Benefit considerations
—furloughs, layoffs and
voluntary separation offers
The coronavirus pandemic continues to affect society and the economy,
changing the way companies think about their own workforce. Company
leadership and human resources teams are looking for creative
and thoughtful ways to right-size their employee populations, while
keeping an eye toward the reopening of the economy. Furloughs, for
example, have become one way to temporarily reduce staff and labor
costs while providing benefits to workers in the interim. Let’s examine
several strategies that companies are currently implementing, including
furloughs, reductions in hours, layoffs and voluntary separation offers.
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Furloughs, unpaid leave and
reduction in hours
Key benefit considerations in a furlough:
• How to handle premium payments for medical and other insurance benefits
• Contributions and access to 401(k) plan
Best practices in a furlough:
• Provide clear communications on treatment of all benefit plans
• Communicate regularly throughout furlough
• Provide employees instructions for filing unemployment during the weeks
they are furloughed

A furlough is mandatory, unpaid leave of absence
from work. The length can vary but many are less
than six months. Furloughed employees may have
their hours reduced or they may not be working
at all. Furloughs are an alternative to layoffs that
enable a company to reduce labor costs without
adding new expenses such as severance packages
and outplacement services, as well as future costs
to recruit and train new employees once their
business turns around.
In many cases, a temporary furlough or reduction
in hours/pay will not trigger a termination and
employees may remain eligible for benefits. The
treatment of a furlough can vary for each plan, so
it’s essential to review the plan rules. Many plans
do not specifically address a furlough situation.
Employers may want to look at the leave of
absence rules for guidance.
Unemployment benefits are one of the top
concerns for employees during a furlough.

Eligibility for unemployment benefits can vary by
state, as well as whether the employee is on full,
unpaid leave or reduced hours. The unemployment
process can be challenging, so you’ll want to
understand the rules of the state that you are
operating in and consider providing instructions
and resources to assist employees.
In most cases, these employees remain eligible for
benefits and are treated as active employees. But
what happens to benefit payroll deductions (such
as medical, life and disability insurance premiums)
if an employee isn’t receiving a paycheck? Here’s
how some companies are handling this:
• Company can choose to pay employee portion
of premiums
• Company can pay employee premium and then
get reimbursed once employee returns to work
• Employee can be directly billed
• Employee can pay with accrued and unused
PTO time
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401(k)/employee stock purchase plan
(ESPP) contributions may cease during
a furlough, creating these questions and
issues:
• Will furlough time count toward vesting and
eligibility? That’s contingent on plan rules

– If the vesting schedule references duration
of time as an employee, then time on
furlough counts toward that duration.
However, if the vesting schedule is defined as
hours of service, time on furlough may not
count toward vesting
• How will the furlough impact receipt of the full
match for the year?
– If on full, unpaid leave, employee
contributions will stop, meaning the
employee will miss out on any match they
would otherwise be eligible for during that
period. If the plan has a year-end true-up
feature on the match, they may be able to
recover this lost portion
• If not treated as terminated, active employee
rules apply in terms of access to the balance
– Still eligible to take loan
– May be eligible to take an in-service
withdrawal, if the plan rules allow
– If provisions to extend withdrawals and
loans under the CARES Act have been
implemented, furloughed employees would
be eligible
• Companies can suspend loan payments up to
one year if employees are put on unpaid leave
or extend the payback period on outstanding
loans, per the CARES Act

Pension

• Will furlough time count toward vesting and
eligibility? That’s contingent on plan rules

Nonqualified Deferred Compensation
Plan

• Compliance with IRC Section 409A rules are
critical in terms of determining whether a
separation from service has occurred. Most
furloughs are temporary, so they would not
trigger a separation but employers should be
sure to review this issue
• If an employee isn’t treated as terminated,
payout is not triggered
• Generally, deferral elections cannot be changed
or revoked unless a plan participant experiences
an unforeseeable emergency or actually
qualifies for—and takes—a hardship distribution
from the company’s 401(k) plan
– Per recent IRS guidance, employers may also
allow for deferral elections to be revoked if
the employee takes a CRD withdrawal from
the 401(k)
• Limited ability to withdraw money—the
employee must qualify under unforeseen
emergency provisions, which are very strict

Equity awards

• How will the unpaid furlough period impact
vesting—is this addressed in award agreement?
• If not treated as terminated, the employee
remains eligible to exercise outstanding stock
options
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Layoff/Reduction-In-Force
Key benefit considerations in a layoff:
• Severance payments
• Medical coverage
• Acceleration of vesting and eligibility for retirement benefits
• Treatment of executive benefits
Best practices in a layoff:
• Provide clear communications and customized packages with benefit
estimates and premium rates
• Provide financial counseling assistance
• Offer transitional career counseling

In a layoff or workforce reduction, the issue
of severance payments is one of the primary
concerns. Does your company use a standard
severance plan, or do you choose an enhanced
plan for these times? Whichever approach you
utilize, the technical considerations include:
• Is severance paid in a lump sum or as salary
continuation?
• What compensation will the severance
calculation be based on?
• How will annual incentive bonuses be treated—
pro-rate?
Severance also affects eligibility for
unemployment benefits, so you’ll want to
understand the rules of the state that you are

operating in. In most states, workers are not
eligible while still receiving severance payments.
However, if severance is paid in a lump sum, they
may be eligible.
When designing a benefits package for layoff/
reduction-in-force, there are many components
to designing an equitable separation package. The
key considerations are:

