Employee benefits
– a brief guide

Every employee remuneration package has two parts – the ‘cash’ that an
employee receives for doing the job, along with a raft of ‘non-cash’ items. It’s
this second part that’s commonly referred to as being the ‘employee benefits
package’ and it’s sometimes seen as the icing on the cake; the ‘perks’. Although
some of these non-cash items result from workplace legislation and have to be
provided, employers have free rein about what else they offer. Creative thinking
can lead to a benefits package that has tangible appeal, and offers employers an
excellent way attracting and retaining the employees they want.
This guide can only provide a very brief overview. Although there’s more
information on our website at www.onefinancialsolutions.co.uk, if you’d like to
know how you, and your business, may benefit, please call us on 020 3714 9565
for a confidential discussion.

Employee benefits
– a brief guide

Introduction
A longer working life coupled with greater expectations,
easier geographic movement and an end to the jobs-forlife culture has resulted in a more fluid job market; today’s
employees are more demanding in what they expect from
an employer and more promiscuous with their careers.
Attracting the right staff is essential to the success of an
organization – and, of course, as an employer, once you’ve
got them you want to keep them.
Although the headline in job adverts is usually the salary,
the reality is that the accompanying benefits package,
which is sometimes perceived as being the icing on
the cake, can make a real difference. It can also form a
significant part of an employee’s remuneration package; in
fact, some estimates suggest its value may account for as
much as 40% of the cost of employing staff. With so much
at stake it’s worth spending time on putting together a firstrate package to make sure you attract the best of the best.
In fact, it’s becoming more commonplace to fine-tune and
micro-manage employee benefits packages to the extent
that individual employees are sometimes asked to specify
exactly what they want so that a unique, tailor-made
package can be created, just for them.

What are employee benefits?
Employee benefits are the ‘non-cash’ items in an
employee’s remuneration package, so it excludes their
salary and any commission or bonus they may be paid.
Apart from some items that have to be legally provided, an
employer has total freedom in what else they offer if they

feel it’s going to be a worthwhile investment in recruiting
the right employees or retaining their existing staff. What
is offered can be presented as a standard package to all
employees, varied across different roles and pay grades or
provided as a unique package for an individual employee.
Some items within an employee benefits package are
required by legislation. Almost all workers are legally
entitled to 5.6 weeks’ paid holiday a year (statutory leave
entitlement), most working mums-to-be are eligible for nine
months’ maternity leave and many employees qualify for
membership of a workplace pension scheme under auto
enrolment legislation. Employers are free to increase these
benefits if they wish, and can add any number of other
things in addition.
Typical employee benefits include longer annual leave,
paternity leave, critical illness cover, life assurance cover,
staff discount schemes, health insurance, dental care,
childcare provision, flexible working hours, home working,
dress-down days, subsidized travel, company cars and gym
membership – with employers becoming adept at creating

“Employee benefits are the ‘noncash’ items in an employee’s
remuneration package, so it
excludes their salary and any
commission or bonus they may
be paid.“

a package that differentiates their offer, setting them apart
from ‘the rest’.

Annual leave and time off
Most employers include public and bank holidays within
the 28 days paid statutory leave entitlement, whereas
others are more generous, adding them to it. Employers
can enhance the length of paid leave an employee is
entitled to with a length-of-service scheme which means
that an individual employee’s holiday entitlement increases
in line with their length of service. Other forms of
statutory leave entitlements, such as maternity leave, can
be extended and time off granted for paternity leave and
sabbaticals.

“It was a fundamental change,
taking pension scheme
membership from being an
‘optional benefit for some’ to a
‘compulsory benefit for many’.“
trust scheme. Providing you meet the legal minimum
contribution requirement you are free to choose the level
of your contribution towards your employees’ retirement
plans.

