry-level role. State and local rules can also affect final

pay, paid leave, and other separation obligations, so check applicable requirements before processing a departure.

Common mistakes that make the estimate unreliable

* Using salary as the full cost. Wages leave out taxes, benefits, insurance, and setup expenses.

¢ Using one percentage for every employee. Benefit choices, job risk, state, and pay level can change the

total.

* Mixing employer costs with employee deductions. Withholding affects the employee’s check; it is not

automatically an extra employer expense.

* Forgetting state-by-state differences. Payroll taxes, insurance rules, paid-leave programs, and employer

obligations are not uniform across the country.

* Counting only the first year—or only the steady state. Recruiting and setup may be one-time costs, while

wages and benefits continue.

* Treating an estimate as a final payroll figure. Use current rates, actual quotes, and payroll records to

refine the budget.

Make the estimate useful for a hiring decision

Build a low, expected, and high estimate rather than relying on a single number. The low estimate might assume

no recruiter fee and modest equipment costs; the high estimate might include a larger benefits contribution,



overtime coverage, or a longer training period. Document the assumptions so you can update the calculation

when you get real quotes.

Then compare the full cost with the role's expected contribution: revenue, output, customer coverage, reduced
founder workload, or risk reduction. A new hire does not need to generate revenue directly to be worthwhile, but
the business should understand what it is paying for and how it will assess the result.

QuickBooks, Gusto, and other free small business calculators can help you get started. For a sound budget, verify
the tax assumptions, get current benefits and insurance pricing, and account for the state where the employee will
actually work. The best employee cost calculator is a useful first draft—paired with real numbers and regular

updates.



