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What are Flexible Benefits?

A Flexible Benefits scheme enables an organisation to offer its employees
greater choice in the composition of their salary packages - giving them choice

and personalisation of their benefits.

Rather than giving employees a specified salary and additional
benefits that can either be taken or left, the concept is that an
employee is given a package value and is able to select their
benefits within pre-defined limits.

A scheme can include a range of benefits from traditional
items such as company cars, healthcare and pension
contributions, to leisure club membership, pet insurance and
retail vouchers. An organisation may also extend its scheme
to provide flexibility in terms of holiday entitlement, allowing
employees to exchange annual leave for other items within
the Flexible Benefits scheme.

What are the key business benefits?

There are several important advantages to implementing
Flexible Benefits. For example:

« Flexible Benefits can help to iron out remuneration
discrepancies for staff whose companies have been
involved in merger or acquisition activity.

« It can relieve the pressures for companies who operate
in different territories where local staff have different
demands to domestic staff.

« Flexible Benefits can provide tax efficiencies. If an
organisation has the flexibility to adapt to different
legislative environments, it can pass tax efficiencies
on to employees.

« It can provide flexibility around lifestyle changes.
Younger employees may want less holidays but a
higher salary, whereas older employees may require
more holidays or be more concerned about their
pension contributions.

+ Other benefits can arise where a company can offer a
not-for-profit service, such as a creche or company loan,
within a Flexible Benefits package, providing a better
worklife balance for employees.

www.northgatearinso.com/uk

Frequently Asked Questions

Why don't all organisations offer Flexible Benefits?

There is usually heavy administration involved in administering a
benefits scheme of this nature and up to now, the costs involved
have been prohibitive. Although interest is strong in the UK many
are concerned about the paperwork involved.

Is the paperwork prohibitive?

Since the 1990s, technology has strongly advanced, especially with
development of wider networks and the Internet, and growth in
e-HR and self-service applications. Companies like NorthgateArinso
have developed new applications that reduce administrative needs.
As a result, many organisations are rethinking their attitude
towards Flexible Benefits.

Why choose Flexible Benefits?

For many businesses, their people represent the lifeblood of their
organisation. Finding and retaining high quality staff is vital.
A satisfied workforce leads to higher morale and greater productivity.

One way for companies to attract and retain high quality
employees is to provide them with a Flexible Benefits package,
allowing them to make their own decisions about the composition
of their remuneration package.

Although Flexible Benefits began in the US, it is quickly being
adopted elsewhere particularly in the UK where it has gathered
pace in the last 5 years.
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Introducing a Flexible Benefits scheme

- what to consider

There are some key stages that all organisations need to consider
when planning and implementing their scheme.

1. Setting realistic objectives

Companies should think through the business reasons for starting
their scheme: what is it trying to achieve? For example, to support
recruitment and retention, to help control costs, or to help smooth
the transitional phases following mergers or acquisitions. Careful
planning now can help avoid expensive mistakes later on.

2. Clarifying the benefits to support Board
level buy-in

Assessing the benefits often starts with a clear understanding of
the costs. These can relate to design, setting up and running the
administration and communicating the plan to staff. Benefits can
include tax and National Insurance savings, or savings from more
cost-effective rewards following a merger or acquisition. Other
benefits might include reduced staff turnover or the ability to more
easily attract and recruit higher quality staff.

3. Deciding how to operate a scheme

Companies should start by examining the existing benefits package
they offer and work out which benefits are core - perhaps a
standard level of life assurance - and which ones are to be ‘flexed’.

Flexible Benefits can be wide ranging and some may be more
applicable to more senior staff such as company cars for example:

« Private medical insurance « Holidays

« Life assurance * Pension scheme
* Pension scheme * Health screening
« Critical illness insurance + Dental insurance

+ Permanent health insurance + Gym membership
« Company counselling « Pet insurance
« Personal accident insurance ¢ Retail vouchers

 Health cash benefits

www.northgatearinso.com/uk

Other areas for consideration include whether to outsource the
administration or to implement in house and what kind or short or
long term resources will be required.