In-house schemes

Pensions
Having a ‘financially secure and comfortable retirement’ is
an important goal for everyone which makes membership
of a workplace pension scheme a worthwhile and popular
employee benefit. Although employees may struggle at
times to make their own, personal, contribution, the key
benefit is that their employer also makes a contribution and
this increases the value of their pension pot.
Historically, membership of a company or workplace
pension scheme was the preserve of large companies and
public bodies (although the public sector sometimes used
it to compensate workers in lieu of pay increases). The
Pensions Act 2008 changed that: from 1 October 2012,
legislation introduced ‘automatic enrolment’, making
it compulsory for employers to include most workers
in a workplace pension scheme. It was a fundamental
change, taking pension scheme membership from being
an ‘optional benefit for some’ to a ‘compulsory benefit for
many’.
Offering your employees membership of a workplace
pension scheme may now be a compulsory employee
benefit but there’s still plenty of flexibility about how you
do it and what you offer. There are several options as to
‘how’ you do it, although most SMEs will probably choose
the benefits offered by either a group pension or master

This is the usual method chosen by companies and
organisations large enough to have sufficient resources
to create a true, in-house, ‘company branded’ pension
scheme. Historically, ‘defined benefit’ schemes were the
most popular as organizations benefited from any surplus
profit from the investment – although they also had to
accept the risk of any investment losses. A number of
disadvantages – including low investment returns and
rising life expectancy – has caused a surge in popularity of
‘defined contribution’ schemes.

Group pension schemes
Group pension schemes, or ‘contract-based’ schemes
as they are often known, are the most popular type of
workplace pension scheme as outsourcing enables the
employer to offer a pension scheme to its employees
without any of the investment risk, running costs or longterm contract issues. Different types of group pension
scheme are available including personal pensions,
stakeholder pensions and SIPPs.

Master trust schemes
Although some employers modified their existing
workplace pension scheme to cover the statutory
requirements of auto enrolment legislation, others have
had to create and introduce a pension scheme. Many
SMEs, particularly those lacking in-house resources or
having few qualifying staff, have chosen to use a ‘multiemployer’ or ‘master trust’ scheme; a workplace pension
scheme provided by an independent organisation and
open to any employee from any employer.

Small Self-administered Pension Scheme (SSAS)
A SSAS (pronounced “sas”) can be used to provide
retirement benefits for a small number of a company’s
directors, senior or key staff, the scheme generally being
limited to a maximum of 12 members. The scheme’s
assets are held in the name of the trustees – there are no
‘individual pots’ for each member – and each member is
deemed to hold a proportion of the total. A SSAS can offer

an employer increased flexibility about where the scheme’s
assets can be invested and it can also borrow money,
subject to terms and conditions, for investment purposes.
For more information about pensions and auto enrolment,
please refer to our brief guides or visit the relevant sections
of our website at www.onefinancialsolutions.co.uk.

Life assurance, critical illness and income
protection
Dying, becoming seriously ill or not being able to work
as a result of illness or injury often brings severe financial
consequences that can affect both a person and their
dependants. When such unforeseen and unfortunate
events happen, although having life assurance, critical
illness or income protection cover won’t remedy the
situation, it may help offset some of the consequences
by providing a financial lifeline. It’s a level of security
appreciated by any and every employee.
Life assurance, critical illness and income protection are
insurance policies: there are no tangible benefits – apart
from knowing that cover is provided as an employee
benefit – until something happens that causes a claim to be
made.

Life assurance (death-in-service benefit)
The purpose of a life assurance scheme is to make financial
provision for a person’s dependants should they die.
Often called a ‘death-in-service’ benefit if provided by
an employer, death does not need to happen while the
person is engaged in working for their employer: they have
only to be employed by their employer at the time of death.
Generally, the scheme pays a one-off sum of money to a
beneficiary, or beneficiaries, named by the employee and
this is usually a multiple of the employee’s salary. It’s also
possible for cover to include a death-in-service pension: a
regular, monthly payment made to the surviving spouse or
dependants.

