
 

 

Employee Benefits in Plain English 

A clear, modern guide to Employee Benefits  
 

VOLUME 4 OF THE INSURANCE IN PLAIN ENGLISH SERIES 

James P. Whitaker, CPCU 

Smarts Publishing 



2 

 

 

This sample includes selected chapters from Employee Benefits 
Insurance in Plain English, a clear, practical guide to how 
employer-sponsored benefits work. These chapters provide a 
preview of the book’s plain-English approach to explaining 
group health plans, self-funding, stop-loss, disability and life 
benefits, and the regulatory framework that shapes real-world 
employee benefit programs. 
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Chapter 1 — What Employee 
Benefits Are and Why They Exist 

Employee benefits are one of the most 
familiar parts of modern working life. Most 
people encounter them before they ever 
think seriously about insurance. A new job 

begins with a packet of forms, a benefits meeting, or an 
online enrollment portal. You choose a health plan, sign 
up for dental or vision coverage, decide whether to buy 
life insurance, and maybe contribute to a retirement 
plan. For many employees, this is their first real 
interaction with insurance — and often the only one 
they have each year. 

But behind these familiar choices is a system that is far 
more complex than it appears. Employee benefits are 
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not simply a collection of insurance products. They are a 
structured arrangement involving employers, insurers, 
regulators, and employees, all working together to 
manage risks that individuals cannot easily handle 
alone. Understanding this system requires a different 
lens than the one we used in Life & Health in Plain 
English (Volume III). There, we focused on the products 
themselves — what they are, how they work, and why 
they exist. Here, we look at many of those same 
products again, but in the context of how employers 
deliver them. 

This shift in perspective changes almost everything. 
When an employer becomes part of the equation, new 
questions arise: 

• How should the plan be funded. 

• What laws apply. 

• What responsibilities does the employer have. 

• How do employees enroll, and how are claims 
handled. 

• How do benefits fit into compensation and 
workforce strategy. 

These questions are not about the insurance products 
themselves. They are about the system that surrounds 
them. 
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 What You Already Know from Volume III 

If you’ve read Life & Health in Plain English, you already 
understand the fundamentals of: 

• Health insurance (deductibles, networkscost-
sharing) 

• Life insurance (term vs. permanent, 
beneficiaries) 

• Disability insurance (definitions of disability, 
elimination periods) 

• Voluntary benefits (accident, critical illness, 
hospital indemnity) 

We won’t repeat those explanations here. Instead, we’ll 
look at these products again through the lens of 
employer-sponsored benefits — how they are funded, 
regulated, administered, and experienced in the 
workplace. 

Why Employers Offer Benefits 

Employee benefits exist for several reasons, and 
understanding them helps explain why the system looks 
the way it does today. 

1. Attracting and Retaining Employees 

Benefits are part of total compensation. Employers use 
them to compete for talent, support employee 
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well-being, and create a stable workforce. In many 
industries, offering health insurance is simply expected. 

2. Managing Risks Collectively 

Some risks — especially medical expenses, disability, 
and premature death — are too large or unpredictable 
for individuals to manage alone. Group benefits allow 
employers and employees to share these risks in a 
structured way. 

3. Tax Advantages 

The tax code encourages employers to offer benefits. 
Employer contributions to health insurance and 
retirement plans are generally tax-favored, making 
benefits a cost-effective way to compensate employees. 

4. Supporting Productivity and Stability 

Benefits such as disability insurance, paid leave, and 
wellness programs help employees stay healthy and 
financially secure, which supports workplace stability 
and reduces turnover. 

These motivations shape the entire employee benefits 
landscape. They influence plan design, funding 
decisions, communication strategies, and the regulatory 
framework that governs employer-sponsored plans. 

The Employer–Employee–Insurer Triangle 

Employee benefits operate within a three-way 
relationship: 
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• The employer selects, funds, and administers 
the plan. 

• The insurer (or administrator) provides the 
coverage or processes claims. 

• The employee receives the benefits and pays 
part of the cost. 

