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Partl | Forward

China has experienced amazing growth and development over the past two decades. With
this growth there have been innumerable advances in the country’ s infrastructure and
general quality of life. However, improvement in the national health care system has not kept
pace with the developments in other areas. The government continues to recognize this issue
and has given the development of the health care system a prominent focus in the 12th Five
Year plan.

As the government has acknowledged, the issue of personal health is becoming more
important to the average Chinese citizen. Crowded hospitals, long lines, and questionable
care have left many ordinary people looking for other options. The next five years will prove to
be an important period as the national health care system looks to provide improved service to
the population.

Employers have an important role to play in contributing to better health options for employees
and their families. It is a role most companies have yet to fully accept irrespective of whether
the company is domestic or multinational. Investing in employee health can make a company
more attractive to potential employees and it can directly influence higher levels of company
performance.

The purpose of this inaugural study is to explore the current state of employee health benefits
in China. We seek to the highlight the current situation among participating companies and
to provide a perspective on how things might develop going forward. We hope the study
provides insights to HREC members and that this information can be used to contribute to the
health and wellbeing of member employees and their families.

Mark Jin Guo Kai
CEO | HREC Chairman and CEO | Essential Health
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Part2 | Executive Summary

This first annual HREC Health Benefits Study has been
conducted in partnership with Essential Health. The purpose
of the study is to better understand the current state of
employee health benefits in China and to provide insights
into future developments.

Overall 252 companies and organizations representing 22
countries participated in the survey. There were 82 (32.54%)
US companies and 59 (23.41%) Chinese companies. The
participant group represents over 15 industries and the
participants range from very small businesses to companies
with over 10,000 employees.

The study takes a "top down" look at employee health
benefits. Starting with a review of organization structure,
governance, and how decisions are made in the HR
function. It then examines total rewards philosophy and
broad based benefits offerings. The study concludes by
looking specifically at current employee health benefits
practices and provides a look at what might be ahead.

o0 o
The following is a summary of the key themes and lessons

from the study.

© There is strong accountability and

operational control at the China level

° Among participating companies there is a strong
geographic P/(L) focus with 176 (69.80%) participating
companies holding P/(L) accountability at the China level.

° There are 195 (77.38%) companies in the participant
group that have some or all of HR reporting directly to a
business unit.

° Only 53 (21.03%) companies reported that global/
regional leaders have approval on all key HR decisions with
103 (40.87%) participants reporting that global/regional
leaders were only asked for input.

°  The majority of participants source and choose
vendors locally. A total of 153 (60.71%) companies make
HR vendor decisions centrally at the China level and 232
(92.06%) participants have the freedom to choose the
vendors.

© Employee benefits are not the key HR
challenge in China, but they are important
° Participants report managing the rising cost of labor

and attracting the right talent to achieve growth as the two
primary HR challenges in China.

° Improving the quality of employee benefits is the
second most pressing challenge reported by Domestic
companies.
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°  The most pressing issue for issue for Multinationals is
managing the rising cost of labor.

° 181 (74.49%) participants do not expect to change their
philosophy towards cash and benefits over the next 3 years.

© Employee Benefits in China are still very

basic today

° The broad based employee benefits approach in
China has not significantly changed for years. There is a
strong reliance on the national Mandatory Benefits program
as the primary offering. Most companies then use basic
insured benefits to “top up” their overall benefits offering.

° There is still an alarming lack of focus on retirement
benefits in most companies.

°  Flexible Benefits is where most of the innovation is
taking place but this is limited and often only happens in
larger companies.

° 181 (74.49%) participants do not expect to change their
philosophy towards cash and benefits over the next 3 years.

© Employee Health Benefits are at an early

stage of development in China

° There are four prevalent employee health benefits
that run across all categories of participant companies;
Outpatient/Inpatient insurance, Maternity Insurance, Critical
lliness Insurance, and Employee Annual Health Check.

° Employee health benefits are not a top priority for
many companies. Given the strong focus on health related
costs in the United States, it is not surprising to see that US
participants place more relative importance on health
related benefits.

¢ Participating companies are generally split as to their
concern about the current cost of health care benefits.
Surprisingly, 154 (63.37%) participants reported that annual
health care costs are not increasing. A total of 219 (90.12%)
participants are not under pressure to reduce employee
health benefit costs.

°  Only 20 (33.90%) Domestic participants and 46 (25.00%)
Multinational participants reported plans to improve current
employee health benefit offerings.

°  Most companies don’ t officially survey employees,
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however 234 (96.69%) of participants believe personal
health is “already important” or “increasingly important”
to employees. A total of 189 (77.78%) participants reported
some level of concern about the quality of health care
received by their employees.

° The majority of participants do not review or act on
insurance claims data, annual health check data, and
absentee data.

This is just the beginning of the story about employee

health benefits in China. Asthe workforce ages and the
market evolves, the prevalence and sophistication of health
benefits will only increase. The following key trends will be
worth tracking and will likely determine how quickly the
environment changes:

°  With the rising cost of labor there will undoubtedly be
pressure on companies to contain health related benefits
costs.

°  Multinational companies will continue to push global
health and wellness initiatives into China.

° Preventative health benefits will become prevalent as
companies turn focus to cost containment.

° Using data at their disposal, companies will begin
to proactively optimize their employee health benefit
programs.

*  Benefits will become an increasingly important part of
recruiting and retention strategy.

°  Employers will incorporate more choice in the design
of employee health benefits.

