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This Just In
Not surprisingly, more Ameri-

cans are experiencing finan-
cial stress now than did before 
the Great Recession. The Person-
al Finance Employee Education 
Foundation (PFEEF) conducted 
a nationwide survey to assess 
financial distress/financial well-
being. Among respondents, 24 
percent reported their financial 
well-being was good to very 
high, a 20 percent drop from 
2004, when 42 percent of re-
spondents rated their financial 
well-being as good to very high.

The survey points out how 
many Americans are living on 
the edge financially. This finan-
cial stress affects productivity 
and performance in all areas of 
life, including work. 

The PFEEF is a nonprofit or-
ganization that promotes and 
facilitates financial education in 
the workplace. It has developed 
a Personal Finance Wellness 
Scale™ that employers can use 
to examine the effectiveness of 
financial program providers and 
to encourage participation in 
the retirement plans offered by 
the company. (www.pfeef.org)

Voluntary and worksite pro-
grams can help employees in-
crease their feelings of financial 
well-being. In fact, just the fact of 
participating in a voluntary ben-
efit can help employees get on 
the right financial track. Accord-
ing to a recent MetLife survey, 55 
percent of employees feel that 
payroll deductions for voluntary 
benefits help them to be more 
disciplined about saving.

The Magic of Cafeteria Plans
Offering voluntary health, life and accident benefits 
through a cafeteria plan can help both employers and 
employees save on taxes.

It might sound too good to 
be true. With a voluntary 
benefit plan, employees 
pay the premiums — and 

employers get a tax break? But 
if employers offer a cafeteria 
plan and allow employees to use 
cafeteria dollars to buy certain 
voluntary benefits, both the em-
ployer and employee will enjoy 
lower taxes. Here’s how it works.  

Step 1: Create  
a Written Plan

A cafeteria plan must meet 
the specific requirements and 
regulations of section 125 of 
the Internal Revenue Code. For 
this reason, you might hear these 
plans called “Section 125 plans.” 

The two most common types 
of cafeteria plans are premium-
only plans (POPs) and flexible 
spending accounts (FSAs). POPs 
require less setup and adminis-
tration on the employer’s part. 
They allow employees to use 
pre-tax dollars to pay premiums 
for qualified accident and health 
and group term life insurance. 
For purposes of this article, we’ll 
assume you’re setting up a POP 
plan. (The new $2,500 limit on 
Section 125 plans applies only 
to salary reduction contribu-

tions under a health FSA cafete-
ria plan, not to premium-only 
plans.)

To create a cafeteria plan, the 
employer must put it in writ-
ing. There is generally no filing 
requirement for a cafeteria plan. 
Employers that only have a caf-
eteria plan generally do not have 
to file Form 5500 or Schedule F. 

Step 2: Find a Voluntary 
Benefits Broker

The cafeteria plan must al-
low participating employees to 
choose among at least one tax-

able benefit (such as cash) and 
one qualified benefit. A “quali-
fied” benefit is a benefit that does 
not defer compensation and is 
excludable from an employee’s 
gross income. Qualified benefits 
include:

Y Accident and health benefits. 
This would include most ac-
cidental death & dismem-
berment insurance, accident 
insurance, hospital indemni-
ty insurance, cancer insur-
ance, dental insurance and 
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How Do Your Voluntary Benefits Compare?
Among employers of any size that offered voluntary benefits in 2011, most offered 
between three and five products. (Eastbridge Consultants, Inc., Trends in Voluntary 
Benefits) Experts agree that it’s important not to overwhelm employees with too many 
choices. If you’re considering offering or adding to your voluntary benefits, where do 
you begin?

W hat are the most popular 
voluntary benefit offerings? 
You might think “tradi-
tional” benefits, such as 

life insurance, dental insurance and long-
term disability insurance, would top the list. 
However, an employer survey by Eastbridge 
Consultants came up with some rather un-
expected results. The research organization 
found that employers were more likely to 
offer their employees voluntary benefits that 
supplement traditional major medical plans, 
such as hospital indemnity insurance, acci-
dent insurance and cancer insurance, than 
voluntary dental or life insurance. 

