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HROA Recommended PracticeTM for Pricing Methodology

Introduction

The HROA Recommended PracticeTM for Pricing Methodology and Pricing Resource Units presents the most commonly used HR business process outsourcing pricing methods. This Recommended Practice has been reviewed and approved by the HROA Research and Standards Committee (RSC), with members representing the HRO industry including buyers, service providers, attorneys and advisors.  

Target Audience

This document is for use by all parties involved in establishing, revising and managing the pricing for HR outsourcing contracts. Those new to HR outsourcing and how pricing is developed will find the information especially helpful.

Purpose

The HROA Recommended PracticeTM for Pricing Methodology and Pricing Resource Units is intended for use in determining the unit cost and fee structure for HR processes commonly included in HRO contracts.  

Using accepted Pricing Methodologies and Pricing Resource Units reduces the time and resources needed to establish the pricing structure and supports additional focus on the determination and negotiation of the fees for service. The goal of the Pricing structure is to:

· Establish defined mutual expectations for pricing.

· Provide clear measurable definitions to validate volumes and pricing calculations.

When establishing Pricing consideration needs to be given to:

· Scale, scope, complexity and customization of services included in the Statement of Work.

· Geographies covered and service center locations

· Volume of activities.

· Performance levels established in the Service Level Agreements.

· Degree of change and investment required to transition and transform the systems, and processes. 

Limitations

To be as useful as possible, the information provided in this document contains examples and information illustrative of current industry practices.  The information should not be used to limit or replace the negotiation process between the buyer and service provider.
HROA published standards or practices are intended to provide a minimum best practice basis for addressing problems in HR outsourcing, and these standards and practices are not prescriptive or intended to be adopted and used in all situations.  Customization may be necessary or appropriate in any given circumstance.  HROA welcomes feedback and input about its Recommended Practices™.
Linkages

HROA Recommended PracticesTM provide a basic foundation of single topic information and tools that can be used as a common starting point for developing, negotiating and managing HR outsourcing agreements.  

HROA Recommended PracticesTM are not intended to cover all aspects and issues related to the topic. Additional education and guidance may be needed to address circumstances specific to a particular buyer and vendor.

The HROA Research and Standards Committee is developing other HRO practices including; Service Level Agreements and Statements of Work.  Please visit HROA's  Industry Standards & Practices page for more information.
The Guidelines and Definitions outlined below are to be used in conjunction with the Resource Unit document embedded below.
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Guidelines for Pricing Methodology

A pricing methodology should balance the interests of the buyer and the service provider. 

Pricing Principles

1. Predictable – set pricing makes billing easy to compute and can be used with volume trends and forecasts to support budgeting and resource allocation.
2. Variable - as the volume usage increases or decreases, so does the total cost.
3. Flexible - Resource Units may be set in volume based tiers to acknowledge a significant change in volumes with preplanned pricing adjustments.
4. Easy to Administer – clear Resource Unit definitions and methods to track volumes make fees easy to compute and verify. 
5. Fair - shares the benefits of economies of scale and reflects the impact in volume changes for both the buyer and service provider. 

Resource Units

Each HR service included in the outsourcing is composed of one or more elements, Resource Units, which can be identified and measured by volume of usage for pricing. Each Resource Unit (RU) represents a bundle of work activities and expenses required to provide the service on behalf of the buyer to employees and participants. 

Defining the Resource Units at a level that is both useful and usable is important. Too many low level Resource Units drive up cost, administration complexity and may limit the service provider’s ability to flexibly manage the work. Setting Resource Units at too high a level reduces one of the advantages of outsourcing for buyers, pricing that is responsive to changes in volumes.   

Pricing eggs one by one is very sensitive to volume, but drives up costs for packaging/ delivery and administration. If eggs are priced by the gross, large swings in volume must occur before pricing changes and volume sensitivity is lost. For most consumers and vendors, buying eggs priced by the dozen is the most useful and usable Resource Unit. 