Medical coverage
• COBRA

– Employer-subsidized for a period of time
– Extension of COBRA period from 18 to 24
months
• Eligibility for retiree medical coverage
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401(k) plan

• Will vesting be accelerated?
• Process for payback of outstanding loans
– Ability to continue payments directly to
administrator can be very beneficial for
employees to avoid default
– Employee can make an IRA rollover up until
the due date, including extensions, of federal
tax returns for the year in which the default
occurs

Pension

• Will vesting be accelerated?
• What is the impact on retirement eligibility and
payment of benefit?

Additional considerations in a layoff
scenario include:

• Will termination accelerate payout from
nonqualified deferred compensation or Excess
Plans or will specified date distribution elections
remain?
• What is the treatment of equity awards at
separation?
• How long will employees have to exercise
outstanding stock options—is the company
extending the period given the current
environment?
• Treatment of accrued and unused PTO
– Will it be paid in cash or as a contribution to
401(k), HSA or HRA?

• Will funding status impact access to lump sum
payment (if plan offers)?
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Voluntary Separation/Retirement
Key benefit incentives in a voluntary separation/retirement:
• Medical coverage enhancements
• Severance
• Acceleration of vesting and eligibility for retirement and executive benefits
Best practices in a voluntary separation/retirement:
• Provide clear communications and customized packages with benefit
estimates and premium rates
• Allow sufficient time to make decision—at least 45 days but preferably 60–
90 days
• Must provide seven-day revocation period
• Provide financial counseling assistance through decision
• Offer transitional career counseling

Age and service criteria are commonly used
to determine an eligible group for a voluntary
separation/retirement offer. This can include
certain company divisions or job functions.
However, it’s important to avoid discrimination
issues by not singling out by compensation level,
age or specific individuals.
Common benefit package “incentives” can include
severance payments, either enhanced or based
on a standard severance plan. It can be paid in a
lump sum or as a salary continuation, once you’ve
determined what compensation the severance
calculation will be based upon.

Medical coverage is a major component
of a retiree’s budget and there are
several ways you might want to provide
enhancements to their coverage:

• Employer-subsidized COBRA for a period of time
– Partial subsidy covering employer portion of
premium (most common) or full subsidy of
whole premium
– Either a fixed number of months for
everyone or based on years of service
• Extension of COBRA period from 18 to 24
months
– Cash payment to a retiree Health
Reimbursement Arrangement (HRA) to
assist with premium costs
– Bridging to eligibility for retiree medical
through extended COBRA or enhancements
to eligibility criteria (far less commonly seen)
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Pension considerations figure heavily
in retirement and voluntary separation
scenarios. Some of the issues and
enhancements to consider include:
• Addition to age and service to bridge to
retirement eligibility

• Additional service credits for calculation
• Social Security bridge payments
• Will funding status impact access to lump sum
payment (if plan offers)?

The 401(k) plan is one of the premier
retirement funding mechanisms, and
as such has considerable influence on
retirement decisions. For the retiring
or voluntary separation population,
considerations around 401(k)s include:

Additional considerations in a
retirement/voluntary separation scenario
include:

• Will termination accelerate payout from
nonqualified deferred compensation or
Excess Plans or will specified date distribution
elections remain?
• What is the treatment of equity awards at
separation -- will vesting be accelerated or
pro-rated?
• How long will employees have to exercise
• outstanding stock options—is the company
• extending the period given the current
• environment?
• Treatment of accrued and unused PTO

• Will vesting be accelerated?

• Process for payback of outstanding loans
– Ability to continue payments directly to
administrator can be very beneficial for
employees to avoid default
– Employee can make an IRA rollover up until
the due date, including extensions, of
federal tax returns for the year in which
the default occurs
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More resources
For HR Professionals
Website: Special COVID-19 content
Guide: HR benefit considerations in uncertain times
Guide: Financial counseling for early retirement and workforce transition
Access these on-demand webinars:

• Navigating COVID-19: A discussion with Goldman Sachs CHRO Bentley de Beyer
• Returning to work—Communications and workspace considerations for employers
• Research on COVID-19 ’s impact on retirement with EBRI President & CEO Lori Lucas
• COVID-19 and retirement plan considerations

Get insights in real-time

Follow Ayco on LinkedIn | Sign up to receive insights in your inbox

Your benefits program & workplace financial counseling

How does workplace financial counseling fit into your overall benefits strategy?
Book a meeting and we’ll show you why more than 50% of the Fortune 100 partner with Ayco.

