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Insight into Paid Time Off 



In today’s competitive job market, employers must continuously find new ways to engage employees, reduce turnover, and enhance overall employee 
satisfaction. One area where companies often overlook potential value is in the management and utilization of Paid Time Off (PTO). 



Paid Time Off (PTO) is a standard benefit offered by most employers in the U.S. as part of their compensation package.
(Society for Human Resources Management), 81% of respondents rated “Leave Benefits” as extremely important to them, 

ranking second only behind health benefits. Employees highly value their paid time off and consider it an “extremely important” factor when choosing 
a job. But as they accumulate more hours, combined with salary increases, this benefit can prove extremely costly to their employer. 



While it is often viewed as a necessary expense and an inevitable cost each year, there are innovative solutions that can make this benefit more 
flexible and impactful for both employers and employees. 



One unique opportunity is for companies to offer a PTO conversion platform, like  By providing employees with a platform to exchange 
the value of their accrued time off, employers offer flexibility to their employees while helping to reduce the total liability of their accrued time off. 



But there is another benefit that many employers fail to see. Not only does this solution offer a reduction in liability, but employers can also receive a 
return on investment on their PTO conversion program through creative policy structures. 



In this ebook, we will dive into how a PTO conversion program can actually allow organizations to reduce their overall PTO liability at a fraction of the 
cost.

 According to a survey 
conducted by SHRM 
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https://www.shrm.org/topics-tools/research/employee-benefits-survey?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioscommunicators&stream=business
https://www.shrm.org/topics-tools/research/employee-benefits-survey?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioscommunicators&stream=business
https://www.ptoexchange.com/
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The Challenges of PTO Liability 



For many organizations, unused Paid Time Off can become a significant liability on the 
balance sheet. This liability not only increases over time, especially when employees 
receive salary raises and promotions, but also compounds with the accumulation of 
unused time off year after year. 



, the total value of unused PTO in the United States alone is 
estimated to be over $65 billion annually. This amount represents compensation that 
employees have earned but have not utilized, often due to an unwillingness or inability 
to take time off. 

According to a Visier study
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For companies, these unused PTO hours represent a deferred expense, which is a 
growing liability that sits on the books but is not being utilized effectively. As this 
liability grows, it can strain company finances, especially when organizations face 
pressure to reduce operational costs or improve financial efficiency. 

Despite this, many companies struggle with how to creatively manage their PTO policies to reduce these liabilities without negatively affecting 
employee morale or engagement. The problem becomes even more complex when employees feel they’ve earned the right to take time off as 
compensation and might resist efforts that limit or alter how they can use their PTO. 

The Challenges with Current PTO 
Management



Traditional approaches to managing PTO are straightforward but limited in scope. 
Organizations usually implement accrual policies, where employees earn PTO over 
time, and encourage staff to use it before it expires or they accumulate too many hours. 
However, these approaches often don’t solve the root problem of PTO liabilities building 
up year over year. 



Some companies may impose accrual caps to control how much PTO an employee can 
accumulate, but these limits can lead to dissatisfaction if employees feel like they are 
being unfairly restricted. This can result in frustrated employees who feel they are not 
being treated equitably, leading to disengagement or even potential turnover. 



Other methods, such as "use-it-or-lose-it" policies, can be even more problematic. 
While they can help prevent the buildup of PTO balances, they often come across as 
punitive to employees who cannot take time off due to workload, job responsibilities, or 
other factors. This can contribute to a negative workplace culture where employees 
feel pressured to work through their time off instead of truly benefiting from it. Such 
policies, if not carefully managed, can lead to burnout, a decline in morale, and an 

overall decrease in employee satisfaction and engagement. 

https://www.visier.com/blog/avoid-the-hidden-costs-of-unused-paid-time-off/
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value of unused PTO if they don't have a specific reason or 
need to take time off, leading to bloated PTO balances.

✓  Lack of value-added options: Employees may not see the 

✓  Employee dissatisfaction: Policies that impose caps or 
"use-it-or-lose-it" restrictions can frustrate employees, 
leading to disengagement and resentment.

✓  Limited flexibility: Standard PTO policies often leave little 
room for employees to customize how they use their time 
off, leading to unused PTO and growing liabilities. 

Why Traditional PTO 
Management Falls Short

Creative Solutions to Lower PTO 
Liability 



In a typical PTO system, the liability associated with unused PTO can 
only be addressed by encouraging employees to take time off. 
However, the problem with this approach is that not all employees are 
willing or able to use their PTO, often due to pressing work 
obligations, long-term projects, or personal preferences. Additionally, 
many employees simply don’t see the value of taking time off if they 
don’t have specific plans for it, leading to unused PTO accumulating 
on company balance sheets. 

