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INTRODUCTION

The cost no-one sees
Every CFO can tell you, to the nearest euro, what a refund costs the company. Most can tell you what an additional support contact costs, what an
order return costs, even what a documented complaint costs to resolve. These are the visible costs of poor customer experience — the ones that
show up as line items on someone's budget and therefore get measured.

Almost no CFO can tell you, with any precision, what a defected customer cost the company. Or what a never-recommended-us customer cost. Or
what a one-star Google review cost in subsequent acquisition. Or what a stressed, customer-facing employee cost in their second year of
disengagement. These are the invisible costs — the lost opportunities — and in every business we have modelled, they are between three and ten
times larger than the visible ones.

This paper is a practical guide to making those invisible costs visible. It maps the seven categories of opportunity cost that poor CX produces, gives
a working formula for each, walks through a forensic case study, and ends with a 90-day plan for surfacing the numbers inside your own
organisation. It is short on philosophy and long on the things that finance teams will actually accept as a calculation.

What you will get

Seven concrete formulas. One forensic
case study. A 90-day plan for putting a
defensible number on the cost of poor CX
in your own company.

Who this is for

CEOs, CFOs, COOs and CX directors who
already suspect that the company is losing
more to poor experience than its
dashboards show — and want to prove it.

What's not here

Anecdotes about famous brands. Case
studies from twenty years ago. This paper
sticks to mechanisms, formulas and a
single fictional but realistic worked
example.
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PART I

The iceberg model of CX costs
If poor customer experience were a single line on the P&L, we would not be writing this paper. The problem is that its damage is distributed: tiny fragments of
revenue, margin and morale dispersed across a dozen functions, none of which owns the total. The result is a classic iceberg — a small share of the cost sits
visibly above the waterline and is routinely reported on, while the much larger share sits below and is, in most companies, completely unmeasured.

ABOVE THE WATERLINE — typically 15–25% of the total cost

Refunds & returns

Direct revenue write-off when
customers reject the delivered
value.

Support contacts

Marginal cost of every additional
ticket caused by friction in the
experience.

Documented
complaints

Time and remediation cost for
every formal complaint that has to
be processed.

Escalations & rework

Cost of operational re-doing when
the first attempt at delivery fails.

— waterline: everything below this line is real, material, and almost never measured —

BELOW THE WATERLINE — typically 75–85% of the total cost

Lost retention

Customers who would have
stayed, but didn't. The largest
hidden cost in every model we
run.

Higher CAC

More marketing spend needed to
replace defectors and overcome
reputational drag.

Forgone upsell

Existing customers who never
buy the second product after the
first one disappoints.

Employee attrition

Frontline staff burning out from
difficult interactions — plus hiring
and training cost.
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PART I (continued)

Why hidden costs stay
hidden
It's nobody's line item
Lost retention does not appear on any single department's budget. It is a
non-event — the absence of revenue that nobody promised in the first place.
The same is true of forgone upsell, slower organic acquisition, and almost
every other below-waterline cost. None of them has a natural owner inside
the org chart, so none of them gets a regular meeting, a forecast, or a KPI.

The accounting system can't see it
Traditional accounting measures what happened, not what didn't. The whole
concept of opportunity cost is — by construction — invisible to the general
ledger. Even sophisticated FP&A functions, which routinely model future
revenue scenarios, rarely model the foregone revenue from CX failures,
because the data does not arrive in a form they recognise.

The dashboards reinforce the asymmetry
Most CX dashboards show NPS, CSAT, complaint volume and response
rate. They almost never show cost-of-poor-CX in any form. A leader looking
at the dashboard sees "NPS is up 4 points" but never sees "poor CX cost us
€2.3M last quarter" — and so the latter never becomes part of the
conversation.

What changes when the costs are surfaced
In every CX programme where we have helped a client put a number on
opportunity cost, three things change almost immediately:

•  Prioritisation flips. Initiatives ranked on "strategic importance"
suddenly get re-ranked on quantified financial impact — and the order
usually changes.

•  Cross-functional ownership emerges. Once a number is attached to
lost retention or higher CAC, finance, marketing and operations all want a
seat at the CX table.

•  Investment cases become defensible. A €400k CX programme is no
longer competing with "strategic" budgets; it is competing with
cost-of-inaction figures in the millions.

The single most useful number

If you can produce one credible figure — the annual cost of poor CX
in your own company — you have done 80% of the work. Every other
CX investment decision becomes a comparison to that number. The
rest of this paper is about how to produce it without overstating,
understating or wandering into territory the CFO will reject.
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PART II

Seven categories of opportunity cost
Across roughly forty client engagements, the cost of poor customer experience reliably lands in one of seven categories. The taxonomy below is deliberately
exhaustive: every below-the-waterline cost we have ever encountered fits somewhere in this list. Tracking all seven, even roughly, gives a defensible total.
Tracking three or four leaves you with a believable but consistently low estimate.