This triangle is the foundation of the employee benefits 
system. Every chapter in this volume builds on it. When 
we talk about underwriting, we are talking about how 
insurers evaluate employer groups. When we talk about 
compliance, we are talking about the employer’s 
responsibilities under ERISA and other laws. When we 
talk about enrollment, we are talking about how 
employees make choices within the structure the 
employer has created. 

A Different Lens on Familiar Concepts 

If you read Volume III, you already know the 
fundamentals of health insurance, life insurance, 
disability insurance, and related coverages. We will 
revisit some of those concepts here, but always with a 
reminder that we are looking at them through a 
different lens — the lens of employer-sponsored 
benefits. 

You will see brief notes throughout this volume when a 
concept builds on something introduced earlier in the 
series. These reminders are not repetition; they are 
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orientation. They help you connect what you already 
know to the new structures, rules, and responsibilities 
that define the employee benefits world. 

Why Clarity Matters Here 

Employee benefits are full of jargon, acronyms, and 
administrative detail. But beneath the complexity is a 
simple idea: employers and employees working 
together to manage risks that individuals cannot easily 
manage alone. My goal in this volume is the same as in 
the rest of this series — to explain these concepts in 
plain English, without condescension or unnecessary 
complexity, and with respect for the reader’s 
intelligence. 

Employee benefits are not just a workplace formality. 
They are a central part of how modern society shares 
risk, supports families, and provides financial security. 
Understanding how they work — and why they work the 
way they do — is essential for anyone involved in 
insurance, HR, business management, or simply 
navigating their own benefits at work. 

This chapter sets the stage. In the chapters that follow, 
we will explore the structure, regulation, funding, 
administration, and future of employee benefits — and 
how all of these pieces fit together into a system that 
millions of people rely on every day. 



 

 

 

Chapter 2 —The Structure of the 
Employee Benefits Marketplace 

Employee benefits don’t exist in a vacuum. 
They operate within a marketplace — a 
network of insurers, administrators, 
brokers, consultants, technology vendors, 
and regulatory bodies that together shape how 

benefits are designed, delivered, and experienced. 
Understanding this marketplace is essential, because 
every decision an employer makes is influenced by the 
structure of the system around them. 

In this chapter, we map out the major players in the 
employee benefits ecosystem and explain how they 
interact. Later chapters will explore each component in 
more detail, but here we focus on the big picture: who 
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does what, how money flows, and why the system looks 
the way it does. 

The Core Participants  

Employee benefits involve several distinct roles. Some 
are familiar from Volume III, but their functions change 
significantly in the employer context. 

1. Employers 

Employers are the central decision-makers in the EB 
system. They choose which benefits to offer, how to 
fund them, how much employees will contribute, and 
which vendors to work with. They also carry legal 
responsibilities under ERISA and other laws — 
responsibilities that individual policyholders never face. 

2. Insurers 

Insurance companies provide the actual coverage for 
many employee benefits. In fully insured plans, they 
assume the financial risk of claims. In self-funded plans, 
they may act as administrators, processing claims on 
behalf of the employer. 

3. Third-Party Administrators (TPAs) 

TPAs handle administrative functions such as claims 
processing, eligibility management, and customer 
service. They are especially important in self-funded 
plans, where the employer — not the insurer — bears 
the financial risk. 
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4. Pharmacy Benefit Managers (PBMs) 

PBMs manage prescription drug benefits. They 
negotiate with drug manufacturers, create formularies, 
and determine how much employees pay for 
medications. PBMs are central to many of the 
controversies we will explore later in this volume. 

5. Brokers and Consultants 

Brokers and consultants help employers design benefit 
programs, select vendors, negotiate rates, and stay 
compliant. They are the primary distribution channel for 
employee benefits in the United States. 

6. Enrollment and Communication Firms 

These firms help employees understand their benefits 
and make informed choices. They provide educational 
materials, call centers, and enrollment platforms. 

