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Executive Summary: The Supplemental Benefits Opportunity

Supplemental benefits represent one of the fastest-growing segments in employee benefits. Unlike major
medical insurance, supplemental plans cover specific health events and gaps in primary coverage, making
them perfect complements to any benefits package. The combination of supplemental benefits with Section 125
Cafeteria Plans creates a powerful value proposition for employers: • Tax Savings: Employers save 7.65% on
each pre-tax dollar employees contribute toward supplemental coverage • Employee Value: Employees
reduce out-of-pocket costs while getting comprehensive protection • Competitive Advantage: Employers offer
unique benefits that improve recruitment and retention This guide will help you understand supplemental
benefits, structure your pitch, overcome objections, and close deals.
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Market Landscape: Why Employers Need Supplemental Benefits
Now

The Problem with Medical Insurance Alone

High deductibles have become the standard. The average employee-only health insurance plan has a $1,700
deductible (and family plans average $3,500+). This leaves employees vulnerable to significant out-of-pocket
costs. Medical insurance also doesn't cover income loss from illness or injury. When an employee misses work
due to hospitalization or critical illness, their paycheck stops—but bills don't.

The Supplemental Solution

Supplemental benefits bridge these gaps by providing: • Direct cash payments for specific health events •
Income replacement during disability • Hospital bill coverage • Accident-related injury coverage • Critical illness
financial protection These plans work alongside major medical—they're not a replacement.

Market Demand

Industry reports show 78% of employers offer some form of supplemental coverage, and adoption is growing.
Employees increasingly recognize that medical insurance alone isn't enough. When you survey your prospects
about financial readiness for major illness or injury, supplemental benefits immediately become a compelling
solution.
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Section 125 Fundamentals: What Brokers Must Know

What is Section 125?

Section 125 of the Internal Revenue Code allows employers to establish Cafeteria Plans—benefit programs
that let employees pay for certain benefits with pre-tax dollars. This reduces both the employee's taxable
income and the employer's payroll tax liability.

Which Benefits Qualify for Section 125?

Benefit Type Pre-Tax Eligible?

Health Insurance Premiums ✓ Yes

Dental Insurance ✓ Yes

Vision Insurance ✓ Yes

Supplemental Insurance ✓ Yes

Health Savings Account (HSA) ✓ Yes

Flexible Spending Account (FSA) ✓ Yes

Dependent Care FSA ✓ Yes

Life Insurance ✗ No (taxable)

Disability Insurance ✗ No (taxable)

Key Takeaway: Supplemental insurance is pre-tax eligible under Section 125. When you combine
supplemental benefits with a Section 125 plan, employees get both superior coverage AND tax savings.

© 2026 Benefits Genius | benefitsgenius.com | Educational resource — not legal or tax advice



Product Overview: Supplemental Insurance Categories

1. Fixed Indemnity Plans

Fixed indemnity plans pay a predetermined amount when specific health events occur. There's no coordination
with medical insurance—the benefit is paid directly to the employee.

Example: Employee has a hospital stay that costs $8,000. Their medical plan covers $5,000. The fixed
indemnity plan pays $2,000 regardless of actual costs—the employee receives $2,000 cash.

2. Accident Insurance

Accident insurance provides cash benefits when an employee is injured in an accident. Coverage typically
includes emergency room visits, hospital admission, surgery, and disability from the accident.

Example: Employee breaks leg skiing and misses 6 weeks of work. Accident insurance covers the ER visit,
surgeon fees, and provides income replacement.

3. Critical Illness Insurance

Critical illness insurance pays a lump sum (typically $10,000-$50,000) when the employee is diagnosed with a
serious condition like cancer, heart attack, stroke, or organ transplant.

Example: Employee diagnosed with stage 2 cancer receives a $25,000 benefit to cover treatment costs, travel,
or living expenses while undergoing chemotherapy.

4. Hospital Indemnity Plans

Hospital indemnity insurance provides cash benefits for hospital admissions and stays. Typically pays per day
of hospitalization or a one-time admission fee.

Example: Employee admitted for emergency appendectomy. Hospital indemnity plan pays $500 admission
benefit plus $100/night for hospitalization (5 nights = $500).
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The FICA Savings Story: Quantifying Employer ROI

One of the most powerful selling points for supplemental benefits is the FICA savings the employer receives.
When employees pay for supplemental coverage with pre-tax dollars under Section 125, the employer saves
7.65% in payroll taxes on those premium amounts.

FICA Savings Example

Metric Value

Company Size 100 employees

Avg. Supplemental Premium $50/month per employee

Total Annual Premiums $60,000

Employer FICA Tax Rate 7.65%

Annual FICA Savings $4,590

Talking Points:

"With just 100 employees enrolled in supplemental benefits, your organization saves nearly $4,600 per year in
payroll taxes. For larger organizations, this easily exceeds $10,000-$25,000 annually." "That's an immediate
ROI before considering the employee retention benefit or claims administration efficiencies." "The math works
at any company size. Even a 25-person company saves roughly $1,150 annually."
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Sales Approach: Positioning Supplemental Benefits

Step 1: Diagnose the Gap

Start by understanding your prospect's current situation: • What's their medical plan design? (Deductible levels,
out-of-pocket max?) • Do they currently offer any supplemental benefits? • What are their retention challenges?
• Have any employees experienced catastrophic health events? • Are employees saving for emergencies?