4. External support

Detailed development of a Flexible Benefits scheme can throw up
a range of issues - deciding what impact changes will have on
existing maternity or sick leave policies, determining how often
rules can be changed, and so on. Consultants can help you cover
all areas, including accessing funding as well as organisations
legal compliance.

5. Communicating to employees

Introducing a Flexible Benefits plan can show employees that they
are valued and potential employees that the company is innovative
and exciting. A clear communications strategy will help ensure
everyone gets the message.

6. Setting realistic time frames

This varies depending on the size and nature of the organisation.
Early indications suggest an average of between 8 and 15 months,
but this depends on a number of factors. For example, how
complex the scheme is, the variation in terms and conditions
across the company, the availability of clean data, the systems
and processes that need to be implemented, and the resources
available from the organisation including the degree of
involvement from senior management.
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what other companies say

Research findings give an insight into current experiences of using
Flexible Benefits schemes, perceived advantages and disadvantages,
and future plans. The findings here are based on an independent
survey involving 156 telephone interviews with senior HR
managers, carried out by Sandheys Consulting during 2002. All of
the organisations involved employ more than 500 people and
represent a cross-section of industry sectors.

Key findings:

+ The number of organisations with a Flexible Benefits scheme, or
planning to introduce one, has doubled in the past two years.

* Flexible Benefits are seen as a weapon in the battle to recruit and
retain high-quality staff.

+ The growing popularity of Flexible Benefits reflects the concern of
HR with work-life balance issues.

+ The main opposition to schemes is around the amount of
administration workload anticipated and the challenges involved
in communicating the changes to employees.

* There have been problems with the accuracy of data and integration
with the other information systems within organisations.

The reasons why companies introduce
Flexible Benefits

25 per cent of the organisations interviewed either already have,
or plan to implement, a Flexible Benefits system within the next
12 months.

No organisation has doubted the advantages of having
a scheme.

100 per cent of firms with a scheme said it woulds be beneficial
because it would allow staff to vary or choose benefits to suit their
lifestyle requirements.

100 per cent agreed it would help with recruitment, motivation
and retention of staff.

www.northgatearinso.com/uk

A small number also thought a scheme would be a useful incentive in
mergers for harmonising benefits, for negotiating better deals with
benefits suppliers, and as an example of innovative thinking in HR.
Even among those organisations with no plans for introducing Flexible
Benefits, were clear about what could be gained:

89 per cent believed a scheme would help staff to choose benefits
to suit their lifestyle requirement.

87 per cent acknowledged it would help with recruitment,
motivation and retention.

What the respondents said:

“To attract, motivate and retain staff: these
were our main objectives. We had benefits
available, we just had to change them into a
Flexible Benefits scheme.”

HR manager, financial services company

“It acknowledges that people are individuals
and not cattle.”

HR manager, management consultancy

“Flexible Benefits helps in a situation where
an employee has a problem and perhaps
needs extra time off, or they have a debt
problem and need advice. It allows a difficult
situation to be taken care of by the employee
with the help of the employer.”

HR manager, local authority
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Not all companies want Flexible Benefits

Many companies aren’t ready to make the change. The five main
reasons given were:

« Current levels of benefits were considered acceptable.

« Company culture was not appropriate for such a scheme.

« Introduction and administration costs would be too expensive.
« It had never been considered.

+ Lack of manpower resources.

The responses revealed a cautious approach, where organisations
appeared not to believe it was worth overcoming known challenges
to reach the potentially large, but more unknown, rewards for the
business as a whole.

What the respondents said:

“It may not fit with the company
philosophy, and there is the burden of
Flexible Benefits administration.”

HR manager, financial services company

“We are heavily trade unionised so we
have to be careful. We need to do it in

conjunction with them, and it is something
we are looking at. Unions, so far, are positive
in their attitudes to it.”