As evidenced in other parts of the world, an investment in
workforce health can pay dividends for both the company
and the employees. In China, there is little doubt that

the issue of health will become increasingly important to
employees and their families. Each company will have

an important role to play in supporting employee health
moving forward. The pace at which employers respond
will be in the hands of the business and HR leaders running
companies in China.
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Part3 | Participant Demographics

Overall 252 companies representing 22 countries and territories participated in the survey. Companies from the United States
make up the largest group with 82 (32.54%) participants. Companies from China make up the second largest group with 59
(23.41%) participants. The remaining participants are headquartered across Europe and other parts of the Asia Pacific region.

© Legal Ownership Structure of Participant Companies (n=252)
Multinational WOFE and Joint Ventures comprised 204 (80.95%) of the participating companies.

Exhibit 3.1

Wholly foreign-owned 168
Sino-foreign Joint Venture
State-owned Enterprises

Chinese Private Enterprises

Other Notclassified

85!
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© Equity Ownership Structure of Participant
Companies (n=252)

The majority of participating companies are privately

owned. Fifty-two (46.80%) of the 111 public companies

are listed in the United States on the NYSE or NASDAQ.

Exhibit 3.2

Bl Public
M Private

© Employee Size of Participating Companies
(n=252)

The participant group represents a wide range of

employers from small domestic businesses to large global

companies.

Exhibit 3.4

22.00%

38.00%

Bl Less than 500
W Between 500
40.00% to 2500

More than
2500 people

© Industry Representation among Participant
Group (n=252)

The participant group is quite diverse with representation

from more than 15 industry segments.

Exhibit 3.3

Machinery Manufacturing 47
Life Sciences

IT&High-tech

Consumer Goods
Automobiles and auto parts
professional services
Chemical and Petrochemical
Retail and e-commerce
Logistics and Transport
Electrical and Electronic

Energy and Power

Financial services

Paper, Packaging and
Forest industry

Real estate

Internet and Game industry

Environmental Science

Building Materials

Clothing materials production

Mining and Metallurgy

Multi-industry




Part4 | Human Resources Governance
and Operating Structure

The way in which HR is structured and governed can often have a direct impact on the philosophy around employee benefits.

© Business Structure and Results Accountability (n=252)

The majority of participating companies have P/(L) accountability at the China level. A China P/(L) structure strengthens
and empowers local decision making when it comes to HR related decisions. As seen in the graphic below 176 (69.80%)
participating companies hold P/(L) accountability at the China level.

Exhibit 4.1
Multiple BU,results accountability at China P/(L) Level 108

Single BU, results accountability at China P/(L) Level 68

Multiple BU Global & regional P/(L), with results accountability at BU level, 61
with China coordination (e.g. shared services, country President, etc.)

Multiple BU, Global & regional P/(L) with results accountability at BU level, no China coordination 12

Others 3
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© Human Resource Reporting Relationships (n=252)

As seen in Exhibit 4.2 there is a fairly wide range of approaches for managing the HR function. A more traditional corporate
structure is most prevalent in larger multinational companies. This approach often involves direct global reporting of the HR
function. There are 195 (77.38%) companies in the participant group that have some or all of HR reporting directly to a business
unit. Conversely, 50 (19.84%) participants have a direct global reporting line for HR.

Exhibit 4.2

Corporate HR group that reports regionally/globally and 86
BU HR reports to directly to BU with dotted line to Corporate HR

Reports directly to Business Unit, with dotted line to global HR 56
Reports solely and directly to a Business Unit 53
Reports directly through global HR with dotted line to Business Unit 50

others 7

© How HR Sets Strategy and Makes Decisions (n=252)
The majority of participants set HR strategy locally and make decisions that are best fit for the China operating environment.

Exhibit 4.3
Local China resources develop, set, and decide HR strategy independently 99

Global/Regional HR resources drive HR strategy 90
decisions but allow China to made some local adjustments

Local China resources consult with global HR leaders,
but have authority to make HR strategy decisions locally

HR Strategy is globally mandated and rolled out in China with no adjustment 2

others 2

© Where Vendor Decisions are Made in the Organization (n=252)

As seen in Exhibit 4.4, 153 (60.71%) participating companies make HR vendor decisions centrally. In recent years there

has been a noticeable trend towards centralization at the China level. A push towards centralization is often focused on
harmonization of HR programs, establishing levels of control, and cost reduction.

Thirty-seven (14.68%) companies require approval from outside of China for major vendor decisions. Of the 37 companies that
require approval from outside China, 19 (51.35%) are US companies.

Exhibit 4.4

HR vendor decisions are made centrally (e.g., at the China level) 153

HR vendor decisions are decentralized and made at the BU or even office/location level 55

HR vendor decisions are made only with the approval of global/regional resources 37

others 7
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© How Vendor Decisions are Made in the Organization (n=251)

Over the past 20 years most global HR service providers have entered China. One strategy often used by such providers is

to sell “global” service arrangements and many multinational companies enter into such agreements. However, delivering
consistent quality globally is often difficult even for the most developed service organizations. Among participating companies
only 17 (6.75%) companies are required to use global vendors. The large majority of companies are allowed to choose the best
providers in the China market irrespective of any preferred global relationships.

Exhibit 4.5

China HR identifies, sources and decides on vendors locally

China HR is required to consider global preferred
vendors but has the freedom to choose vendors locally

China HR must use global preferred vendors who have a presence in China

© Participants' Usage of a Shared Services
Center (n=248)

Only 94 (37.40%) participating companies have a shared
services center in China. In many cases these shared
services centers offer support to other countries in

Asia. There is no distinct pattern as to the nationality of
participating companies that choose to use a shared
services model. However of the 94 companies that
currently have a shared services center, 70 (74.47%) of
the companies have more than 2500 employees.

Exhibit 4.6

B Have Shared Services
M No Shared Services

133

others

© Shared Services Activities among Adopting
Participants (h=94)

As seen in the graphic below, HR activities are the most

prevalent among participants with a shared services

center.