7. Payroll and HRIS Vendors 

Benefits don’t operate independently of payroll and HR 
systems. These vendors integrate eligibility, deductions, 
and reporting — and their capabilities often shape what 
an employer can or cannot do. 

8. Regulators 

Federal and state agencies enforce laws such as ERISA, 
ACA, HIPAA, COBRA, and Mental Health Parity. Their 
rules define the boundaries within which the entire 
system operates. 
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The Employer–Employee–Insurer Triangle 

Employee benefits operate within a three-way 
relationship: 

Employer: selects, funds, and administers the plan 

Insurer/Administrator: provides coverage or 
processes claims 

Employee: receives benefits and pays part of the cost 

Every chapter in this volume builds on this structure. 
When we talk about underwriting, we are talking about 
how insurers evaluate employer groups. When we talk 
about compliance, we are talking about the employer’s 
responsibilities under ERISA and other laws. When we 
talk about enrollment, we are talking about how 
employees make choices within the structure the 
employer has created. 

How Money Flows Through the System  

The flow of money in employee benefits is different 
from individual insurance. In the employer context, 
money moves through multiple channels: 

Premiums or Funding Contributions 

• In fully insured plans, employers pay premiums 
to insurers. 

• In self-funded plans, employers pay claims 
directly and purchase stop-loss coverage to limit 
their risk. 
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Employee Contributions 

Employees typically pay a portion of the cost through 
payroll deductions. These contributions are usually 
made pre-tax, which is one of the key advantages of 
employer-sponsored benefits. 

Administrative Fees 

Employers pay fees to TPAs, PBMs, consultants, and 
technology vendors. These fees can be transparent or 
embedded — a distinction that becomes important in 
discussions about transparency and cost control. 

Claims Payments 

Claims are paid by insurers (in fully insured plans) or by 
employers (in self-funded plans). PBMs handle 
pharmacy claims, often through complex arrangements 
involving rebates and spread pricing. 

Understanding these flows is essential for 
understanding the incentives — and misaligned 
incentives — that shape the system. 

Why the Marketplace Looks the Way It Does  

The employee benefits marketplace has evolved over 
decades in response to: 

• rising healthcare costs 

• regulatory changes 

• employer demand for flexibility 
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• technological innovation 

• the growth of voluntary benefits 

• the shift from defined benefit to defined 
contribution retirement plans 

• the increasing complexity of pharmacy benefits 

Each of these forces has added new players, new rules, 
and new layers of administration. The result is a 
marketplace that is both dynamic and fragmented — a 
system where employers must navigate a maze of 
choices, vendors, and compliance requirements. 

A System Built on Interdependence  

No single participant controls the employee benefits 
system. Employers depend on insurers and 
administrators. Insurers depend on brokers and 
consultants. Employees depend on employers for 
access and affordability. Regulators depend on all of 
them to follow the rules. 

This interdependence is what makes the system work — 
and what makes it so challenging to change. When one 
part of the system shifts, the effects ripple outward. 

In later chapters, we will explore how this 
interdependence plays out in underwriting, plan design, 
compliance, claims, pharmacy benefits, and the 
controversies that shape the future of employee 
benefits. 
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Chapter 3 — Key Laws and 
Regulatory Foundations 

Employee benefits are shaped not only by 
employers and insurers, but by a dense 
framework of federal and state laws. These 

laws define what employers must do, what they may do, 
and what they must never do. They determine how 
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plans are funded, how claims are handled, how 
information is protected, and how employees transition 
between jobs. Without understanding the regulatory 
foundations, it’s impossible to understand the 
employee benefits system itself. 

In this chapter, we introduce the major laws that govern 
employee benefits. Later chapters will explore their 
practical implications in more detail, but here we focus 
on the big picture: the rules that form the backbone of 
the entire system. 

ERISA: The Foundation of Employee Benefits  

The Employee Retirement Income Security Act of 1974 
(ERISA) is the central law governing most employer-
sponsored benefits. ERISA sets standards for: 

• plan administration 

• fiduciary responsibilities 

• reporting and disclosure 

• claims and appeals 

• participant rights 

ERISA does not require employers to offer benefits. But 
if they do, ERISA requires them to follow specific rules 
designed to protect employees. 