For convenience and value multiple staffing activities are typically combined into one Per Hire Resource Unit covering processing requisitions, posting job openings (job boards, ads) resume processing, prescreening, assessments, systems support, offer management, etc. The Per Hire RU ties the vendor’s effective management of a full range of recruiting activities to delivery of the buyer’s desired outcome – successfully filled positions. 

Base Fees

Determining the volume of services to be delivered is also important in finalizing pricing. Consistent, high and growing volumes will be priced more favorably than low, declining or inconsistent volumes. 

A Baseline Volume will take into account the volumes in place prior to the outsourcing with adjustments for known increases or decreases. Pricing set by the unit cost of each Resource Unit and the Baseline Volume is called the Base Fee. (Base Fee = Baseline Volume x RU cost.) While there is usually one Base Fee for each service RU, more than one may be used when there are significantly differing volumes, price drivers or service goals by global geography. 

Resource Unit Volumes

There are two main types of RU Base Fee volume indicators:

1. Number of employees/participants 

Fees for services that support an entire population are based on the per person per year cost to provide support to the total population universe. Time Reporting, Payroll, and HR Data Management are examples.

Example: Payroll services are provided to 25,000 employees at $65 per employee paid per year. The annual Base Fee is 25,000 x $65 = $1,625,000. The monthly Base Fee is $135,417, 1/12 of the annual cost. 

2. Number of transactions or events

For services used by a limited number of employees/participants the specific number of transactions or events provided drive cost. Examples include; Relocation, Severance Administration, and Tuition Reimbursement.

Example: The Tuition Reimbursement Base Fee is $60,000 based on 1,200 transactions annually at $50 per transaction. 100 transactions are processed in July; 100 x $50 = $5,000. 

Pricing Note - The examples provided are only for illustration and do not reflect actual pricing or other terms and conditions that impact actual fees such as measurement period calculations or fees set by region or other buyer specific conditions. 

Pricing Methodologies

There are two main pricing methods used in HR Outsourcing and both are valid depending on the service provider and buyer circumstances and preferences. Normally one of the methods is selected and used for pricing the entire outsourcing agreement. 

1. Per Resource Unit (PRU)

· Base Fee pricing is based on the overall cost for each Resource Unit.

· Pricing increases and decreases directly as volumes increase or decrease. 

· Pricing tiers may be established to address significant volume changes, e.g., +/- 10-15%.  

· Assumes the incremental unit cost of increases and decreases in volume are the same.

PRU Example: Payroll services for 25,000 employees are priced at $65 per year per paid employee for an annual Base Fee of $1,625,000. The pricing tier for volume changes of -/+ 10% is $50 PRU per year. 

· 24,000 employees (-  4%)   = $1,560,000 per year; $130,000 per month

· 25,000 employees (+/- 0%) = $1,625,000 per year; $135,417 per month

· 26,000 employees (+ 4%)   = $1,690,000 per year; $140,833 per month

· 29,000 employees (+16%)  = $1,625,000 + (4,000 * $50 = $200,00) = $1,825,000 per year; $152,084 per month

2. Additional Resource Charge/Reduced Resource Charges (ARCs/RRCs)

· Base Fee pricing is based on a combination of fixed and variable costs for each Resource Unit.

· A threshold (“deadband”), generally +/- 10%, may be established to address minor volume variations before ARCs or RRCs are applied. Pricing does not increase or decrease with minor changes in volume unless the threshold is exceeded.

· ARC or RRC rates apply to volumes that fall above or below the threshold and reflect the incremental cost of increased or decreased volumes. 

· ARC and RRC incremental fees are usually the same, but may be set at different rates.

ARC/RRC Example: Payroll services for 25,000 employees are priced at $65 per year per paid employee for an annual Base Fee of $1,625,000. The threshold is +/-10%. ARC = $50; RRC = $50, which applies for volumes below 22,500 and above 27,500.