Exhibit 4.7
HR - Compensation & Benefits 68
HR - Recruiting 53
HR - Administration(e.g. payroll) 50
Financial 46
Purchasing 30

IT Support 5
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Part5 | HR Challenges & Priorities

Exhibit 5.1

Managing the rising cost of labor 48.42%

Attracting and recruiting the right talent to support business growth 45.26%

Building an employment brand that is strong and visible 36.84%

Motivating the highest levels of performance in the organization 35.79%
Building an organizational culture that support business growth 34.74%
Providing market competitive benefit programs 33.68%
Providing market competitive cash compensation programs 31.58%
Creating a strong succession pool for the future 28.42%
Managing the increasing cost and complexity of recruiting 28.42%

Developing local managers and
leaders to support business growth

@ Top Current HR Issues 24.21%

for Companies with Other 15.79%
Less than 500
= Building organizational capability
Employees (n 95) to support business growth 15.79%
Companies with less than Lowering voluntary turnover in the company 12.63%

500 employees reported the

following current HR issues. Ensure people are treated with dignity
and in compliance with the law
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Exhibit 5.2
Attracting and recruiting the right talent to support business growth 48.00%
Managing the rising cost of labor 41.00%
Motivating the highest levels of performance in the organization 38.00%
Providing market competitive benefit programs 37.00%
Building organizational capability to support business growth 31.00%
Providing market competitive cash compensation programs 29.00%
Creating a strong succession pool for the future 27.00%
Buliding an organizational culture that support business growth 26.00%
Managing the increasing cost and complexity of recruiting 26.00%
Developing local managers and
leaders to support business growth 25.00%
© Top Current HR Issues - | brand
. . uilding an employment bran
for Companles with that is strong and visible 25.00%
between 500 and 2500 ' _ .
Employees (n=100) Lowering voluntary turnover in the company 11.00%
Companies with between 500 Other 7.00%
and 2500 employees reported '
the following current HR issues. Ensure people are treated with dignity
and in compliance with the law 1.00%
Exhibit 5.3
Building organizational capability to support business growth 43.86%
Managing the rising cost of labor 42.11%
Buliding an organizational culture that support business growth 33.33%
Providing market competitive cash compensation programs 33.33%
Building an employment brand that is strong and visible 31.56%
Creating a strong succession pool for the future 29.82%
Developing local managers and leaders to support business growth 29.82%
Attracting and recruiting the right talent to support business growth 26.32%
Managing the increasing cost and complexity of recruiting 26.32%
Providing market competitive benefit programs 24.56%
o TOp Current HR |SSUGS Motivating the highest levels of
for Companies with performance in the organization 21.05%
over 2500 Employees . .
Lowering voluntary turnover in the company 14.04%
(n=57) '
Companies with over 2500
8] Other 12.28%
employees reported the
fOIIOWing current HR issues. Ensure people are treated with dignity

and in compliance with the law
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Human Resource Management is a well-
documented challenge for nearly all
companies operating in China. To better (@ Attracting and recruiting the right talent to support business growth
understand the relative importance of
employee health benefits it is important to
understand the challenges faced by HR. @ Providing market competitive benefit programs
Looking at the entire participant population
the following is a rank ordered list of key issues:

(1 Managing the rising cost of labor

(3 Motivating the highest levels of performance in the organization

(© Building an organizational culture to support business growth

@ Top 5 Current HR Issues for Domestic Companies (n=59)

Domestic participants are focused on attracting the right talent and providing competitive benefit programs to employees.
Unlike their Multinational peers, the rising cost of labor does not appear to be a primary issue.

Exhibit 5.4

Attracting and recruiting the right talent to support business growth 47.46%

Provide market competitive benefits program 38.98%

Build an organizational culture that support business growth 35.59%
Manage the rising costs of labor 35.59%

Provide market competitive cash compensation programs 35.59%

© Top 5 HR Issues for Multinational Companies (n=184)
Multinational participants report a strong focus on increasing labor costs and on difficulty attracting the right talent.

Exhibit 5.5

Manage the rising cost of labor 46.20%

Attracting and recruiting the right talent to support business growth 39.67%

Motivating the highest level of performance in the organiztion 32.07%

Providing market competitive benefits program 31.52%

Building an employment brand that is strong and visible 31.52%



Part6 | Managing Compensation & Benefits

The philosophy around Total Compensation has an obvious direct impact on how companies approach employee benefits.

© Domestic Companies Total Compensation Target (n=59)

Participating domestic companies appear to be more aggressive than their multinational peers when it comes to Total
Compensation target levels. Some of this appears to be in an effort to “catch up” with their Multinational peers. This is
particularly true with professional, management, and senior management employees.

Exhibit 6.1

P TG Manual Sales/Retail General Staff/ P -~ VTG R Senior
y farg Workforce Workforce Administration 9 Management

25% Percentile
50% Percentile
75% Percentile

Average

6.78%

50.85%

20.34%

22.03%

6.78%

38.98%

33.90%

20.34%

11.86%

57.63%

11.86%

18.64%

1.69%

38.98%

37.29% 45.76% 59.32%

22.03%

3.39%

35.59%

15.25%

3.39%

25.42%

11.86%
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© Multinational Companies Total Compensation Target (n=184)

Participating multinational companies are consistently targeting 50th Percentile for all job categories. A noticeable shift does
take place for some participants at the Management and Senior Management levels

Exhibit 6.2
Workforce Workforce Administration Management
25% Percentile 0.54% 7.61% 7.07% 1.63% 2.17% 3.26%
50%Percentile 63.04% 65.76% 75.54% 61.96% 56.52% 44.57%
75% Percentile 21.20% 11.41% 5.43% 23.91%
Average 15.22% 15.22% 11.96% 12.50% 10.33% 9.78%

© Domestic Companies Employee Benefit Target (n=59)

As seen in Exhibit 6.3 Domestic participants generally take a more conservative approach to employee benefits. A significant
number of participants indicate that they only offer basic mandatory benefits.