Here are the most popular voluntary 
benefit offerings, ranked by percentage of 
surveyed employers that offered them: 

Accidental death and dismemberment  
insurance (AD&D) .....................37 percent
Hospital indemnity insurance/supplemental 
medical ........................................29 percent
Accident insurance ......................27 percent
Cancer insurance .........................26 percent
Dental insurance .........................18 percent
Long-term disability ....................18 percent
Vision insurance ..........................16 percent
Short-term disability ...................15 percent
Life insurance ..............................11 percent

The Widening Gap in Employer 
Medical Coverage

One reason for the popularity of supple-
mental medical benefits, such as hospital in-
demnity, cancer insurance and accident in-
surance, is that they can help employers take 
some of the sting out of cost increases and 
benefit cutbacks in major medical plans.  

Between 2002 and 2012, premiums for 
family coverage under an employer-sponsored 

plan have increased an eye-popping 97 per-
cent, according to the Kaiser Family Foun-
dation’s Annual Survey of Employer Health 
Benefits. In response to these escalating costs, 
employers are passing along some of the 
costs to employees in the form of increased 
deductibles and copayments and by increas-
ing employees’ share of premium payments. 
The 17th Annual Towers Watson/National 
Business Group on Health Employer Survey 
found that employees’ contributions toward 
their healthcare costs have increased 40 per-
cent over the last five years. 

Y Employees’ share of medical insurance 
premiums increased 9.3 percent between 
2011 and 2012, to a total of $2,764.  
(Source: Towers Watson/NBGH)

Y  Employers are passing along more of the 
cost of dependent coverage, with 24 per-
cent adding surcharges for spousal cover-
age in 2012, and another 13 percent 

planning to do so in 2013. (Source: Tow-
ers Watson/NBGH)

Y The percentage of covered workers with a 
deductible of at least $1,000 for single 
coverage increased from just 10 percent 
in 2005 to 34 percent in 2012. (Kaiser)

The Gap Between What Employ-
ees Want and What They Get

In another study, Mercer asked employ-
ees in several countries around the world 
which voluntary benefits they’d be willing to 
pay for. In the U.S., employees listed disabil-
ity, life and auto insurance, in order of pref-
erence. Interestingly enough, the Eastbridge 
survey found fewer than 10 percent of em-
ployers surveyed offered disability insurance 
on a voluntary basis, and only 11 percent of-
fered life insurance. 

The fact that many employers contribute 
toward life and disability plans could partly 
account for the relatively low percentage of 
employers offering them as a voluntary ben-
efit. However, if your organization does not 
currently offer employer-paid disability, life 
or auto, you might want to add them to your 
benefits lineup. 

In fact, many experts predict that “non-
traditional” benefits will become more popu-
lar in the future. Consider your employees’ 
needs: most working adults today cite fi-
nances and planning for retirement among 
their top worries. Voluntary products such 
as financial planning services, prepaid legal 
plans, short- and long-term disability insur-
ance and long-term care plans can help em-
ployees achieve personal financial security, 
while supplemental medical plans can help 
fill gaps in major medical plans.

For more information on voluntary ben-
efits, please contact us.  
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vision insurance plans, but not long-term 
care insurance. 

Y Group term-life insurance coverage, with 
limits up to $50,000 on the employee 
only. (Coverage on spouses/dependents 
does not qualify.) 

Y Short- and long-term disability plans. 
(When an employee uses pre-tax dollars 
to pay disability insurance premiums, he/
she must include any benefits in gross in-
come.)

ERISA, the Employee Retirement In-
come Security Act, generally does not apply 
to voluntary plans; this frees the employer 
from a lot of paperwork requirements. How-
ever, to maintain the ERISA “safe harbor,” 
the employer cannot sponsor the plan in any 
way, with the exception of offering payroll 
deduction payment to employees. This in-
cludes making contributions, negotiating on 
behalf of employees or making plan recom-
mendations to them. In fact, even selecting 
the insurer could result in the loss of the safe 
harbor. 