# Category Mechanism Primary signal Time horizon

1 Lost retention Dissatisfied customers leave at the next opportunity. Detractor churn rate vs. promoter churn
rate

Months 3 – 24

2 Increased CAC Reputation drag forces more marketing spend to replace
lost customers.

Cost per acquisition trending up, lower
brand-search share

Months 6 – 24

3 Forgone cross- / up-sell Existing customers refuse the second product after the first
disappoints.

Attach rate by NPS band, expansion deal
velocity

Months 3 – 12

4 Service & complaint handling Operational rework, refunds, escalations, returns absorb
margin.

Cost per contact, returns rate, complaint
volume

Immediate

5 Employee attrition Frontline staff burn out and leave; recruitment and ramp-up
costs follow.

Voluntary attrition rate,
time-to-productivity, eNPS

Months 6 – 18

6 Brand reputation drag Negative reviews and word-of-mouth reduce organic
acquisition.

Review score, share of organic traffic,
branded-search volume

Months 12 – 36+

7 Slowed market expansion New segments / markets harder to enter because of an
already-damaged reputation.

Win-rate in new segments, sales cycle
length

Months 12 – 36+
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PART III

How to put a number on each
The seven categories share a common modelling logic: identify a population, multiply by a per-customer difference between the "bad CX" world and the "good
CX" world, then convert to margin. Each category has its own twist, but the bones of the calculation are the same. The next four pages walk through each, with a
working formula and a quick illustrative number.

Notation used in the formulas

N = number of affected customers · ARPA = annual revenue per
customer · m = gross margin · Δ = the difference in behaviour
between a satisfied and a dissatisfied customer for that variable · L =
expected residual customer lifetime (years). All formulas yield an
annual cost; multiply by horizon as needed.
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1
STEP 1

Lost retention
Dissatisfied customers churn at materially higher rates than satisfied ones.
The cost is not just the lost annual revenue but the entire residual lifetime
value of customers who would otherwise have stayed.

Working formula
Cost = N

detractor
 × Δchurn × ARPA × m × L

Quick example
5,000 customers, 18% are detractors. Detractor churn 24% vs promoter
churn 5%. ARPA €4,800, margin 62%, residual life 4 years. Cost = 900 ×
0.19 × 4,800 × 0.62 × 4 ≈ €2.04M / year.

2
STEP 2

Increased cost of acquisition
When reputation deteriorates, more paid marketing is needed to deliver the
same number of new customers. The cost shows up as a rising CAC even
when nothing about the marketing mix has changed.

Working formula
Cost = N

acquired
 × ΔCAC

Quick example
1,200 new customers per year. CAC has crept from €380 to €445 with no
change in channel mix or media buy. Annual cost = 1,200 × €65 = €78k /
year.
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3
STEP 3

Forgone cross-sell & upsell
Customers who had a poor first experience refuse the second product, even
if it is unrelated. The cost is the difference between attach rates of promoters
and detractors, applied to the whole customer base.

Working formula
Cost = N × Δattach rate × ARPA

secondary
 × m

Quick example
5,000 customers. Promoter attach to second product 38%, detractor attach
11%. Δ = 27 percentage points. Secondary ARPA €1,600, margin 58%. Cost
= 5,000 × 0.27 × 1,600 × 0.58 ≈ €1.25M / year.

4
STEP 4

Service & complaint handling
Direct operational cost of dealing with the symptoms of poor CX: the
additional contacts, refunds, returns, escalations and rework that satisfied
customers would not have triggered.

Working formula
Cost = N

contacts
 × cost per contact + N

refunds
 × avg refund

Quick example
9,000 incremental contacts at €18 each = €162k. 1,400 incremental refunds
at €120 each = €168k. Total ≈ €330k / year. The only category visible above
the waterline.
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5
STEP 5

Employee attrition
Frontline employees handling dissatisfied customers experience emotional
load and burn out. The cost is voluntary attrition above the natural baseline
— plus recruiting, training and ramp time for replacements.

Working formula
Cost = ΔAttrition × N

frontline
 × full replacement cost

Quick example
120 customer-facing roles. Voluntary attrition has risen from 14% to 22%
baseline = 8 pp. Average loaded cost of replacement (hire + train + ramp
loss) €18k. Cost = 0.08 × 120 × 18,000 = €173k / year. Often understated;
we routinely use 2× of the obvious figure.

6
STEP 6

Brand reputation drag
Negative reviews, low star ratings and unfavourable word-of-mouth reduce
the share of organic, low-cost acquisition. The cost is the increment in paid
acquisition that has to fill the gap.