“If you don’t have a pension
scheme you’ll be expected to
get one; if you do have one it
may need to be adapted and,
if that’s not possible, you may
have to find a new one.“
Relevant Life Cover
Relevant life cover is a relatively little-known life assurance
policy that took advantage of pension legislation that
came into effect on 6 April 2006. Although similar to
other types of life assurance cover, relevant life policies are
highly tax efficient: the benefit is tax free, there’s no P11D
Benefit in Kind for the employee and the premium is an
allowable business expense. Aimed at company directors
or high-earning employees, it allows companies to offer a
death-in-service benefit on an individual basis. It also has
the additional benefit that, unlike registered (with HMRC)
Group Life Cover schemes, it doesn’t count towards an
individual’s pension Lifetime Allowance.

Critical illness
Critical illness cover pays a tax-free lump sum in the event
the person insured is diagnosed with a specific illness. It’s
usual for critical illness policies to be very specific about
exactly which illnesses qualify and their severity – the ‘spirit’
of critical illness cover is to compensate the person for any
financial consequences caused by the illness, not just for
having the illness. Once paid, there is no restriction on
how the money can be used.

Income protection
Income protection pays part of an employee’s wages or
salary if they are unable to work due to a serious illness
or injury – it is not intended to compensate an employee
for ‘having a few days off’ because they feel unwell. The
policy will usually have a deferment period that stipulates
a minimum period of time off-work before a claim can
be made, and payment is invariably dependent on the
employee having regular medical reviews to confirm both
their condition and their continual inability to work.

Group cover
As straightforward insurance products, life assurance,
critical illness and income protection policies are easy
for an employer to get and, conveniently, a single
annual premium usually provides ‘group cover’ for an
organization’s entire workforce.

Optional extras
As with most insurance products, the premium paid is
dependent on the level of cover provided. There will be
flexibility in many of the policy’s key considerations, for
example, the type and severity of cancer, the severity of a
heart attack, the level of disability caused by a stroke, the
size of the benefit paid and the length of any deferment
period. In addition to providing cover, a variety of ‘optional
extras’ will usually be offered, including death-in-service
pensions, bereavement counselling, help with probate,
extending critical illness cover to include spouses and
dependants and providing legal aid counselling.
For more information about life assurance, critical illness
and income protection, please refer to our brief guide
about, Protecting you and your estate, or visit the section
on our website at www.onefinancialsolutions.co.uk.

Private medical insurance and health cash
plans
Although we all receive free treatment from the NHS,
offering private medical insurance as an employee benefit
has tangible benefits for both employees and employers.
Private medical insurance (PMI) pays for private medical
care as an alternative to the NHS, whereas health cash
plans (HCP) are designed to help members spread the cost
of everyday healthcare such as eye tests, dental treatment
and physiotherapy.
Buying private medical insurance as an individual can
be extremely expensive so employees perceive it as a
high-value benefit, particularly if cover includes their
dependants.

Private medical insurance (PMI)
‘Going private’ has a number of advantages for anyone
needing medical treatment: it allows the person to choose
when, where and who they see, pays for a private room
should in-patient treatment be required, can pay for
specialist drugs that may not be available on the NHS
and makes ‘being ill’ slightly less unpleasant. Treatment
is usually provided more quickly than via the NHS: an

“Buying private medical
insurance as an individual can
be extremely expensive so
employees perceive it as a highvalue benefit.“
advantage for both the employee, who receives medical
treatment more quickly, and their employer, who suffers
less disruption from the effects of their employee’s illness.

Health cash plans (HCP)
Health cash plans predate the NHS by almost a century; by
1930, health cash plans covered nearly 10 million people
but were made effectively obsolete with the introduction
of National Insurance in 1948. Health cash plans can
be used to complement private medical insurance by
providing financial cover for those services PMI excludes,
such as eye tests and laser eye treatment, dental care and
physiotherapy.

Other healthcare related benefits
Most full-time employees qualify for Statutory Sick Pay
which, at around £90 per week, is only just better than
nothing. As an employer, you are free to offer your
employees membership of an occupational sick pay
scheme which may, if you choose, be sufficiently generous
to pay their salary or wages in full for a period of time.
Having healthy employees is a tangible benefit to an
employer. Studies have shown that healthy employees are
more effective, make a greater contribution, have fewer
accidents and take less sick leave, so ‘health and wellness’
programmes are becoming increasingly popular. Helping
employees have a good work-life balance and stay healthy
can be achieved by offering employees childcare vouchers,
workplace crèches, flexitime, gym membership, dressdown days, cycle-to-work scheme loans and time-off for
sabbaticals.