An insurance broker experienced in vol-
untary benefits can put together a menu of 
benefits for your employees. He/she can ne-
gotiate with insurers on behalf of your em-
ployees. In addition, your broker or third-
party administrator can help your employees 
select the benefits they want and guide them 
through the enrollment process. With vol-
untary benefits, the employer does not 
make any premium contribution or handle 
administration of the plan, beyond making 
payroll deduction payment possible for its 
employees. 

Step 3: Enroll Employees
Cafeteria plans must operate solely for the 

benefit of employees. Plans may also make 
benefits available to employees’ spouses and 
dependents. They may also include coverage 
of former employees, but cannot exist pri-
marily for them. IRS Code does not consider 
a self-employed individual, sole proprietor 
or directors of a corporation as employees; 
therefore, they cannot participate. Caveat: 

Plans cannot discriminate in favor of key 
employees in terms of eligibility, benefits or 
contributions allowed. In addition, key em-
ployees cannot receive more than 25 percent 
of all benefits under the plan. 

Employees can enroll in a cafeteria plan 
during an annual open enrollment period or 
within a specified time following date of hire, 
as determined by your plan documents. Any 
employee wanting to participate must com-
plete a salary reduction agreement with the 
employer. The form should confirm that the 
employee wants to pay for health insurance 
on a pre-tax basis, and it should also note 
that doing so may affect an employee’s Social 
Security benefits.

Step 4: Save on Taxes 
The employer makes contributions to the 

cafeteria plan in accordance with employees’ 
salary reduction agreements. According to 
the IRS, “Salary reduction contributions are 
not actually or constructively received by the 
participant. Therefore, those contributions 
are not considered wages for federal income 
tax purposes.” Translated, this means the 
employee does not pay federal (and usually 
state) income taxes on amounts contributed 
to the cafeteria plan. Salary reductions are 
also not subject to Social Security and federal 
unemployment taxes. Depending on the em-
ployee’s tax bracket, savings could equal 20 
or more percent of contributions. 

Employers pay no Social Security or fed-
eral unemployment taxes (and usually state 
unemployment taxes) on amounts employees 
contribute to their cafeteria plan. This can 
save employers 7 to 10 percent on amounts 
their employees contribute. 

Setting up a POP plan should cost an 
employer very little. In terms of administra-
tion, your benefits broker handles it all. The 
employer simply has to adjust payroll for 
participating employees to ensure employee 
contributions are made with pre-tax dollars.

For more information on using a premi-
um-only cafeteria plan to enhance your ben-
efit offerings and reduce taxes, please contact 
us.  

in the group, no matter what his/her health, 
can obtain coverage. 

The same does not hold true for group 
property/casualty coverages. When you offer 
a voluntary group auto or home program to 
your employees, the insurer will underwrite 
applications individually to the extent al-
lowed by law. This means the insurer could 
refuse to cover an employee based on driving 
record, credit risk or other factor. Still, for 
the majority of employees who will qualify, 
a voluntary group auto or home policy offers 
significant savings, convenience and features 
they might not find under individual insur-
ance programs. 

For more information on enhancing your 
benefit portfolio with group auto, home or 
other voluntary coverages, please contact us.

  

Average Auto and Home-
owners Insurance Rates

Average auto insurance premi-
um in 2012, U.S.: $839*

This figure represents a significant 
decline in inflation-adjusted costs 
over the last decade, with inflation-
adjusted premiums averaging $1,007 
in 2002. The Insurance Information 
Institute attributes the decline to 
improved underwriting techniques, 
which allow insurers to better pre-
dict which drivers will experience 
accidents and price products accord-
ingly. 