· 24,000 employees (-  4%)  = $1,625,000 per year; $135,417 per month

· 25,000 employees (+/-0%) = $1,625,000 per year; $135,417 per month

· 26,000 employees (+ 4%)  = $1,625,000 per year; $135,417 per month

· 29,000 employees (+16%) = $1,625,000 + ([29,000-27,500 = 1,500] * $50 = $75,000) = $1,700,000 per year; $141,667 per month
Pricing Methodology Definitions 
General

Base Fees – all-inclusive fees to provide service based on Resource Unit cost and Baseline Volumes. (Base Fee Charges do not include onetime transition charges or monthly usage based or pass-through expenses.)
Baseline Volume – volume of Resource Units used in the period prior to the outsourcing (usually 12 months) used to establish pricing and service designs. The prior period volumes may be adjusted by known increases or decreases in volumes.

Measurement Period – timeframe for calculating the volume of provided Resource Units, usually one month. 

Resource Unit – descriptor for each service used for measuring and pricing the unit volume of services delivered. Each RU may represent multiple activities required to deliver the service.

Service Level Agreements (SLAs) – service level definitions and performance standards. (See HROA Recommended PracticeTM – Service Level Agreements)
Statement of Work (SOW) – specific descriptions, definitions and deliverables for the included services. (Future HROA Recommended PracticeTM)

Usage-Based Transaction Fees – cover expenses not included in the Base Fee.

Usage-based fees may include items with volumes that vary dramatically over time and where incremental costs can be significant. Examples include printing and shipping, travel and living expenses and items where buyers have variable requirements, such as a range of applicant assessment tests by type of position or a high number of severance packages during a large reduction in force.

Per Resource Unit Pricing Methodology

Per Resource Unit (PRU) – pricing methodology based on the overall cost to provide a service by the established Resource Unit volumes and unit cost increases and decreases are equal. PRU pricing varies directly with changes in Resource Unit volume. Tiered pricing may be used to address volume changes (e.g., +/- 10-15%).   

Threshold – range of Resource Unit volume variation covered by the Base Fee, also called the “deadband” or “band”.   

Tiered Pricing – preset pricing changes for a range of increases or decreases in volume.

Additional/Reduced Resource Charges Pricing Methodology

Additional Resource Charge/ Reduced Resource Credit (ARC/RRC) – pricing methodology based on a combination of fixed and variable costs to provide a service by the established Resource Unit Baseline Volume. The ARC/RRC Base Fee remains the same for volume fluctuations within the threshold (e.g., +/- 10-15%) The ARC or RRC incremental charge is used when volumes decrease below the lower threshold limit or increase above the upper threshold limit during the Measurement Period.
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Resource Units

		HROA Resource Units

		Process				Sub-Processes						Resource Unit				Pricing Method

		Workforce Administration (WFA)				n		HR Data/Records Management				Active Employee				All in-scope services included in the Base Fees Per Active Employee

						n		HRIS Administration

						n		Employment Events
(New Hire Set-Up, Status Changes, Termination)

						n		Employee/Manager Support

		WFA Optional Services				n		Identity Management				Terminated Employee and Non-Employee				Separate fee per Terminated Employee and Non-Employee maintained on the HR database

						n		Severance Administration				Severance Calculation/Kit				Separate fee for this service or included in Base Fees per Active Employee based on agreed volume

		Human Capital Management				n		Employee/Labor Relations Case Mgmt.				Active Employee				Generally included in WFA Base Fees per Active Employee based on agreed scope and volumes

						n		Employee Survey Administration

		Compensation				n		Compensation Planning				Participating Employee				All in-scope services included in the Base Fees per Participating Employee

						n		Employee/Manager Support

						n		Market Survey Administration				Standard Survey and Custom Survey				Included in Base Fees per Participating Employee up to an agreed volume

						n		Executive Compensation				Participating Employee				Separate fee per Participating Employee

		Recruiting & Resourcing Administration				n		Recruitment/Resourcing Administration
(System, Job Boards, Applications/CVs)				Hire or Open Requisition				All in-scope services included in the Base Fees per Hire or Open Requisition

						n		Employee/Manager Support

						n		Offer Management

						n		Assessments & Prescreening Admin.