There are very few creative solutions that allow employers to manage 
PTO liabilities without frustrating employees. Fortunately, PTO 
Exchange is a game-changing solution that bridges the gap between 
reducing liability and increasing employee satisfaction. By allowing 
employees to convert their unused PTO into other valuable financial 

benefits, such as retirement contributions, emergency savings, student loan payments, or charitable donations, PTO Exchange provides both 
employees and employers with a win-win solution. 

This solution works because it offers employees a new way to use PTO that aligns with their personal financial goals, rather than forcing them to take 
time off simply because it’s accumulating. Employees can still choose to take their time off as vacation or personal leave, but for those who are 
looking to optimize their PTO for financial or philanthropic benefits, PTO Exchange offers them the flexibility they need. 



Moreover, PTO Exchange allows employers to set a service charge that can help further reduce PTO liabilities. By adjusting the service charge, 
companies can convert PTO at a discount, ultimately paying out accrued PTO at a lower dollar amount while maintaining the program’s flexibility. This 
ability to monetize unused PTO without negatively affecting employees’ choices gives employers an innovative tool for balancing financial efficiency 
and employee satisfaction. 

The Benefits of Decreasing PTO Liability  

Improved Financial Stability for the Company: The growing PTO liability is a significant issue for many organizations, 
especially those with large workforces or long-standing PTO accrual policies. If PTO liabilities aren’t actively managed, they 
can quickly become a major financial burden. When a company carries high PTO liabilities on its balance sheet, it must 
eventually “pay” for these obligations, either through payouts upon employee departure or by carrying the unused PTO as 
deferred compensation. This can lead to inflated payroll costs and a misalignment of financial resources. The longer unused 
PTO sits on the books, the more it accumulates in value, especially as salaries increase over time. 

Enhanced Budget Predictability: When PTO liabilities are reduced, companies can gain greater predictability in their 
financial planning. Having fewer accrued PTO hours means there’s less uncertainty around future payouts or liabilities when 
employees leave the company or take extended time off. This predictability allows businesses to plan their budgets more 
effectively, avoiding unexpected financial hits related to PTO accruals. 

Increased Cash Flow Flexibility: The ability to convert PTO into financial benefits allows businesses to free up cash flow by 
reducing the potential need for lump-sum payouts to employees. For example, if an employee decides to convert their PTO 
into other financial rewards, the company doesn't need to budget for that time off in the same way they would for a 
traditional PTO payout. This shift helps mitigate the financial strain of large PTO payouts, allowing businesses to allocate 
their funds to more productive and revenue-generating activities. 
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The Impact of Increasing the Service Charge



As we've explored, PTO Exchange offers companies a unique opportunity to reduce PTO liabilities while enhancing employee satisfaction through the 
flexibility to convert unused PTO into meaningful financial benefits. However, one of the most powerful features of PTO Exchange is the ability for 
employers to adjust the service charge percentage, which can have a significant impact on both the company’s finances and the overall employee 
experience.



, PTO conversion programs require the employee to to incur a small service charge on the value of the time they are 
exchanging. By increasing the service charge beyond the required 7.5%, companies can effectively convert PTO at a discount. This not only helps 
reduce PTO liabilities even further but also creates additional financial flexibility for the organization. Let’s dive deeper into how this practice works 
and why it can be a strategic advantage for companies. 

Due to IRS regulations

The financial burden of PTO liabilities is a significant challenge for many companies, particularly those with large workforces and high PTO accrual 
rates. By allowing employees to exchange unused PTO for financial benefits, companies can lower their PTO liabilities, gain better budget 
predictability, and improve employee engagement and retention. Additionally, the flexible service charge model allows organizations to take further 
control over their PTO liabilities while still offering employees valuable benefits. 

How the Service Charge Works and Its Impact 



PTO Exchange automates the 7.5% service charge on all transactions, as required by IRS guidelines. This fee is used to ensure  is 
not invoked and ensures compliance with tax regulations, specifically as it relates to the deferred nature of PTO. However, companies have the option 
to increase this fee—essentially charging a higher service charge to employees who wish to exchange their PTO for other purposes. 



When an organization increases the service charge above 7.5%, employees are still able to exchange their PTO, but at a reduced rate. For example, if 
an employee has $1,000 worth of PTO available to exchange and the service charge is set to 15%, the company is effectively paying $925 for that 
PTO, instead of the full $1,000. 

constructive receipt

While this might seem small for one transaction, in a large organization and across many exchanges, this savings can lead to thousands of dollars 
saved on PTO accrual expenses every year. This allows the company to reduce the financial impact of PTO exchanges while still providing employees 
with the flexibility to use their PTO for retirement savings, emergency funds, or other financial goals. 