For your Employees
Hub: Navigating personal finances in times of uncertainty
Webinar: Managing on a reduced salary
Webinar: All about your emergency fund
Article: COVID-19 financial guidance from Ayco’s Counseling leaders—Part 1
Article: COVID-19 financial guidance from Ayco’s Counseling leaders—Part 2
Article: How COVID-19 can impact income and estate taxes
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At Ayco, we believe that companies
best serve their stakeholders when
their employees’ financial lives are
clear, understood and in their control.
What we do

FOR CORPORATIONS Ayco serves as an extension of the human resource and benefits
team. By partnering with these groups, we help drive utilization of organizational programs and
use metrics and feedback to provide a deeper understanding of employee populations.
FOR EMPLOYEES Ayco offers holistic financial counseling services tailored to each stage of
a career cycle—from entry-level to c-suite. Our unique approach to comprehensive financial
counseling combines benefits and compensation planning with streamlined digital solutions to
provide a path to financial well-being for everyone at an organization.

Value we bring

A comprehensive financial counseling program can positively impact corporate ROI through:
• Increased employee focus and engagement
• Better understanding and usage of benefit programs
• Reduction of reputational and regulatory risk

We help create a more productive,
financially well and engaged
workforce at all levels.

KEY HIGHLIGHTS

• Over 425 corporate programs*
• Work with over 50 of the Fortune 100†
• Advise over 13k executives*
• 90k+ phone coaching sessions‡

Read about the benefits of workplace financial
counseling for your employees.

*As of February 2019.
†
As of February 2019. Includes corporate accounts who have Coaching/Counseling programs.
‡
Data from 2018.
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DI SC LO SURES
The Ayco Company, L.P. (“Ayco”) provides a wide variety of financial
counseling, investment advisory, investment education and other
services. Ayco’s counseling services may consist of, among other things,
assisting the counseled individuals in developing a comprehensive
program designed to maximize the benefits of their employers’ existing
compensation and fringe benefit programs,
to conserve the counseled individual’s assets, to manage income
on a long-term basis and to develop an individual retirement program and
estate plan. Ayco is an affiliate of Goldman Sachs & Co. LLC
(“GS & Co.”) and a subsidiary of The Goldman Sachs Group, Inc.,
a worldwide, full-service investment banking, broker-dealer and
asset management organization.
Under certain of Ayco’s financial counseling programs, Ayco
may recommend securities or investment products, including
those offered by its affiliates. This could lead to conflicts of
interest of which you should be aware. More information
regarding Ayco’s business practices and conflicts is set forth in
Ayco’s Form ADV brochure, which is available upon request.
The Goldman Sachs Group, Inc. is engaged in businesses and has
interests other than providing financial counseling services to
individuals. This includes the management and sale of investment
funds and other financial products that may be recommended to
counseled individuals, and investment activities and business operations
that may affect such funds or products. Ayco and its counselors may
receive various forms of compensation, commissions, payments,
rebates and services related to sponsoring, managing or selling
investment products recommended to counseled individuals. This may
incentivize Ayco and its counselors to recommend such products over
others which might also be appropriate for counseled individuals.
Ayco may provide tax advice, bill pay and bookkeeping services to its
clients. In addition, in its capacity as an investment advisor, Ayco may
prepare reports that reflect a client’s overall investment portfolio
and financial position based on information provided to Ayco by its
clients, which Ayco does not certify for accuracy or completeness.
Ayco does not provide attest or compilation services and does not
prepare, present, audit, review or examine prospective financial
information or express any opinion as to the accuracy or validity of that
information. Tax advice is provided as part of Ayco’s comprehensive
financial planning services, which are not related to the preparation
or presentation of financial statements. Certain tax matters may
require Ayco to consult with your tax counsel in formulating its tax
advice. Ayco does not provide accounting advice to its clients. GS &
Co. does not provide accounting or tax advice to its clients, unless
explicitly agreed between the client and GS & Co. All clients should
be aware that tax treatment is subject to change by law, in the future
or retroactively, and clients should consult with their tax advisors
regarding any potential strategy, investment or transaction.
Neither GS & Co. nor Ayco provide legal advice to their clients, and
all clients should consult with their own legal advisor regarding any
potential strategy, investment, financial plan, estate plan or with
respect to their interest in any employee benefit or retirement plan.

Depending on the particular program, Ayco may analyze the
financial status of a counseled individual’s sources of income,
assets, personal obligations, expectations, commitments, family
responsibilities and the effect of the existing income and estate
tax structure on sources of income and accumulation of wealth.
Ayco counselors may assist counseled individuals in reviewing and
selecting the allocations of assets among various asset groups and
they may assist counseled individuals in understanding how certain
decisions may affect the counseled individual’s risk/return ratio.
Certified Financial Planner Board of Standards Inc. owns the
certification marks CFP®, CERTIFIED FINANCIAL PLANNER™, CFP®
(with plaque design) and CFP® (with flame design) in the United States,
which it awards to individuals who successfully complete CFP Board’s
initial and ongoing certification requirements. CFA® and Chartered
Financial Analyst® are registered trademarks owned by CFA Institute.
No part of this material may be i) copied, photocopied
or duplicated in any form, by any means, or ii)
redistributed without Ayco’s prior consent.
This material is intended for educational/informational purposes
only. The website links provided are for your convenience only and
are not an endorsement or recommendation by Ayco of any of these
websites or the products or services offered. Ayco is not responsible
for the accuracy and validity of the content of these websites.
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