Step 2: Connect to Business Pain

Show how supplemental benefits address specific employer challenges: • High Deductible Plans: 'Your
medical plan has a $2,000 deductible. That's often a barrier for employees to access needed care.
Supplemental coverage bridges that gap.' • Retention: 'Employees with financial security are 40% more likely
to stay. Comprehensive benefits demonstrate you care.' • Productivity: 'Financial stress causes 34% of
employee absenteeism. Better benefits reduce stress-related absences.'

Step 3: Lead with Tax Savings

Don't wait to mention FICA savings. Early in your conversation, establish that the employer can actually reduce
costs: 'If we structure this under a Section 125 plan, you save 7.65% on all supplemental premiums. At your
company size, that's about $3,500-$5,000 annually in payroll tax savings, and the benefit costs you nothing out
of pocket beyond that.'

Step 4: Frame as Competitive Advantage

'Your competitors might offer medical and dental. You'll offer medical, dental, AND protection against the most
common financial hardships—hospitalization, injury, critical illness. That's a differentiated benefits package that
attracts top talent.'
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Common Objections and Responses

Objection: Isn't supplemental insurance just a waste of money?

Response: Not at all. While you hope you never use it, most employees experience a qualifying event within a
10-year period. When someone does have a hospital stay or critical illness, this coverage provides crucial
financial relief. It's insurance—you're buying peace of mind and financial security.

Objection: Our employees barely understand their major medical. Aren't we
overcomplicating benefits?

Response: We'll handle the communication and education. Our onboarding process makes it simple, and the
value is immediately clear: 'If you're in an accident or hospitalized, you get cash to cover costs major medical
misses.' That's easy to understand.

Objection: It's another cost we can't afford right now.

Response: When structured as pre-tax benefits under Section 125, you save 7.65% in payroll taxes on
whatever premiums your employees elect. For a small group, that's typically $1,500-$3,000 in annual savings to
your bottom line. Let's run the specific numbers.

Objection: Our employees have HSAs. Can't they use those for supplemental?

Response: HSAs are great for medical expenses, but they won't cover income loss from hospitalization or
critical illness. Supplemental covers gaps HSAs don't: cash benefits for specific health events. They work
together perfectly.

Objection: I've heard fixed indemnity plans don't count toward ACA
compliance.

Response: That's correct—fixed indemnity and hospital indemnity don't count as major medical coverage. But
we're not positioning them as replacements for your medical plan. They're supplements. Your major medical
plan still satisfies ACA requirements.
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Implementation Support: What to Expect

Your role doesn't end at the sale. A successful implementation requires coordination between you, the
employer, and the carrier. Here's what support looks like:

Phase 1: Planning (2-3 weeks)

• Assist with Section 125 plan document if needed • Coordinate with payroll/benefits administrator • Finalize
employee communication strategy • Schedule go-live date

Phase 2: Communication (2 weeks)

• Provide or customize educational materials • Conduct group enrollment meetings (we can help with
slides/talking points) • Staff support hotline during enrollment • Collect election forms

Phase 3: Go-Live (Ongoing)

• Coordinate payroll integration • Answer employee questions • Quarterly business reviews to track enrollment
and satisfaction • Annual renewal and open enrollment support
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Compliance Considerations for Brokers

Fixed Indemnity Plans and ACA Compliance

Fixed indemnity, accident, hospital indemnity, and critical illness plans are supplemental by nature and do not
constitute major medical insurance. They do not satisfy the ACA's minimum essential coverage requirement.
Employers must ensure they're maintaining compliant major medical coverage separately.

Section 125 Plan Documentation

If the employer doesn't have an existing Section 125 plan, one must be established. This requires proper plan
documents, rules, and administration. Work with a benefits attorney or the carrier's compliance team to ensure
proper documentation.

Claims Procedures and Disclosures

Ensure employees understand: • What events are covered and what the benefit amounts are • How to file
claims • How to appeal denied claims • Their privacy rights regarding medical information

Broker Responsibilities

• Disclose that supplemental plans are not major medical • Maintain E&O; insurance covering supplemental
products • Provide proper forms, SOBs (Summaries of Benefits), and disclosures • Keep documentation of
recommendations and client understanding • Report new hires/terminations timely to carriers

Important Compliance Disclaimer

This guide is for educational purposes only. Fixed indemnity plans, accident insurance, critical illness
insurance, and hospital indemnity plans are supplemental coverage and are not major medical insurance or
minimum essential coverage under the ACA. When presenting supplemental benefits to employers, ensure
they maintain compliant major medical coverage separately. Consult with legal counsel regarding Section 125
plan documentation and compliance obligations.
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