Exhibit 6.3
Workforce Workforce Administration Management
Above Market Average 16.95% 18.64% 18.64% 30.51% 37.29% 40.68%
Market Average 42.37% 42.37% 47.46% 37.29% 37.29% 35.59%

© Multinational Companies Employee Benefit Target (n1=184)

The Multinational participants are clearly focused on offering Market Average benefits. For Management and Senior

Management positions the focus shifts for some participants to above market benefits. However, it appears that most
companies are taking a relatively standard market based approach to benefits.

Exhibit 6.4
Benefit Target Level b ETITEL Sl RG] ELNCIEN S Professional Management SElile)
9 Workforce Workforce Administration 9 Management
Above Market Average 14.67% 16.85% 12.50% 16.85% 22.83% 31.52%
Basic Mandatory Benefits 22.28% 17.39% 15.22% 11.41% 9.78% 9.24%
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© Domestic Participants' Philosophy about the Relative Importance of Cash and Benefits (n=59)
Domestic participants tend to focus more on Cash for the Manual Workforce. For the remaining employee levels participants
report a more balanced approach with cash still remaining important for many. Benefits become increasingly important for
some participants at the Management and Senior Management levels.

Exhibit 6.5

Philosoph Manual Sales/Retail General Staff/ Professional Y —— Senior
phy Workforce Workforce Administration 9 Management

Benefits are more important than
cash

Cashiand Benefits need equal 28.81% ) 54.24% 59.32% 59.32% 50.85%
attention
Ceante mol;‘;':*e‘ﬁt‘;’“am e 69.49% 44.07% 44.07% 30.51% 18.64% 18.64%

1.69% 3.39% 1.69% 10.17% 22.03% 30.51%

© Multinational Participants' Philosophy about the Relative Importance of Cash and Benefits (n=184)

Similar to Domestic peers, the Multinational participants place more focus on Cash for the Manual Workforce. That focus then
balances out for most participants as they focus on Cash and Benefits equally.

Exhibit 6.6

Philosonh Manual Sales/Retail General Staff/ Py n— T — Senior
phy Workforce Workforce Administration 9 Management

Benefits are more important than
cash

Crael E1d) EOnEli s e @gue] 32.07% 59.24% 62.50% 78.80% 74.46% 66.85%
attention

Sl rmelte i stz e 66.30% 38.04% 35.33% 14.13% 6.52% 5.43%
benefits

1.63% 2.72% 2.17% 7.07% 19.02% 27.72%

© Likelihood of a Philosophical Exhibit 6.7

Change in the Next 3 Years (n=243) 67.80% B philosophy will change

Most participants reported that they would # philosophy wont change

not change their overall compensation
philosophy in the coming 3 years. Of those
that reported they would, the changes
are slight and focused on shifting the focus
from 'Cash' to 'Cash and Benefits'. Very 32.20% 76.63%
few companies said they would focus on

Benefits as a priority moving forward. 23.37% I

Domestic  Multinational
(n=59) (n=184)
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Part7 | Employee Benefits

=

The broad based employee benefits approach in
China has not significantly changed for years. There is
a strong reliance on the national Mandatory Benefits
program as the primary offering. Most companies
then use basic insured benefits such as medical
insurance and group insurance to “top up” their
overall benefits offering. There is still an alarming

lack of focus on retirement security and most of the
current benefit plans lack creativity.

As the competition to attract and retain talent )
continues, the benefits environment in China is .
slowly evolving. The introduction of Flexible Benefits
is a good example of how leading employers have
sought to innovate around employee benefits.

However the pace of this development could be
broadly limited by employer concerns about the

rising cost of labor.

© Employee Benefits Prevalence among Participating Domestic Companies (n=59)

Exhibit 7.1

Emplovee Benefit Manual Sales/Retail General Staff/ o o~ e e— Senior
s Workforce Workforce Administration 9 Management
74.58% 79.66% 89.83% 88.14% 84.75% 84.75%

Mandatory Benefits
Flexible Benefits
Supplemental Pension
Savings Plan
Supplemental Medical Insurance
Group Insurance
Supplemental Housing Fund
Housing Loan Program
Stock Ownership Plan

Retention Bonus

27.12% 33.90% 30.51% 33.90%
16.95% 16.95% 16.95% 16.95%
6.78% 1.69% 3.39% 5.08%

30.51% 40.68% 42.37% 40.68% 38.98%
28.81% 33.90% 42.37% 44.07% 47.46% 44.07%

23.73% 22.03% 20.34% 20.34%
1.69% 5.08% 5.08% 5.08%
3.39% 10.17% 18.64% 37.29%
8.47% 15.25% 20.34% 22.03%



Company Car / Car Allowance
Rented Housing
Company Dormitory
Club Membership
Education Assistance
Cash Allowances
Discounted Company Products

Others

© Employee Benefits Prevalence among Participating Multinational Companies (n=184)

11.86%

10.17%

20.34%

10.17%

11.86%

13.56%

20.34%

3.39%

16.95%

8.47%

13.56%

13.56%

13.56%

32.20%

22.03%

3.39%

15.25%

8.47%

10.17%

18.64%

18.64%

35.59%

25.42%

5.08%

20.34%

11.86%

11.86%

20.34%

22.03%

40.68%

27.12%

5.08%

37.29%

16.95%

10.17%

23.73%

23.73%

45.76%

27.12%

8.47%

50.85%

15.25%

10.17%

18.64%

25.42%

47.46%

22.03%

8.47%

Exhibit 7.2

Trslloves Bane Manual Sales/Retail General Staff/ Py n— T —— Senior
ploy Workforce Workforce Administration 9 Management