HR manager, manufacturing company

www.northgatearinso.com/uk
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The challenges of administration

None of the respondents expected it to be easy. Few organisations
were able to introduce a wide-ranging new scheme integrated with
existing systems without overcoming some complex challenges,
both technical and human.

Asked about the difficulties they had faced or expected to face:

43 per cent of interviewees pointed to the additional workload
and administration caused.

37 per cent were concerned about communicating changes
to employees.

28 per cent with deciding which benefits to offer and calculating
their value.

28 per cent with the need to upgrade information systems and
merge different employee databases.

26 per cent had struggled with, or expected to struggle with,
getting the right information in place to administer and maintain
the system.

23 per cent with training the workforce to use the systems and
refer to them in annual reviews.

18 per cent with the time and costs of setting up a scheme.

9 per cent with the basic complexity of the scheme and 5 per cent
with measuring the perceived benefits, finding a supplier/
outsourcer to handle the scheme, and the possible mixed reception
from managers and workers.

9 per cent said they had not experienced, or did not expect to
experience any real difficulties.

What the respondents said:

“It’s very challenging to administer two
different car and pension schemes.”

HR manager, accountancy firm

“Flexible holidays were fine, but childcare
vouchers threw up tax problems - a
minefield on tax and NI contributions.”

HR manager, banking sector company
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What benefits offer the biggest benefits?

The following are currently the most commonly offered benefits, or
are benefits that organisations were planning to offer:

BENEFIT

Private medical insurance
Holidays

Life assurance

Pension scheme

Health screening

Dental insurance

Critical illness insurance
Permanent health insurance
Company cars

Pensions (additional voluntary contributions)
Personal accident insurance
Childcare vouchers/allowance
Leisure club membership
Travel insurance

Dependant'’s pension on death in service

Financial counselling

Training and development allowance
Retail vouchers

Private car leasing

Health cash benefits

Legal expenses insurance

Benefits most likely to be added to existing schemes in the future
were retail vouchers, childcare vouchers/allowance, financial
counselling, health cash benefits, legal expenses insurance and
travel insurance. Administration workloads appeared not to be a
serious consideration in terms of which benefits were offered.
There was no relationship between the difficulty in administering
benefits and their popularity.

www.northgatearinso.com/uk
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Benefits which caused the most headaches were thought to be:
« Company cars * Holidays
« Leisure club membership + Pension schemes

« Childcare vouchers/
allowance

« Training and development
allowance

+ Retail vouchers

* AVCs

« Financial counselling

The least problematic were considered to be:
« Personal accident insurance

* Private car leasing

+ Health cash benefits

 Dental insurance

What respondents said:

“We have outsourced it to save on
administration - they are the experts. We
can exchange data in standard format and
service is pretty good. Annual enrolment by
the employee is done personally via our
company Intranet site to the provider direct.”

HR manager, financial services company

“It's early days, and we are doing it slowly.
The providers have not always offered what
they said they would, leaving members of
staff saying 'l told you so, it doesn’t work."”

HR manager, building society

For further information on this or to request copies
of other published items in our Guide To series
please call our sales team on 0800 035 0545.

Email: hrsolutions@northgatearinso.com
or visit www.northgatearinso.com/uk
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NorthgateArinso is a leading global Human Resources software & services provider offering
innovative HR business solutions to employers of all sizes, including Blue Chip companies, Public
Sector organisations and many small to medium enterprises. We help organisations optimise their
HR service delivery through smarter processes and more efficient technology, supporting key HR
areas like workforce administration, payroll, benefits, recruitment, learning, and talent management.

Our highly skilled employees are dedicated to HR excellence through strategic business consulting,
outsourcing services, systems integration and best-of-breed software solutions.

The Northgate Group is owned by private equity company Kohlberg Kravis Roberts (KKR) and
currently employs over 6,500 staff.

Tel. 0800 035 0545
Email. hrsolutions@northgatearinso.com

NorthgateArinso
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