Working formula
Cost = ΔOrganic share × N

acquired
 × marginal paid CAC

Quick example
Organic acquisition share has fallen from 38% to 30% — eight points moved
to paid. 1,200 annual acquisitions × 0.08 × marginal paid CAC of €560 ≈
€54k / year. Small in year one but compounding; year 3 figure is typically
3–5× the year 1 number.
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7
STEP 7

Slowed market expansion
When the company tries to enter a new segment or geography, an
already-damaged reputation raises the sales-cycle length and lowers the
win rate. The cost is the foregone revenue from expansion that should have
happened on schedule.

Working formula
Cost = Planned expansion revenue × (1 − win rate factor) × m

Quick example
Planned segment expansion forecast €4.5M annual revenue. Actual win rate
ran at 62% of modelled because of reputational headwinds. Forgone margin
= €4.5M × 0.38 × 0.55 ≈ €940k / year. Hardest to attribute but often largest
at three-year horizon.

Putting it together
Adding all seven categories in the running example produces an annual cost
of roughly €4.8M for a company with €24M in annual revenue — about 20%
of the top line. This is consistent with what we observe across mid-market
clients: the cost of poor CX, properly measured, is typically 15–25% of
revenue.

The number sounds large, and it is — but in our experience it does not
shrink under scrutiny. Finance teams who initially push back on the figures
usually end up agreeing they are too low, once they look at the categories
that didn't make this paper (legal exposure, regulatory cost-of-compliance
from complaints, opportunity cost of executive time spent on service
recovery, and so on).

Reality check

If your initial estimate of the annual cost of poor CX is under 5% of
revenue, the model is almost certainly missing at least three of the
seven categories. Go back and check.
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PART IV

A forensic case — ShoreLine Retail
ShoreLine Retail is a mid-sized omnichannel retailer, 38 stores plus an e-commerce channel, annual revenue of €52M. Over the past 24 months the CEO has
flagged a vague but persistent concern: "something is going wrong with our customers, but I can't put my finger on what." Below we run the seven-category
framework on ShoreLine's own data. The result is uncomfortable.

The symptoms ShoreLine is seeing
Observable symptom (last 12 months) Direction Magnitude

Customer-reported NPS Down From +24 to +9

Voluntary frontline staff attrition Up From 16% to 24%

Google review average (across stores) Down From 4.3 to 3.9 stars

Refund rate on e-commerce Up From 6.2% to 8.4%

Repeat customer rate (12-month) Down From 58% to 51%

Cost per acquired customer (digital channels) Up From €42 to €58

Each symptom maps cleanly to one or more cost categories from Part II. No single signal is alarming on its own; together, they describe a company that is
haemorrhaging value below the waterline while its top-line revenue still looks acceptable. The next page applies the seven formulas to ShoreLine's actual
numbers and produces a total.
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PART IV (continued)

ShoreLine — the annual cost of inaction
Applying the seven formulas from Part III to ShoreLine's last twelve months of data, with conservative assumptions throughout (we discounted each behavioural
delta by 25%), produces the breakdown below. Numbers are in thousands of euros, rounded.

Cost category Annual cost (€000) % of total Comments

1. Lost retention 2,140 44% Largest single line, driven by drop in repeat-customer rate

2. Increased CAC 320 7% Marginal CAC rose 38%; estimate is conservative

3. Forgone cross-sell 780 16% Lower attach rate on private-label range

4. Service & complaints 410 8% Only category already on a manager's P&L

5. Employee attrition 295 6% Loaded replacement cost incl. training

6. Brand reputation drag 180 4% Year-1 figure only; year 3 estimated at €600k

7. Slowed expansion 725 15% Two stalled regional store openings

Total annual cost 4,850 100% Approximately 9.3% of ShoreLine's €52M revenue

€4.85M
Annual cost of poor CX at ShoreLine.
Approximately 9.3% of revenue.

9×
The hidden cost is roughly nine times the only
line ShoreLine had previously measured
(service & complaints).

44%
Share of the total that comes from a single
category — lost retention. Where intervention
starts.
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PART V

Prioritisation: where to act first
Once the seven costs have been quantified, the natural next question is: which to tackle first. Two dimensions matter — the size of the cost (impact) and how
quickly an intervention can move it (ease). Plotting the seven categories on this 2×2 grid almost always reveals an obvious starting point and a clear
deprioritisation list.