82.61% 83.15% 98.91% 98.91% 97.83% 94.02%

Mandatory Benefits
Flexible Benefits
Supplemental Pension

Savings Plan

Supplemental Medical Insurance 57.61% 64.67% 76.63% 76.63% 78.26% 76.09%
63.59% 65.22% 78.80% 79.89% 80.98% 77.17%

Group Insurance
Supplemental Housing Fund
Housing Loan Program
Stock Ownership Plan
Retention Bonus
Company Car / Car Allowance
Rented Housing
Company Dormitory
Club Membership
Education Assistance
Cash Allowances
Discounted Company Products

Others

16.30%

8.70%

6.52%

15.76%

3.80%

5.98%

9.24%

8.70%

1.63%

14.67%

7.07%

17.39%

22.28%

16.30%

2.17%

22.28%

10.87%

8.70%

23.37%

3.80%

8.15%

12.50%

24.46%

2.72%

4.89%

7.07%

19.57%

41.30%

19.57%

2.72%

22.28%

10.87%

8.70%

25.54%

4.89%

9.24%

9.78%

14.67%

1.63%

8.70%

8.15%

22.83%

41.30%

20.65%

3.80%

24.46%

10.87%

8.70%

25.54%

5.43%

13.04%

21.74%

18.48%

3.26%

7.07%

9.24%

27.17%

47.83%

20.11%

3.80%

25.00%

13.04%

11.41%

27.17%

4.89%

21.74%

26.63%

40.76%

10.87%

5.98%

10.33%

30.98%

55.98%

20.65%

4.35%

27.72%

15.22%

11.96%

27.72%

5.43%

36.41%

33.15%

64.67%

23.91%

5.98%

15.76%

35.33%

56.52%

20.65%

5.43%
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Part8 | Employee Health Benefits

© Prevalence of Select Employee Health Benefits among the All Participants (n=252)

As seen in Exhibit 8.1, there are four prevalent employee One notable difference across the participant group is that
health benefits that run across all categories of participant virtually all employee health benefits are more prevalent
companies. among Multinational companies. This is consistent with the
« Outpatient/Inpatient Insurance; information in Exhibit 6.3 that reveals that many Domestic

* Maternity Insurance; companies only offer Mandatory Benefits to employees.

» Critical lllness Insurance; and
* Annual Health Check.

Exhibit 8.1

Manual
Employee Health Benefits Workforce

Employee Medical Insurance
-Outpatient (OP) & Inpatient (IP)

Sales / Retail
Workforce

Senior

Professional
Management

Management

General Staff /
Administration
89.29%

68.25% 75.00% 90.08% 90.08% 87.70%

Employee Medical Insurance

0,
-Maternity 99.92%

66.67% 78.17% 76.98% 74.60%

78.97%

50.40% 57.94% 67.46% 68.65% 68.65% 66.27%

Employee Medical Insurance
-Critical lliness

60.71%

67.06% 80.95% 81.35% 77.38%

Hospitalization Insurance/
Allowance



Dependent Medical Insurance
Dental Benefits
Annual Medical Check-up
Employee Assistance Program (EAP)
Health Risk Assessment (HRA)

Health Intervention Programs
-Onsite Clinics

Health Intervention Programs
-Health Related Lectures

Health Intervention Programs
-Vaccinations

others

34.52%

3.17%

40.48%

3.57%

46.83%

4.76%

48.02%

5.16%

51.19%

5.56%

TE R TR RAERET

51.19%

11.11%

65.08% 71.03% 86.90% 89.68% 88.10% 85.71%

5.16%

2.38%

3.97%

19.05%

5.95%

2.78%

5.56%

2.38%

5.16%

19.44%

7.14%

2.38%

6.75%

2.38%

5.16%

24.21%

6.75%

2.78%

© Prevalence of Insured Benefits among all Participants (n=252)
There are three prevalent insured benefits that run across all categories of participant companies:

* Group Term Life Insurance;
» Group AD&D Insurance; and
* Employer Liability Insurance.

5.95%

2.78%

5.56%

23.41%

6.75%

2.78%

6.35%

3.17%

5.56%

24.60%

6.35%

3.17%

6.35%

5.56%

7.14%

24.21%

7.54%

4.37%

Only small differences exist between Domestic and Multinational participants. Perhaps most notable is that Domestic
companies report higher adoption of Group Term Life Insurance at all levels of the organization.

Exhibit 8.2

In nce Benefit

Group Term Life Insurance
Group AD&D Insurance
Employer Liability Insurance

Dependent Life/AD&D Insurance
Benefit

Total and Permanent Disability/
Long-term Disability/Short-term
Disability

Traffic Accident Insurance

Business Travel Insurance

Manual
Workforce

28.17%

53.97%

32.54%

7.14%

24.21%

22.62%

15.08%

Sales/Retail
Workforce

35.32%

62.70%

32.54%

7.14%

25.00%

29.76%

28.17%

General Staff/
Administration

39.29%

71.83%

36.11%

8.73%

26.59%

28.57%

26.19%

Professi

39.68%

73.02%

36.51%

9.13%

26.98%

30.56%

28.57%

Management

40.48%
73.02%

36.90%

12.70%

26.98%

30.95%

32.94%

Senior

40.08%

72.22%

36.11%

13.10%

27.78%

31.35%

34.92%
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© Prevalence of Insured Benefits among Domestic Participants (n=59)