Value of PTO: $1,000  Total Exchange Amount

PTO Exchange 
Service 
Charge 7.5%

Percent 
Retained by 
Company 7.5%

Final Payment Recieved

PTO Exchange $75

Company $75

Employee $850

https://www.law.cornell.edu/cfr/text/26/1.451-2
https://6854878.fs1.hubspotusercontent-na1.net/hubfs/6854878/Content/PTO%20Exchange_Contstructive%20Receipt.pdf
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Why Do Employees Agree to a Higher Service Charge? 



You might wonder, “Would employees be willing to pay a higher service charge just to exchange their PTO?” The answer is yes—and here’s why:�

 Employees are increasingly prioritizing financial wellness and flexibility in their benefits package. The ability to convert 
PTO into savings for retirement, emergency funds, student loans, or even charitable donations is extremely valuable. Many employees are more 
than willing to accept a higher service charge if the benefits they receive in return align with their financial needs and goals.�

 Importantly, employees are not forced to pay the higher service charge. They can choose to continue using their PTO in the 
traditional way, taking time off as they would under a standard PTO policy. For those employees who see the value in converting PTO into 
meaningful benefits, the higher service charge is a small price to pay for financial flexibility. There is no fee to add PTO Exchange to your Total 
Rewards plan; our solution operates like a voluntary benefit. �

 Clear communication about how and why the higher service charge works is key to employee acceptance. When 
employers explain that the service charge allows them to provide employees with greater financial flexibility, employees are often more receptive 
to the change. Transparency in how the program works and how it benefits them can build trust and increase participation. 

� Employee Financial Goals:

� Choice and Flexibility:

� Transparency and Education:

The Business Benefits of Raising the Service Charge 


For companies, raising the service charge on PTO exchanges offers multiple financial advantages:


The most immediate benefit of increasing the service charge is the direct 
reduction in PTO liabilities. As employees choose to exchange their PTO at a discount, the company saves money, 
which directly impacts its bottom line. For example, if a company has thousands of employees with high PTO 
balances, raising the service charge can lead to substantial savings by converting PTO at a lower cost than its full 
value.�

By choosing to increase the service charge, companies gain greater control 
over their financial resources. With PTO liabilities reduced, businesses can better allocate funds toward growth, 
innovation, and other strategic priorities. Companies can reinvest these savings into employee programs, benefits 
enhancements, or business operations.�

Increasing the service charge can be seen as a strategic decision to align the 
company’s financial goals with its overall employee benefits strategy. Employers are able to reduce financial exposure, 
maintain a robust benefits offering, and offer employees a flexible, modern solution that enhances their overall work 
experience. 

�� Significantly Reduce PTO Liabilities:

�� More Control Over Financial Resources:

�� Aligning Benefits with Business Goals:

Scan the QR code for your personalized demo of the 
PTO Exchange platform.

Discover the power of flexible 
benefits and empower your 
employees today!
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Case Studies of Companies Using PTO Exchange



Let's take a closer look at three companies that have successfully leveraged the ability to increase the service charge on PTO Exchange to achieve a 
better return on investment. 

Company A (Healthcare Sector) 

Challenge: 

The company started with PTO Exchange as they were moving a subset of their employees (VP level and above) from accrual-based 
PTO to self-directed. Rather than freezing those banks and having them sit on their balance sheet as a liability, they gave this subset of 
employees a window of time to exchange the value of their PTO for 90 cents on the dollar. Once the PTO policy changed in January 
2022, the vast majority of their employees remained on an accrual-based PTO plan. 

Solution: 

By increasing the service charge from 7.5% to 10%, Company A was able to convert PTO at a discount. The company communicated 
this benefit as a way to reduce PTO liability and offer employees more flexible options to convert unused time into cash payments for 
unexpected expenses or discounted travel purchases.

Result: 

As of February 2025, Company A experienced a total dollar return of $761,260 since their launch in 2021. With over 14,000 employees, 
they received a 3.13% return on their PTO investment. Just as importantly, employees that make a conversion on PTO Exchange turn 
over at a 70.2% lower rate than those who don't.

COMPANY 
SPOTLIGHT

NUMBER OF EMPLOYEES

14,000+

PTO DOLLARS EXCHANGED

$12,395,733

INDUSTRY

HEALTHCARE

COMPANY 
SPOTLIGHT

NUMBER OF EMPLOYEES

2,700+

PTO DOLLARS EXCHANGED

$2,328,058

INDUSTRY

Fin Services

COMPANY SPOTLIGHT

NUMBER OF EMPLOYEES

75+

PTO DOLLARS EXCHANGED

$320,473

INDUSTRY

Fin Services

Company B (Financial Services Firm) 

Challenge: 

Company B struggled with high PTO balances that accumulated each year, resulting in large liabilities. They have employees from all 
walks of life with investment professionals, call center employees, retail employees and more. And what they found was that their 
diverse employee population needed as much flexibility as they could provide in order to meet their varying needs.  

