
CHAPTER 12PRIVATE 


EMPLOYEE BENEFITS & SERVICES
Learning Objectives

1.
Define indirect financial compensation.

2.
Explain why organizations provide benefits and services to employees.

3.
Differentiate between mandated and voluntary benefits.

4.
Describe the various types of benefits and services offered by most American

companies.

5.
Explain how to manage an effective benefits program.

Key Terms

	COBRA
	The Consolidated Omnibus Budget Reconciliation Act of 1985. It requires that employers with more than 20 employees must offer continuation of health care coverage for 18 to 36 months after an employee quits, dies, or is terminated.

	defined benefit pension plan
	A pension plan that specifies the benefit workers will get at retirement.

	defined contribution pension plan
	A pension plan that usually specifies the employer's contribution but cannot predetermine the employee's actual pension benefit.

	ERISA
	Employment Retirement Income Security Act of 1974; covers practically all employee benefit plans of private employees, including multi-employer plans.

	flexible (cafeteria) benefits plan
	A benefits plan that allows employees to choose between two or more types of benefits.

	flexible spending account
	A benefit offered to an employee by an employer which allows a fixed amount of pre-tax wages to be set aside for qualified expenses. Qualified expenses may include child care or uncovered medical expenses. The amount set aside must be determined in advance and employees lose any unused dollars in the account at year-end.

	Family and Medical Leave Act (FMLA)
	Social legislation that stipulates that most employers with 50 or more employees must provide up to 12 weeks of unpaid leave to eligible employees during any 12-month period. The purpose is to allow employ- ees to balance the demands of the workplace with the needs of family members.

	401(k)
	The section of the Internal Revenue Code that allows employees to save on a tax-deferred basis by entering into salary deferral agreements with an employer.

	HMO
	Health maintenance organization; a medical organization consisting of medical and health specialists; it stresses preventive medicine.

	indirect financial compensation
	All financial rewards (benefits and services) that are not included in direct financial compensation.

	IRA
	An individual retirement account.

	mandated benefits programs
	Three types of benefits that an employer must provide employees because of state and federal regulations: unemployment insurance, Social Security, and workers' compensation.

	PPO
	A managed health care plan based on agreements between doctors, hospitals, and other related medical service facilities with an employer or insurance company; it provides services for a fixed fee.

	reimbursement account
	An account into which employees can place tax-deferred funds that can be used to pay for expenses not covered by the regular benefits package. 

	social security
	The federally mandated pension fund designed to provide income to retired people to supplement savings, private pensions, and part-time work.

	unemployment insurance
	A state-mandated insurance benefit designed to provide a subsistence payment to employees between jobs.

	workers’ compensation
	Disability and death benefits mandated and administered by the states.


Presentation
1.
Introduction


a.
indirect financial compensation

· benefits

· services


b.
major benefits and service programs

· payment for time not worked

· insurance

· pension

· services (perks)


c.
Why do employers offer benefits and services

· employers had employees’ welfare at heart

· to keep unions out or because unions have won them in negotiations

· as substitute for frozen or regulated wages and the practice has continued

· to keep the organization competitive in recruiting and retaining employees

· they increase employee performance

2.
A Diagnostic Approach to Benefits and Services 

a. Who makes decisions about benefits? 


External environmental influences

· professional consultant

· manager/director of benefits

· unions - via collective bargaining for benefits

· government - rules requiring legally mandated benefits

· economic/labor market conditions - tight labor markets facilitate 

· increased benefits by companies to recruit skilled employees

· acquisitions/mergers (raiding of pension funds)

· international competition & MNCs - expatriates

3.
Mandated Benefit Programs


a.
unemployment insurance
i. provides a subsistence payment to employees during short periods of 


involuntary unemployment

ii. to help the unemployed find jobs

iii. to encourage employers to stabilize employment

iv. to stabilize the labor supply by providing benefits so that skilled 

workers are not forced to seek other jobs during ST unemployment


b.
to be eligible:

· employee must have worked for minimum number of weeks

· be without a job

· be willing to accept a suitable job through state unemployment 



compensation commission

· payments are typically for 26 weeks

· strikers gain benefits after 8 weeks

· unemployment tax rates, eligibility requirements, weekly benefits and


duration of benefits vary from state to state

· unemployment insurance benefits program is jointly run by federal and state governments and is usually administered by the states


c.
social security
i. established under the Old Age, Survivors, and Disability Insurance program 
to provide some income to retired persons to supplement savings, private income and part-time income.


