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Value of Employment Fringe Benefits

Employment fringe benefits may account for over
one quarter of an individual’s total work-related
compensation. Consequently, an accurate
estimation of employment-related fringe benefits is
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fundamental to determining economic loss in
personal injury cases.
Employment-related benefits commonly include:

e Health and dental insurance;

e Life insurance;

e Short term and long term disability insurance;

e Retirement and pension benefits such as a
defined benefit plan;

® 401(k) or profit sharing program; and

e Government-mandated benefits, which
include:

e  Social Security;

(] Medicare;

o Workers’ compensation insurance; and

® Federal and state unemployment
insurance.
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Social Security benefits can either be included in
employment-related benefits or estimated as they
would actually be received in retirement. The
proper method depends on the circumstances
specific to the case being reviewed.

Proper determination of economic loss resulting
from loss of employment-related fringe benefits
requires careful consideration of the individual’s
work status and eligibility for certain benefits.
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How Lost Benefits Arise

Tort actions resulting in personal injury may result in
an economic loss due to loss of employment-related
fringe benefits. Since many benefits are directly
related to levels of salary and wage compensation,
an economic loss may result when an individual is
prevented from returning to a pre-accident work
status. Loss of employment-related benefits may
result from a partial disability where the individual is
unable to return to a pre-injury work level and is
forced to take a job paying a lower wage or offering
less generous benefits.

What Is Lost?

Proper calculation of an individual’'s economic loss
due to reduced or eliminated fringe benefits must
address the following question: Is the individual’s
economic loss the reduction in the “value” of the
benefits received or is the loss determined by the
“cost” to the employer of providing the benefits?

The two concepts inherent in the above question will
likely produce different estimates of the individual’s
economic loss. In general, the courts have given
little guidance in the preferred measurement of the
loss of fringe benefits. The economist must be
careful to determine the relevant circumstances of
each case when preparing his or her estimate of
economic losses due to reduction or elimination of
fringe benefits.

Generally Recognized Approaches

There are three generally recognized approaches to
the estimation of economic loss of employment-
related benefits:

1. The employer’s cost to provide the benefit;

2. The economic value of the benefit to the
employee; and

3. The cost to the employee of replacing the benefit
when lost."

The preferred selection of estimation methods is
determined by case-specific circumstances and
practical consideration, such as the availability of
relevant data. The three approaches will likely not
result in the same estimate of economic loss.
Administration costs, the effects of adverse
selection, and tax effects, individually and in
combination, will lead to different estimates of
economic loss due to foregone employment
benefits.

Considerations and Conclusions

Of the three approaches, the employer’s cost to
provide the benefit is generally the easiest to obtain.
If specific data is not available, published survey
data generally can be adapted for use.

Estimates based on the replacement cost approach
may be more appropriate in cases such as wrongful
deaths, where the survivor must replace health
benefits which otherwise would have been provided
by an employer. Caution must be exercised to be
sure there is an appropriate matching between the
benefits lost and those provided through
replacement means.

Determining the economic value of employment
benefits to the employee is frequently difficult.

Often the only practical option is to determine either
the individual’s replacement cost of the benefit or
the employer’s cost to provide the benefit as a proxy
measure of the economic loss. The state-of-the-art
methods for measuring economic loss due to
foregone employment benefits are changing.
Evolving measurement techniques may soon assist
economists to better estimate the economic value of
employment-related fringe benefits.

' See Three Concepts of the Value of Fringe
Benefits. Romans & Floss, Journal of Forensic
Economics (3)189, pp. 69-73.
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