Average homeowners premium, 
2012: $1,004*

This represents a 5 percent in-
crease over the average premium in 
2011. Declining rates on investments 
caused insurers to increase premi-
ums to maintain earnings levels. 
High catastrophe losses in 2012 will 
likely push rates higher in 2013, par-
ticularly in storm-prone areas of the 
U.S.  
 *Projected figure, Insurance Information Institute
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The Affordable care Act requires health insurers and group 
health plans to provide “clear, consistent and comparable infor-
mation about health plan benefits and coverage” to Americans 

with private health coverage. These rules apply to insured group vol-
untary benefits as well as to employer-sponsored benefits.  

Specifically, the rules ensure consumers receive two key forms 
that will help them understand and evaluate their health insurance 
choices:

Y A short, easy-to-understand Summary of Benefits and coverage 
(or “SBc”); and

Y A list of definitions (called the “Uniform Glossary”) that explains 
terms commonly used in health insurance coverage such as “de-
ductible” and “co-payment.”

Starting on September 23, 2012, insurers and group health plans will 
provide:   

Y Information when shopping for coverage: In the past, consumers 
shopping for health coverage might only be able to obtain mar-
keting materials about a policy, offering consumers only a limited 

understanding of their coverage. Now, consumers will be able to 
receive the critical information on their choices upfront, before 
they buy coverage, helping them to choose the coverage that 
best meets their needs.

Y Information when coverage is renewed: consumers will receive 
the SBc before each new plan or policy year so they can see how 
their coverage is changing before deciding whether to renew or 
re-enroll. 

Y Information when coverage changes: If there are any significant 
changes in coverage in the middle of the plan or policy year, 
health plans and insurers must notify enrollees and policyhold-
ers at least 60 days before the changes take effect.

Y Information on demand:  Whether shopping for health insurance 
or already enrolled in coverage, consumers will be able to request 
the SBc at any time, and health plans will have to provide it within 
seven business days.  

The administrator or insurer for your employees’ group voluntary 
health insurance will provide the SBcs and glossary, as well as han-
dling enrollment and any employee inquiries. For more information, 
please contact us.  

SBC Rules Apply to Voluntary Plans, Too

Group Savings Available on 
Auto and Home Coverages
Voluntary insurance isn’t just for life and health. You can help your 
employees save significantly on their auto and home insurance by 
offering coverage through a voluntary employer group plan.

A ccording to a survey on insurance 
literacy conducted by Zogby In-
ternational for MetLife, only 19 
percent of consumers surveyed 

knew they could get a discount by buying 
their auto insurance through an employee 
group. That’s too bad, because members of 
an employer or other legitimate group, such 
as a nonprofit service organization, might 
save 20 percent or more off what they would 
pay for auto insurance as an individual. 

Group auto and home insurance offers 
other advantages in addition to savings.

Y Other family members residing at the 
employee’s home also qualify for group 
rates. 

Y You can offer employees the option of 
paying premiums through payroll deduc-
tion, making payments easy and conve-
nient. The insurer will work with you to 
make administration simple. 

Y Most programs allow members to select 
other forms of payment, such as auto-
matic credit card payments, etc. Many 
also allow flexible payment terms to meet 
the insured’s financial preferences, such 

as monthly or 
quarterly billing. 

Y Employees can re-
tain coverage if 
they retire or leave 
your organization, 
as long as that pol-
icy is available in 
their state of resi-
dence. 

Y Participation is al-
ways voluntary. If 
your employees opt 
not to participate 
or find better rates 
elsewhere, they can 
cancel their cover-
age. 

Y As a voluntary pro-
gram, group auto and home insurance 
cost you, the employer, nothing. Partici-
pating employees pay 100 percent of pre-
miums. 

Y Shopping for auto and home insurance 
isn’t fun. It takes time and research, but if 
employees can buy coverage through an 
employer group and get a discount as 
well, they can save both time and money. 

Group property/casualty coverages dif-
fer from group life and health coverages in 
one significant way. Federal and state laws re-
quire all health insurance plans sold to small 
groups (employers with 2-50 employees) 
to be sold on a guaranteed issue basis. This 
means the insurer cannot turn down any 
group based on health status. Any individual 
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