Exhibit 8.3

Insurance Benefit

Group Term Life Insurance
Group AD&D Insurance
Employer Liability Insurance

Dependent Life/AD&D Insurance
Benefit

Total and Permanent Disability/
Long-term Disability/Short-term
Disability

Traffic Accident Insurance

Business Travel Insurance

\EGIEL
Workforce

47.46%

55.93%

35.59%

15.25%

28.81%

25.42%

15.25%

Sales/Retail
Workforce

54.24%

64.41%

33.90%

16.95%

30.51%

28.81%

27.12%

General Staff/
Administration

54.24%

69.49%

32.20%

--

15.25%

30.51%

27.12%

25.42%

55.93%
71.19%

Management

57.63%

71.19%

35.59%

33.90%

15.25%

30.51%

27.12%

25.42%

© Prevalence of Insured Benefits among Multinational Participants (n=184)

23.73%

30.51%

28.81%

30.51%

Senior
Manage

52.54%
66.10%

32.20%

22.03%

32.20%

27.12%

30.51%

Exhibit 8.4

Insurance Benefit

Group Term Life Insurance
Group AD&D Insurance
Employer Liability Insurance

Dependent Life/AD&D Insurance
Benefit

Total and Permanent Disability/
Long-term Disability/Short-term
Disability
Traffic Accident Insurance

Business Travel Insurance

Manual
Workforce

21.74%

53.26%

30.98%

4.35%

21.74%

21.74%

15.22%

Sales/Retail

Workforce

28.26%

61.96%

32.61%

3.80%

23.37%

30.43%

29.35%

General Staff/
Administration

34.78%

72.83%

38.04%

6.52%

25.54%

29.35%

27.17%

34.78%

72.83%

38.04%
6.52%
26.09%

30.98%

30.43%

Management

36.96%
77.17%

39.13%

9.78%

27.17%

33.15%

35.33%

Senior
nagement

38.04%
77.72%

39.13%

10.87%

27.72%

34.24%

38.04%



@ Current Level of Concern around Cost of
Health Benefits (n=252)

As seen in Exhibit 8.5 participating companies are

generally split as to their concern about the current cost
of health care benefits. Out of all the participant groups,
US and Chinese companies expressed the most concern.

Exhibit 8.5

M Concerned
@ Not Concerned

127 195

All us
participants Companies

Chinese
Companies

© Pressure to Reduce the Cost of Employee
Health Benefits (n=243)

There is very little perceived pressure to reduce the

cost of employee health benefits. However, as health
care costs rise there will be increasing pressure for
companies to at least contain health related benefit
costs. This pressure will require companies to seriously
address their medical claims loss ratio. These efforts often
involve the introduction of more comprehensive health
management programs aimed at reducing the utilization
in medical insurance benefits.

Exhibit 8.7
93.22% Bl Pressure to
89.13% Reduce
¥ No Pressure
to Reduce
0,
6.78% 10.87%
Domestic  Multinational
(n=59) (n=184)
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© Cost Increases for Employee Health Benefits
(n=243)
Given the heavy focus on insured benefits in China, cost
increases in employee health benefits are typically tied
to rising insurance premiums. Companies often switch
vendors to get a lower premium and to contain costs.
As insurers and employers struggle to contain medical
claims ratios it will be unlikely that a cost containment
strategy built solely around switching vendors will work.
As insurance premiums rise, health related benefits cost
will likely start to increase for most companies over the
next few years.

Exhibit 8.6
64.41% 63.04% B Cost
Increasing
I Cost Not
Increasing
35.59% 36.96%

Multinational
(n=184)

Domestic
(n=59)

@ The Consideration of Self-Insuring (n=243)
Very few companies actually self-insure in China. Outside
of China, many companies choose to self-insure in an
effort to lower overall health related cost. As health
insurance costs rise, some companies will likely begin a
serious conversation around self-insurance.

Exhibit 8.8

81.36% 83.15% M Discussed Self

Insuring
¥ Not Discussed
Self Insuring
18.64% 16.85%
Domestic  Multinational
(n=59) (n=184)
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© Giving Employees Multiple Plan Options
(n=243)

The majority of participating companies still adopt a

single plan approach. As the health market develops

and employers look to increase the perceived value

of their health benefits, multiple plan options will likely

increase among employers.

Exhibit 8.9
88.59% B Provide Multiple
Plan
74.58% ¥ Do Not Provide
Multiple Plans
25.42%
11.41%

Domestic  Multinational
(n=59) (n=184)

© Participants Looking to Improve Current
Health Benefits (n=243)

According to participants the majority of companies are
not looking to make improvement in current employee
health benefit plans. Only 20 (33.90%) Domestic
participants and 46 (25.00%) Multinational participants
reported plans to improve current employee health
benefit offerings.

Exhibit 8.10

75.00% M Improve
66.10% M Do Not Improve

33.90%
25.00%

Domestic  Multinational
(n=59) (n=184)

As seen in Exhibit 8.11 the companies committed to making improvements are looking to introduce more preventative health
benefits. Many of these benefits focus on health education and health related support. Of particular note are the EAP and
HRA benefits. Both of these programs are used fairly sparingly in China, however, they will likely gain in prevalence over the

next 3 years.

Exhibit 8.11
55.00% M Domestic (n=20)
52.17%
50.00% inati =
07 83% M Multinational(n=46)
36.96%
35.00%
25.00%
20.00%
0 15.00%
15.00% 15.22% 13.00% 0
8.70%
Health Employee Health Risk Health On-site  Vaccinations Other
Related Assistance Assessment Intervention Clinics

Lectures Program (EAP) (HRA)

Programs
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© Determining Health Benefit Design and
Coverage Levels (n=243)

Consistent with the governance information in Section

4 of this report, the large majority of participants

design and roll out plans locally. Not surprisingly, some

Multinational companies report the involvement of
resources outside of China.