Solution: 

Company B uses the service charge as a way to both generate revenue for the HR Department and influence employee behavior. They 
use varying service charges for different plans in an attempt to steer employees toward certain types of exchanges. For Charitable 
Donations, they use the minimum service charge of 7.5%. For Retirement Contributions, Education Expenses (Student Loan and Tuition 
Payments), and HSA Contributions, they use a 10% service charge and for Cash Out exchanges, they use 20%. 

Result: 

Employees embraced the new offering, with many choosing to convert PTO for Cash, regardless of the higher service charge. But the 
variable service charges are working as their employees do contribute to their 401(k) and HSA at a higher rate than our average client. 
The company had an ROI on PTO investment of 14.54% resulting in $327,508 in savings. With over 2,700 employees, those who make 
an exchange turn over at a 57.2% lower rate than those who don’t. 

Company C (Investment Firm) 

Challenge: 

Company C was having trouble getting employees to participate and contribute to their other benefits offerings such as 401(k) and HSA 
accounts. They were searching for a solution to increase participation without directly increasing take home pay. With only 75 employees, 
every dollar mattered and the HR Department didn’t have flexibility to increase benefit spend. 

Solution: 

During the implementation process, their senior leadership decided to implement a service charge of 10%, and they allowed employees to 
exchange PTO for financial and social wellness initiatives, such as retirement savings, HSA funding and charitable giving. 

Result: 

Employees expressed high satisfaction with the new offering, with many using PTO for financial relief during difficult times. The firm 
received a 6.55% return on their PTO investment resulting in $20,974 in savings. For a small business looking for any avenue to reduce 
costs, they were thrilled with the savings.  
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Maximizing ROI with PTO Exchange 


One of the key reasons PTO Exchange is so effective is its flexibility. Employees have the freedom to choose how they want to use their PTO, and they 
don't need to opt into the exchange program if it doesn't align with their personal needs. This means that employees who are satisfied with taking 
their PTO as time off can continue doing so, while those who prefer financial flexibility can take advantage of the program. 



For employers, this flexibility means that PTO Exchange can be tailored to meet the needs of diverse workforces, including employees at different 
stages of their financial journey. It’s a win-win solution that benefits both employers and employees. 

 

Reducing PTO liability is more than just a financial strategy—it's a key lever for improving an organization's overall financial health and workforce 
satisfaction. As PTO balances grow, they not only add to the company’s liabilities but also lead to potential burnout and disengagement if employees 
are unable or unwilling to take time off. By effectively managing PTO, employers can not only reduce financial strain but also create a more productive 
and engaged workforce. 



The option to increase the service charge on PTO Exchanges compounds the benefits of PTO Exchange exponentially. This approach allows 
companies to convert PTO at a significantly discounted rate, which reduces the overall PTO liability while still providing employees with a meaningful 
and flexible benefit. Employees benefit by having the ability to use their PTO in ways that are important to them—whether that’s for retirement 
savings, emergency funds, or even charitable donations. With the service charge in place, employers can strike a balance between controlling costs 
and offering employees a valuable option that enhances their financial wellness.

 

PTO Exchange is the solution that helps companies achieve this balance. By providing the ability to exchange PTO for personal financial goals, 
businesses not only reduce their PTO liabilities but also foster a culture of flexibility and financial well-being. PTO Exchange offers a highly 
customized product to fit your business needs and challenges. Plan selections, service charge, and policy requirements can all be personally built to 
make the platform work for you. 



If you’re ready to reduce PTO liability, boost employee engagement, and provide your team with a flexible benefits offering, PTO Exchange is the 
solution. 



Schedule a demo today and learn how PTO Exchange can transform your PTO strategy, improve your financial health, and enhance employee 
satisfaction. Let us help you unlock the full potential of your PTO program and achieve long-term success. 

Click the button to learn more about PTO Exchange and 
schedule a personalized	demonstration or scan the QR 
code

Request a demo

Let’s transform your employee 
benefits, one PTO day at a time. 

SOC 1 Type 2 & 
SOC 2 Type 2

Certified

Cloud Security 

Alliance

“This is about as easy as it gets! I was able to 
exchange my PTO faster than my newborn spits up 
formula - which is FAST! Also, I was holding my 
newborn when I did it, which shows exactly how fast 
and easy it is.”

“I benefitted from donated PTO many 
years ago, which was so helpful for my 
family and me. I was blessed that my 
coworkers wanted to assist when my 
family members were significantly 
injured in an auto accident.”

https://www.ptoexchange.com/request-a-demo-2024
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