ERISA applies to most private-sector employer plans, 
including: 
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• health insurance 

• disability insurance 

• life insurance 

• retirement plans 

• many voluntary benefits 

Government employers and certain church plans are 
exempt, which is why public-sector benefits often look 
different. 

The Affordable Care Act (ACA)  

The ACA reshaped the employee benefits landscape 
more than any law since ERISA. For employer-
sponsored plans, the ACA introduced: 

• the employer mandate (for large employers) 

• essential health benefits (for certain plans) 

• preventive services at no cost 

• limits on waiting periods 

• rules on dependent coverage 

• restrictions on annual and lifetime limits 

• reporting requirements 

The ACA also created new incentives and pressures that 
continue to influence employer decisions today, 
especially around plan design and cost control. 



18 

 

HIPAA: Privacy and Portability  

The Health Insurance Portability and Accountability Act 
(HIPAA) governs two major areas: 

1. Privacy and Security 

HIPAA sets rules for how health information must be 
protected. Employers who administer their own plans 
— especially self-funded plans — must follow strict 
privacy and security standards. 

2. Portability and Nondiscrimination 

HIPAA limits preexisting condition exclusions (now 
largely eliminated by the ACA) and prohibits 
discrimination based on health status. 

HIPAA’s privacy rules are often misunderstood, but they 
play a central role in how employers and administrators 
handle employee information. 

COBRA: Continuation of Coverage  

The Consolidated Omnibus Budget Reconciliation Act 
(COBRA) requires employers to offer temporary 
continuation of health coverage to employees and 
dependents who lose coverage due to certain qualifying 
events, such as: 

• job loss 

• reduction in hours 

• divorce 
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• death of the covered employee 

COBRA is expensive for participants, but it provides a 
critical bridge between jobs or life events. 

Mental Health Parity and Addiction Equity 
Act (MHPAEA)  

This law requires that mental health and substance use 
disorder benefits be treated no less favorably than 
medical and surgical benefits. Parity rules affect: 

• copays 

• deductibles 

• visit limits 

• prior authorization 

• network design 

Parity enforcement has become a major regulatory 
focus in recent years. 

State Laws and the Role of Insurance 
Departments  

While ERISA preempts many state laws, states still 
regulate: 

• fully insured plans 

• insurance companies 

• certain mandated benefits 

• network adequacy 

• premium rating rules (for small groups) 
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Self-funded plans, by contrast, are largely governed by 
federal law, which is one reason many employers 
choose to self-fund. 

How Employee Benefits Became So Complex 

Over the past 20 years, employee benefits have been 
reshaped by overlapping waves of change: 

New federal laws (ACA, HIPAA, MHPAEA, No Surprises 
Act) 

Evolving tax rules affecting employer contributions and 
employee deductions 

The rise of specialty drugs and complex pharmacy 
pricing 

The growth of self-funding and level-funding among 
smaller employers 

Digital health, telemedicine, and virtual care 

Political and economic pressures that shift priorities 
and incentives 

Each change added new rules, new players, and new 
administrative layers. The result is a system far more 
complex than it was a generation ago — and one that 
continues to evolve rapidly. 

Why Regulation Matters in Employee 
Benefits  

Regulation is not an abstract layer sitting on top of the 
system. It is woven into every decision employers make: 
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• how plans are funded 

• how claims are handled 

• how information is protected 

• how employees enroll 

• how long coverage lasts 

• how disputes are resolved 

For employers, compliance is not optional. For 
employees, these laws provide essential protections. 
For insurers and administrators, they define the 
boundaries of plan design and operations. 

Understanding these laws is essential for understanding 
the employee benefits system itself. In the chapters that 
follow, we will explore how these rules shape 
underwriting, plan design, pharmacy benefits, claims, 
and the controversies that define the future of 
employee benefits. 
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