Exhibit 9.1

86.44% B Domestic(n=59)
B Multinational(n=184)

75.00%

21.20%
8.47%
5.08% . 3.80%
Soley Determined HQ/Regional

determined in China with strategy that

in China by input from isrolled out

localteam HQ/Regional in China
resources

© Usage of Employee Benefit Insurance
Brokerage based on Employer Size (n=252)

China is still a relatively immature market from an
insurance brokerage perspective. The market will
continue to develop and increasing numbers of
companies will turn to professional brokers. As seen in the
data, the majority of both large and small companies
are already using brokerage services. However, the
proportion of companies using brokerage services is
higher among larger companies.

Exhibit 9.2

74 71 M Use Broker
¥ Do Not Use Broker

36
29

21 21

<500 500-2500 >2500

58



China Employee Health Benefits Survey

© Broker Selection Criteria based on Employer © Domestic versus Multinational Usage of

Size (n=180) Employee Benefit Brokerage Services (n=243)
Participants report that nearly in all cases, companies Consistent with international practice, a large majority of
have the authority to choose a broker autonomously in Multinational companies currently use employee benefit
China. A total of 42 (23.20%) companies reported they brokers. Somewhat surprisingly, 33 (55.93%) Domestic
have local decision authority but must choose from a list participants use employee brokerage services.

of preferred global brokers. Only 11 (6.11%) companies
have to use globally mandated insurance brokers.

Exhibit 9.4

0,
Exhibit 9.3 76.09% M Use Broker

M Do Not Use Broker
54 M Company chooses
50 broker locally
B Company chooses 44.07%
broker locally from a list of
prefered global suppliers
Company must use
globally mandated broker

55.93%

23.91%

15 Domestic Multinatioal
(n=59) (n=184)

<500 500-2500 >2500

© Importance of Health Related Benefits to Participant HR Strategy (n=186)

Employee health related benefits are not a top priority for participant companies. Given the strong focus on health related
costs in the United States, it is not surprising to see that US participants place more relative importance on health related benefits.

Exhibit 9.5

B China(n=59) 57.78%
M us(n=82)
Europe (n=45)

42.37%
37.29%
34.15% 32.93%
28.05% 28.89%
18.64%
11.11%
4.88%

1.69% . 2.22%
Number one Tpo 3 Tpo 5 Not a

priority priority priority priority
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© Planned Improvements in Health Related
Benefits over the Next Three Years (n=186)

Looking out three years, most participant companies

are only planning to make small improvements. Only 25

(9.92%) participating companies reported that employee

health benefits will stay the same.

Companies looking to make improvements will likely

incorporate some combination of the following:

» Introduce preventative health programs (such as those

presented Exhibit 8.11);

« Diversify and improve medical insurance offerings to

give more choice to employees; and

« Introduce flexible benefit plans with more health related
benefit choices.

Exhibit 9.6
87.80% M China(n=59)
M uUs(n=82)
75.56%
74.58% ’ Europe (n=45)
17.78%
1017% 8% 15.25%
Significant Small Stay the

Improvements Improvement Same

© Employer Understanding of Importance of
Employee Personal Health (h=243)
Given that many companies do not directly survey
employees, participants were asked to share their
perceptions about the importance of personal health
to employees. As seen in Exhibit 9.8, 234 (96.69%)
participants believe personal health is “already
important” or “increasingly important” to employees.

Exhibit 9.8
62.50% 64.41% B Already
Important
M Increasingly
. Important
35.33% Not Important
8.47%
2.17%

Multinatioal Domestic

(n=184) (n=59)
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© Participants Who Survey Employees on
Individual Importance of Health Related
Benefits (n=243)

The majority of participating companies do not survey
employees on their individual health related needs or
their satisfaction levels with existing benefit plans. Only
73 (30.04%) participant companies reported that they
conduct surveys to better understand the needs of their
employees. Employees of the 73 surveying companies
made the following suggested improvements:

« Introduce flexible benefits and provide choice around
medical insurance;

* Improve the coverage levels of medical insurance; and
» Improve the quality of the Annual Health Check.

Exhibit 9.7

B Surveyed 71.74%
¥ Not Surveyed 64.41%

28.26%

Domestic  Multinational
(n=59) (n=184)

© Level of Concern Employers have
about Quality of Health Care Received by
Employees (n=243)
Most companies take some responsibility for the health
and wellbeing of their employees. Only 54 (22.22%)
participants reported not being concerned about the
quality of health care employees currently receive.

Exhibit 9.9
61.41% 61.0200 M Very
Concerned
W Concerned
Somewhat
Concerned
Not Concered
24.46%
18.64%
13.04% 15.25%
5.08%
1.09%
Multinatioal Domestic
(n=184) (n=59)
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© Participants Who Formally Review Insurance
Claims Data (n=243)

A great source of information about the health status
of a workforce is the annual insurance claims report.
However, only 19 (32.20%) Domestic companies and 80
(43.48%) Multinational companies review the data in a
formal manner.

Exhibit 9.10

67.80% B Review

¥ Do Not Review

56.52%

43.48%

32.20%

Domestic Multinatioal
(n=59) (n=184)

© Participants Who Formally Review Annual
Health Check Data (n=243)

Another great source of information about the health
status of a workforce is the annual health check summary
report. However, only 17 (28.81%) Domestic companies
and 75 (40.76%) Multinational companies review the data
in a formal manner.