		Recruiting & Resourcing - Recruitment Process Outsourcing				n		RPO-Executive Recruiting				Executive Hire (Internal/External)				All in-scope services (both sourcing and administration) included in the Base Fees per Hire

						n		RPO-Exempt/Professional Recruiting				Management/Professional Hire (Internal/External)

						n		RPO-Non-exempt Recruiting				Non-Management Hire (Internal/External)

						n		Contingent Labor Management				Position Filled				Separate fee per Position Filled

		Mobility				International Assignment Administration

						n		Assignment Initiation Services				New Assignment				Separate fee for each service or included in Base Fees per Participating Employee up to an agreed volume

						n		Extra Cost Projections				Projection

						n		On-Assignment Services				Participating Employee

						n		Repatriation / Localization Services				Repatriation/Assignment End

						n		Year-End Services				Participating Employee

						Expatriate Tax Compliance

						n		Home Country outbound compliance with Host Country Tax Filing				Employee Tax Report				Per Participating Employee Per Year

						n		Home Country Post Assignment Tax Filing

						n		International commuter Tax Filing
(e.g. Germany to Belgium)

						n		Home Country outbound who breaks residency
(initiation & repat year)

						n		Home Country outbound who breaks residency
w/no home Tax Filing (year 2)

						Relocation

						n		International Relocation - coordination fee				Relocation Event				Per Transaction

						n		Domestic Relocation - coordination fee

		Learning Administration				n		Learning Administration (LMS/LCMS, registrations, scheduling)				Learner - Employee and Learner Non-Employee				Base Fees per Learner (Employee or non-Employee)

						n		Employee/Manager Support

						n		Tuition Reimbursement				Reimbursement Request				Separate fee per Reimbursement Request processed

		Learning Content Design and Delivery				n		Content Design & Development - Low Complexity				Completed Course Hour				Base Fees per Learner include an agreed number of Course Hours or separate fee per Course Hour

						n		Content Design & Development - Med. Complexity

						n		Content Design & Development - High Complexity

						n		Content Delivery - Instructor-Led				Instructor Day				Base Fees per Learner include an agreed number of Course Hours or separate fee per Instructor Day

		Performance Management				n		Performance Management				Participating Employee				All in-scope services included in the Base Fees per Participating Employee

						n		Competency Management

						n		Employee/Manager Support

						n		Succession Planning				Participating Employee				Separate fee for this service or included in Base Fees per Participating Employee based on agreed volume

		Payroll				n		Data Input (build to gross)				Paid Employee				Base Fees per Paid Employee

						n		Processing (calc gross-to-net)

						n		Check/Advice Printing and Distribution

						n		Statutory/Tax Reporting and Remittance

						n		Employee/Manager Support

						n		Attachments				Attachment				Included in Base Fees per Paid Employee up to an agreed volume

						n		Employee Reimbursements				Reimbursement Request				Separate fee per Reimbursement Request processed

		Alternative for Payroll Processing				n		Processing (gross-to-net), payment generation				Payslip				Separate fee for each item processed

						n		Statutory/Tax Reporting and Remittance				Employee Tax Report

						n		Processing off cycle payrolls				Off Cycle Pay Run

						n		Manual Payment				Manual Payment

		Time and Attendance				n		Time Reporting				Employee Reporting Postive Time and Employee Reporting Negative Time				All in-scope services included in the Base Fees per Active Employee

						n		Scheduling

						n		Labor Distribution

		Absence Management				n		Approve/Track Leaves				Active Employee or Active Leave				All in-scope services included in the Base Fees per Active Employee or Active Leave

						n		Disability Management				Active Disability Leave

						n		Employee/Manager Support				Included in Each Above

		Health & Welfare				n		Eligibility Maintenance				Active Participant, Retiree, Survivor or Alternate Payee Participant, Continuint Participant or Term Vested Participant				All in-scope services included in the Base Fees per Participant