ii.
social security taxes paid by employers and employees

· both pay a percentage of the employee's pay to the government



iii.
eligibility for full benefits at age 65, or lower benefits at 62

· those who become totally disabled before 65 also eligible

· in 2027, employee will not be able to retire with full benefits until 67

· family of deceased employee with children under 18 receives 


survivor benefits regardless of employees age


iv.
problems associated with social security


social security funds becoming depleted because:

· inaccuracy of inflation and birth rates

· addition of beneficiaries who hadn't paid into the system fully

· unrealistic assumptions of employee productivity increases

· withdrawal of many government employees from the system


v.
probable changes to social security may include:

· higher taxes on social security benefits

· compulsory participation of all state, local and federal


employees

· work longer and retire later

· dramatic changes in SS, Medicare and overall care health system
· possible reduction of benefits



vi.
growth of international business has also created a problem since social security laws require contributions to be paid on earnings of U.S. citizens or residents working anywhere in the world for American employers


c.
workers compensation

i.
protection administered individually by the state and provided to employees who incur expenses due to job-related illnesses or accidents

· employers pay the entire cost of WC insurance

· premium expense tied directly to each employers past health 



and safety record

· encourages employers to actively pursue safety and health

ii. escalating WC costs because:

· rising fraudulent claims

· expansion of “compensable injuries”

· fewer restrictions to eligibility for benefits than in health care plans

4. Voluntary Benefits


a.
compensation for time off


i.
paid holidays

ii. paid vacations

iii. international vacation benefits


iv.
personal time off


b.   sick leave

i.
family leave (FMLA – 12 weeks)

ii.
maternity and parental leave


c.
employer-purchased insurance


i.  
health insurance

· health maintenance organization (HMO)

· preferred provider organizations (PPO)


  

· COBRA - 1985
· long-term care legislation


ii.  
life insurance



iii.
disability income replacement insurance

5.
Income in Retirement - sources of income for retired employees


a.
retirement income from savings and work


b.
IRAs – Income Retirement Accounts

c.
SEP-IRAs (Simplified Employee Pension-IRAs)

d. 401(k) Plans
e. private pension

f. government regulation of private pensions (ERISA -1974)

· eligibility requirements

· benefits formula

· vesting practices

· portability practices

· fiduciary responsibility

g. pension benefits

· defined benefit pension plan

· defined contribution pension plan

6.
Employee Services


a.
stock ownership plans


b.
education programs


c.
pre-retirement programs


d.
childcare


e.
eldercare


f.
financial services

· savings plans

· credit unions

· thrift plans

· financial planning services


g.
social and recreational programs

7.
Flexible Benefits Plans and Reimbursement Accounts


a.
flexible or cafeteria benefits plan


b.
reimbursement accounts or flexible spending accounts


c.
customer oriented benefits plan – tradeoff between base pay for > benefits
8.  
Managing an Effective Benefits Program

a. set objectives and strategy for benefits

· pacesetter strategy

· comparable benefits strategy

· minimum benefits strategy

b. involve participants and unions (pressure to increase voluntary benefits)

c. communicate benefits (most people view it as entitlements)

d. monitor costs closely (keeps escalating)

9.  
Cost/Benefit Analysis of Benefits

a. based on overall industry averages

b. costs of benefits

· total cost of benefits annually for all employees

· costs per employee/year = total costs divided by total employee hours

· percentage of payroll = total costs divided by annual payroll

· cost per employee per hour = cost per employee/year divided by employee 


hours worked

c. effects of benefits on productivity

· research inconclusive or limited

Review Questions

1.
Differentiate between indirect financial compensation from wages and salaries. Why are decisions about indirect compensation decisions more complex than decisions about other compensation decisions?

2.
Can employers pay out the pension benefits they have promised? If they can’t, what should be done for retirees that are left without their pension benefits?  .

3.
What is meant by the term mandated benefit? Describe government-mandated benefits. What are the advantages and disadvantages of each?

4.
What three general types of benefits do most medium-sized and large firms provide voluntarily? Describe each briefly.

5.
What is meant when it is said that many employees view benefits and services as entitlements?  How can employers make employees realize that benefits and services must be earned?
Application Case 12-1
Benefits are Vanishing

1.
Is it ethical for a company to promise benefits and then years later walk away from the promise? Discuss.

2.
Should the government pay for all pension guarantees?

.
3.
Why is retiree health care coverage easier to eliminate than pension benefits? 