Exhibit 9.12

71.19% B Review
59.24% ¥ Do Not Review

40.76%

28.81%

Domestic Multinatioal
(n=59) (n=184)
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Of the 99 participating companies who formally
review the data, not all companies take action on the
information. Of those participant companies who do
take action, these initiatives are most common:

» Change insurance provider;

» Optimize insurance coverage with existing vendor;
» Launch preventative health programs (e.g. Health
lectures, HRA, EAP, etc.);

* Improve employee communication about health
benefit programs; and

» Designate hospitals that employees must use.

Exhibit 9.11

42 M Take Action
38 I No Action

11

Domestic Multinatioal
(n=19) (n=80)

Of the 92 participating companies who formally
review the data, not all companies take action on the
information. Of those participant companies who do
take action, these initiatives are most common:

» Change insurance provider;

» Optimize insurance coverage with existing vendor;

» Launch preventative health programs (e.g. Health
lectures, HRA, EAP, etc.); and

* Improve employee communication about health
benefit programs.

Exhibit 9.13

42 B Take Action

@ No Action
33

10
7

b

Domestic Multinatioal
(n=17) (n=75)
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The majority of participants do not review or act on insurance claims
data, annual health check data, and absentee data. Using data at their
disposal, companies can proactively optimize their employee health benefit

programs.

© Participants Who Formally Review Absentee
Data (h=243)
Beyond being an important productivity metric,
absenteeism can often be used as an indicator of the
general health of a workforce. Unlike insurance and
health check data, the majority of participants actively
and formally review absentee data. Only 9 (15.25%)
Domestic participants and 55 (29.89%) Multinational
participants do not review absentee information.

Of the 179 participating companies who formally
review the data, not all companies take action on the
information.

Exhibit 9.14

84.75% B Review

20110 ¥ Do No Review
. 0

29.89%

15.25%

Domestic Multinatioal
(n=59) (n=184)

Exhibit 9.15

l Take Action 65 g4
™ No Action

30

20

Domestic Multinatioal
(n=50) (n=129)

Of those participant companies who do take action, these initiatives are most common:

* Punishment under company policy; ¢ Link attendance to annual bonus payment;

» Supervise line/direct managers; and » Communicate directly with employees.

It was clear for the participant responses that absenteeism is not treated as an employee health issue, but rather a
performance management issue. This approach is different from what you see in other parts of the world and it indicates a
lack of sophistication in the understanding of how health affects workforce productivity.
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Part10 | Moving Forward

It is a very early stage for employee health benefits in

China. As evidenced in the data, companies have not put a
significant focus on employee benefits. As the competition
for talent continues and as employees age, the importance
of health related benefits will only increase. Employers

will need to be creative and find ways of increasing the
perceived value of benefit plans while at the same time not
significantly increasing costs.

The following key trends will be worth tracking and will likely
determine how quickly the environment changes:

(+) Increasing focus on the cost of health benefits — With
the rising cost of labor there will undoubtedly be pressure on
companies to contain health related costs. This cost focus
will drive companies to address medical claims ratios with
their chosen insurance provider. This will drive increased
usage of brokers in the market.

© Push from outside of China - For Multinational
companies there will be an ever increasing pressure to
do more on the employee health front. Global wellness
programs continue to gain momentum and this will
eventually find its way to China.

© Increased focus on prevention - Part of the cost
containment solution is lowering utilization of insured
benefits. This will translate into more preventative programs
like EAP, HRA, and broad based health education
campaigns.

© Managing benefits in a more proactive way —
Companies will begin to use the information at their

fingertips. Annual health check, insurance, and absentee
data is a powerful tool that can be used to optimize health
benefit programs. Through optimization companies can
improve quality, increase perceived value, and lower cost.

© Health as a recruiting strategy — Cash is still king in
China, however, benefits will increasingly be used to attract
and retain the best talent. Demographic shifts will raise

the importance of health related benefits for average
employees. Employers who can find a cost effective way
to provide above market health benefits will have an
advantage in the talent marketplace.

© Choice will be important- Companies will move to
provide more choice to employees. Flexible benefit plans
are the obvious way to do this and health related choices
will be an important part of a good flex plan. Companies
that can’ t afford to offer a flex plan will likely begin to offer
some choice to employees. Whether it is multiple insurance
plans or simply letting employees choose the clinic for their
annual health check, employee choice will become more
important.

As evidenced in other parts of the world, an investment in
workforce health can pay dividends for both the company
and the employees. In China, there is little doubt that

the issue of health will become increasingly important to
employees and their families. Each company will have

an important role to play in supporting employee health
moving forward. The pace at which employers respond
will be in the hands of the business and HR leaders running
companies in China.
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About HREC Survey & Research Team

HREC Survey & Research Team is focus on HR hot topics. And we publish more than 14 Reports annually.
Every report will include data analysis and cases. We present with bench marking data, trends, and best
practice.

HREC have published the following Reports:
* 2012 China Learning and Development Status and Trends Survey Report
e 2012 China Employee Retention Research Report
¢ 2012 China Recruitment and Cost Management Survey
» 2012 China Talent Management Landscape Survey Report
* China Blue Collar Worker Management Practice Survey Report
* China HR Business Partner Insight

* China HR Shared Services Center Survey Report

In 2013, HREC Research Team will have more research :
* In 2013, HREC Research Team will have more researches :
* China Internal Trainer Building and Development Survey Report
» China Recruitment Process Outsourcing Survey Report
» China Management Trainee Status and Development Survey Report
¢ 2012 China Talent Management Landscape Survey Report
¢ 2012 China Culture and Performance Survey Report

* Leveraging Organizational Cultural Survey Report

You can contact with HREC Survey & Research team members if there is any question or need:

Sylvia Qu Rita Xue
021-60561858*855 021-60561858*850
Sylvia.Qu@hrecchina.org Rita.Xue@hrecchina.org
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