						n		Annual Enrollment

						n		Statutory Continuation Administration

						n		Statutory Reporting

						n		Employee/Manager Support

		Health & Welfare Optional Services				n		Non-Core Benefits Administration
(Car Fleet, Wellness, Transportation)				Participating Employee				Separate fee for each service or included in Base Fees per Participant up to an agreed volume

						n		Direct Billing				Billed Participant

						n		Carrier/Insurer Premium Remittance				Carrier

						n		Participant Advocacy				Open Case or Participant

						n		Court Order Qualification				Court Order

						n		Spending/Savings Claims Administration (US only)				Participant Account

		Defined Benefit				n		Eligibility Maintenance and Recordkeeping				Active Participant, Retiree, Survivor or Alternate Payee Participant, or Term Vested Participant				All in-scope services included in the Base Fees per Participant

						n		Employee/Manager Support

						n		Pension Payroll

						n		Statutory Reporting

						n		Manual Calculations				Manual Calculation				Separate fee for each service or included in Base Fees per Participant up to an agreed volume

		Defined Benefit Optional Services				n		Trust and Custody				Fixed Fee or % of Assets

						n		Investment Management

						n		Court Order Qualification				Court Order

						n		Non-Qualified Plans (US only)				Participant

		Defined Contribution				n		Eligibility Maintenance and Recordkeeping				Active Participant or Retiree, Survivor or Alternate Payee Participant				All in-scope services included in the Base Fees per Participant

						n		Statutory Reporting

						n		Employee/Manager Support

						n		Loans/Withdrawals				Per Transaction				Separate fee for each service or included in Base Fees up to an agreed volume

		Defined Contribution Optional Services				n		Trust and Custody				Base Fees or % of Assets

						n		Investment Management

						n		Court Order Qualification				Court Order

						n		Individual financial advice (non-Web)				Per Participant Served (paid by Participant)

						n		Non-Qualified Plans (US only)				Participant

		Service Center				n		Employee/Manager support through a call center				Active Employee				Typically included in Base Fees for the process. Sometimes designated as a separate Resource Unit across processes.

		HR Systems Support and Reporting				n		Support/maintenance of HRIS and other HR delivery systems (LMS, etc.)				Per Hour of Support or Active Employee				Typically included in Base Fees for the process. Sometimes designated as a separate Resource Unit across processes.

						n		Upgrades and major changes				Support Hour or Project

						n		Reporting				Support Hour or Project
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Resource Unit Definitions

		HROA Resource Unit Definitions

		General:  Individuals will only be counted once per Service area, regardless of whether or not they participate in multiple plans or programs within a particular Service area.  Dependents, spouses, or elected beneficiaries (who are not Employees or Participants themselves) will not be counted.

		Resource Unit				Description

		Active Employee				Includes all full-time, part-time, seasonal and student employees, including those on short-term leave of absence, from commencement of employment through termination.    

Does not include anyone not eligible to participate in the HR programs.

		Terminated Employee				For WFA services, includes all terminated employees whose records remain on the HR database.

		Non-Employee				For WFA Services, includes all non-employees who are maintained on the HR database for security, systems access or other ancillary reasons, but who do not participate in the HR programs.

		Paid Employee				For Payroll services, includes all Active and Terminated Employees, and all Non-Employees in an active pay status.

		Participating Employee				An Active Employee who is participating in the plan or program and eligible to receive the related services.

		Severance Calculation/ Kit				Creation and distribution of a package of severance information, including the calculation of any severance amounts, payments in lieu, etc.

		Standard Survey and Custom Survey				Completion of either/both standard salary surveys or custom salary surveys on behalf of the client to participate in compensation benchmarking

		Hire				Each individual to whom an offer has been extended, accepted and confirmed through passing of any required pre-hire screenings. [May be divided between internal and external hires and/or by type of hire (executive, professional, ]

		Open Requisition				Each new approved requisition to fill a position.

		Postion Filled				Each position filled for greater than [30/60/90] days.

		New Assignment				For Expatriate Administration is defined as each individual for whom an assignment "package" is created.

		Projection				For Expatriate Administration is defined as each projected cost scenario modelled.