Lower impact Higher impact

Easier
to fix

Quick wins

4. Service & complaints
Already managed; small upside.

ACT FIRST

1. Lost retention
3. Forgone cross-sell
Largest impact & reachable with closed-loop CX.

Harder
to fix

Watch and wait

6. Brand reputation drag
Time-lagged; act once 1+3 begin to move.

Strategic projects

2. Increased CAC
5. Employee attrition
7. Slowed expansion
Requires cross-functional programme.

Recommended sequencing
Almost universally we recommend the same sequence. First, the ACT FIRST quadrant — lost retention and forgone cross-sell. These are the largest cost lines
and they are addressable by a well-run closed-loop CX programme within months. Second, the strategic projects — CAC, attrition, expansion — which require
cross-functional sponsorship and longer horizons. Third, brand reputation drag, which typically self-corrects six to twelve months after the first two quadrants start
moving. Service & complaints (quadrant 1) usually needs no special initiative; ordinary operational hygiene continues.
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PART VI

A 90-day plan for surfacing the costs
Quantifying the cost of poor CX does not require a multi-month analytics project. With the right scaffolding, a credible first answer is achievable in one calendar
quarter. The plan below is the same scaffolding we use with InsightSofa clients.

WEEKS 1 – 4

Surface
·  Inventory all seven categories — which
already have data, which don't.

·  Identify the data owners (CRM, finance,
operations, HR).

·  Set up cohort segmentation: promoter,
passive, detractor.

·  Establish baseline behavioural deltas
from existing 12-month data.

·  Output: a first-draft estimate for at least
4 of the 7 categories.

WEEKS 5 – 8

Quantify
·  Apply the seven formulas to the
company's own figures.

·  Run a sensitivity analysis on the three
least certain inputs.

·  Validate each line item with the relevant
departmental owner.

·  Reconcile the total with finance.

·  Output: a defensible single annual cost
figure, with caveats.

WEEKS 9 – 12

Prioritise & act
·  Place each category on the impact /
ease matrix.

·  Build the business case for the
top-quadrant interventions.

·  Define the 12-month operational
programme (closed-loop CX usually).

·  Set the recalibration date for month 12.

·  Output: an approved programme with
sponsor and budget.

Realistic expectation

By the end of the 90 days, the company will not have stopped any of
the seven cost lines — that takes months of operational
follow-through. What it will have is a defensible number, executive
alignment on which lines matter most, and a programme aimed at the
right quadrant. Those three things alone make the quarter pay for
itself many times over.
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CLOSING THOUGHTS

From invisible to
indispensable
The argument of this paper has been deliberately one-sided. We have spent
fifteen pages talking about the cost of poor customer experience, with
almost no mention of the upside of good experience. That asymmetry is
intentional. Most companies are already at least half-convinced that great
CX produces growth. Almost none are equally convinced that bad CX
produces a measurable, large, ongoing cost. The point of the paper is to
close that gap.

Three principles to take away
Cost of inaction beats benefit of action.
Both numbers are valid, but they are not equally persuasive. A CFO who
has signed off on a €4M annual cost-of-inaction figure will green-light a
€400k CX programme almost automatically. The same CFO, asked to fund
the programme on the basis of projected upside, will demand far more
rigour.

Quantify everything, even badly.
A weakly-justified number sitting next to a stronger one is still infinitely more
useful than no number at all. The taxonomy of seven costs exists precisely
so that nothing important is excluded just because it is hard to measure.

Recalibrate annually.
Every line of this calculation drifts. A model run in year 1 against actual
outcomes in year 2 is the single most useful artefact a CX programme can
produce. It also is the fastest way to build durable executive trust in the
discipline.

How InsightSofa can help
InsightSofa is a European customer experience management platform
designed to make exactly this kind of quantification operational. We capture
feedback across every channel, translate it into the behavioural signals used
in the seven formulas, and connect each signal to the operational lever that
moves it.

Where teams typically start with us:
•  Cost-of-inaction diagnostic — a 4-week sprint to apply the
seven-category framework to your own data.

•  Closed-loop programme — converting individual feedback into
operational actions on retention and cross-sell.

•  Cohort dashboards — promoter / passive / detractor behaviour
tracked over time.

•  AI opportunity detection — surfacing revenue and risk signals from
open-text feedback.

•  Executive reporting — board-level dashboards that translate CX into
financial terms.

Start with the diagnostic

If you would like us to apply the seven-category framework to your
own data, the engagement is typically 4 weeks and produces a
defensible total alongside a prioritisation matrix. Reach us at +420
777 661 368 or info@insightsofa.com.

Sources referenced in this paper. Reichheld & Sasser, Zero Defections: Quality Comes to
Services, Harvard Business Review (1990). Bain & Company internal research on customer
economics. Qualtrics XM Institute, The ROI of Customer Experience. Various InsightSofa client
engagements (anonymised). ShoreLine Retail in Part IV is illustrative; the numbers are realistic
but not drawn from any specific InsightSofa client.