Company cars, car allowances and travel
Many organizations provide a company car either because
it’s needed to do the job or as a ‘perk’ to recognize an
individual employee’s status. To overcome the hassle of
being responsible for a fleet of vehicles, many employers
prefer to pay a cash allowance to employees to help them
buy or lease a vehicle or compensate them with a mileage
allowance if they use their own. Other car or travel related
benefits include paid-for fuel, mileage allowances, on-site
car parking, season ticket loans, subsidised or free travel
and, particularly by large companies based in a rural
environment, a company bus service.

Other benefits
Employers are free to offer their employees whatever
they like if they feel it will differentiate their remuneration
package and attract and retain the staff they want.
Although it’s not possible for some organizations to
offer such things as free or subsidised staff canteens,
homeworking and product discounts, creative thinking
often produces an extraordinary result and a unique
package.

Let employees choose
It’s all very well offering employees a benefits package but
employers should keep in mind the reason for doing so
– they will benefit only if the benefits package is of value
to their employees. Offering life assurance is of no benefit
to those employees without dependants, just as offering
childcare provision is of no benefit to employees without
children. Fortunately, there are ways by which employers
can introduce an element of individuality into how their
employee benefit schemes are received by their employees.

Voluntary and flexible benefits
Some employers offer access to a voluntary benefits plan
that allows employees to buy third-party goods and
services at a discounted rate from their post-tax income.
In this case, the employer researches and uses their
purchasing power to make the benefit available and the
employee then decides whether or not they want to buy it.
Alternatively, employers can offer a flexible benefits scheme
giving employees the choice over the mix of cash and
benefits they receive.

Clean pay
Building on the voluntary and flexible concept, some
employers offer extra cash and allow individual employees
to buy the benefits that best meet their needs at any
given time during their employment. Often referred to as
‘clean pay’, it’s a concept that’s seen as being fair-minded
although it can have drawbacks, for example, does the

“Employers will benefit only if
the benefits package is of value
to their employees.“
employee research and engage the benefit during work or
personal time?

Salary sacrifice
This provides the opportunity for an individual employee
to offset part of the cash element of their remuneration
against a specific non-cash alternative and is usually
associated with pension schemes. In this example, an
employee ‘sacrifices’ part of their wages or salary in
return for an equivalent contribution to their pension pot.
Employees save on income tax, in fact it may move them
into a lower tax band, whilst both employer and employee
save on National Insurance contributions.

How Can One Financial Solutions help?
One Financial Solutions is here to help you.
As a firm of independent financial advisers, we can provide
you with impartial advice to help you design and create an
employee benefits package with a competitive edge; one
that can make a real difference both to who you recruit
and who you retain. We’ll help you plan an appropriate
strategy, recommend the best products from across the
whole of the financial services market and help build and
develop the package you need.
If you already have an employee benefits package, we’ll
review it and recommend any changes we think could
turn it into something hard to refuse. We can provide an
annual review to ensure what you offer remains fresh and
competitive, grows in value as your employees’ careers
develop and stays within your budget.
So, if you’re looking for help with any aspect of your
employee benefits package, please call us on 020 3714
9565 or ask us to call you by sending an email to
admin@onefinancialsolutions.co.uk.

One Financial Solutions is here to help you.
We advise on a wide range of financial services including protection for both you and your business, general and business
insurance, savings and investments, commercial finance, pensions and auto enrolment, employee benefits, profit extraction and
mortgages: our aim being to provide you with ‘one solution’ for all your financial needs.
We provide truly independent financial advice, sourced from the whole of the financial marketplace, for individuals and
commercial businesses throughout the United Kingdom.
Please call us on 020 3714 9565 for a confidential conversation about how we can help you, or visit our website at
www.onefinancialsolutions.co.uk for more information.
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