		Repatriation/ Assignment End				For Expatriate Administration is defined as each individual returning to the host country.

		Reimbursement Request				Each request with accompanying documentation to be approved and processed for payment. There may be multiple items in one request.

		Learner - Employee				Includes all employees with access to the Learning Management System.

		Learner - Non-Employee				Includes all non-employees (contractors, customers, suppliers, etc.) with access to Client's Learning Management System.

		Course Hour - Design and Development				Defined as each hour of completed content. [May have separate resource units by complexity]

		Instructor Day				Defined as one day of instructor delivery time (including preparation and close-out activities); typically includes 5-6 hours of instructional time.

		Attachment				Any government or court ordered deduction from payroll to be made to a third party for things such as child support, unpaid taxes, debts, etc.

		Payslip				Description of the pay elements, deductions, withholdings, etc. for an individual payment. May be electronic or hard copy.

		Employee Tax Report				Periodic report of the employee's earnings and taxes withheld or other mandated information relating to taxation of income for the individual.

		Off Cycle Pay Run				Any pay run which is not part of a scheduled pay cycle.

		Manual Payment				Any payment created outside of a pay cycle.

		Employee Reporting Positive Time				An Employee who is only paid for time that is reported and/or requires recording time by project/activity codes.

		Employee Reporting Exception Time				An Employee who is paid except for reported absences that do not qualify for pay, or requires special exception codes (eg., vacation, jury duty).

		Active/Inactive Participant				For defined benefit administration services, includes all actively working employees and employees on a leave of absence who have either met the eligibility criteria for plan participation or are currently in an eligibility-waiting period. 

For health and welfare administration services, includes all actively working employees and employees on a leave of absence who have either met the eligibility criteria for plan participation or are currently in an eligibility-waiting period.  

For defined contribution administration services, includes all active or inactive employees who have an account balance in the plan.

		Retiree, Survivor, Alternate Payee Participant				For defined benefit administration, includes all retirees, survivors and alternate payees who are currently receiving a pensions payment.  

For health and welfare administration, includes all retirees, their survivors or other dependents who are currently eligible for health and welfare benefits.

For defined contribution administration,  includes all retirees, their survivors or other designated beneficiaries who have an account balance in the plan.

		Terminated Vested Participant				For defined benefit administration,  includes all former employees with a vested right to a deferred pension benefit.  

For health and welfare administration, includes all former employees with a right to deferred retiree medical and/or life benefits, but does not include any participant who will be included in the number of Continuant Participants.

		Terminated Non-Vested Participant				For defined benefit and health and welfare administration, includes all former employees without a vested right to a future benefit (e.g., not included as either a Terminated Vested Participant or a Continuant Participant).

For defined contribution administration, includes all former employees (or their survivors) who no longer have a balance in the plan.

		Continuant Participant				Includes all former employees, their spouses or their dependent children who currently are covered under a government-mandated continuation plan.  Does not include terminating Participants who are being sent continuation rights notifications.

		Active Leave				For absence management, shall be defined as the number of open short-term leaves of absence, not including paid time off or other incidental time off.

		Active Disability Leave				For absence management, shall be defined as the number of open short-term or long-term leaves of absence with medical certification of disabillity.

		Billed Participant				Any participant who is actively being billed for his or her contributions to a benefits administration plan.

		Carrier/Insurer				Each third-party provider of insurance benefits and/or claims administration.

		Open Case				A case is opened when a follow-up action is required and closed when the issue is resolved.

		Court Order				Each order from a court of jurisdiction that must be reviewed, approved or denied and complied with.

		Participant Account				An individual's account which holds or tracks the value of the participant's holdings in the plan.

		Manual Calculation				Any calculation of plan benefits which is not automated in the recordkeeping system.

		Fixed Fee				An established fee which is not tied to the volume of transactions, value of assets or other variable item.

		% of Assets				A fee based on the value of assets in the plan.

		Support Hour				Fee per hour of support which may be different by position and location

		Project				A defined project of agreed scope and duration, which enables a fixed fee.
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