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FEDERAL EMPLOYEES HEALTH BENEFITS  (FEHB) PRE-TAX DEDUCTIONS (PREMIUM CONVERSION)

On October 1, 2000 most Federal employees saw an increase in their take-home pay.  That's because the U. S. Office of Personnel Management (OPM) implemented premium conversion for Federal Employees.  Because premium conversion is complex and still relatively new, additional information on this new benefit is provided in a question and answer format.

What is premium conversion?  Premium conversion is a "pre-tax" arrangement, meaning that the part of your salary that goes for health insurance premiums will become non-taxable. As a result, you save on Federal income tax and FICA taxes (Social Security and Medicare taxes).  

Do I have to pay a tax later?  No. Don't confuse premium conversion with the deferred taxation of Thrift Savings Plan contributions, which are taxed when you receive the money.

How much do I save by having premium conversion?  Based on information from the Department of the Treasury, the average Federal employee who participates in the FEHB Program will pay $434 less per year in Federal income, Social Security and Medicare taxes.  Attached is a Premium Conversion Financial Worksheet to assist you in estimating your annual tax savings.

How do I get premium conversion?  All eligible employees were automatically enrolled in premium conversion with the pay period beginning October 8, 2000 unless the employee submitted a form to the Human Resources Service Center Southwest (HRSC SW) to waive premium conversion.  If you previously waived premium conversion, you may get premium conversion benefits by submitting a form to the HRSC SW electing this benefit when you experience a qualifying life event (QLE) or during the annual FEHB open season.

Why would I not want the tax savings?  It's possible but extremely unlikely. The potential reasons are: Flexibility and Social Security.

Flexibility: An employee participating in premium conversion generally has the same flexibility as a person who chooses not to participate.  Because of the tax laws, there are two exceptions.  If you waive premium conversion you will have the flexibility, without giving any reason whatsoever, either to drop your health insurance altogether or change from a self and family enrollment to self-only.  If you are participating in premium conversion, you can change to self-only or drop coverage completely only if your decision to do so comes at the time of a QLE.  Examples of QLEs are marriage, change in family status, or your spouse becomes employed in a job that covers you under his/her health insurance.  

Social Security:  If you pay Social Security taxes on your salary, then premium conversion may result in somewhat lower Social Security benefits.  In rare situations, it may be advantageous to pay full Social Security taxes rather than the lower Social Security taxes you pay under premium conversion.  These unusual cases do not involve employees covered by the old CSRS or the CSRS-Offset plan.  If you are covered by the FERS and you pay no Federal income tax, you may wish to investigate further.

How can I find out what effect premium conversion will have on my Social Security retirement benefits?  Attached is a Premium Conversion Financial Worksheet to help you with computing an estimate of what the effect will be. You can also use this worksheet to compute an estimate of what your annual tax savings will be.

What is a Qualifying Life Event?

A qualifying life event (QLE) is a term defined by OPM to describe events deemed acceptable by the Internal Revenue Service (IRS) that may allow participants in premium conversion to change their participation election for premium conversion or health benefit enrollment outside of an open season.  With two exceptions, the rules for changing FEHB enrollment outside of Open Season do not change.  Those two exceptions are:  a) you may not cancel your enrollment at any time; and b)  you may not change from self-and-family to self-only at any time.  Most of the time, people make changes to their FEHB enrollment on account of and consistent with a QLE.  The opportunities for you to enroll or change enrollment described in 5 CFR Part 890, and described in the FEHB Employee Health Benefits Election Form (SF 2809) will continue to be allowed under premium conversion.  For your convenience they are listed below:

1. Initial opportunity to enroll

2. Open season

3. Change in family status:  marriage, birth, divorce, separation, death, etc.

4. Change in employment status:  nonpay status, breaks in service, temporary to permanent employment, change in work schedule, etc.

5. Separation from Federal employment when the employee or the employee's spouse is pregnant

6. Transfer from a post of duty within the United States from outside the United States and the reverse

7. Employee or eligible family member loses coverage under FEHB or another group insurance plan

8. Employee or eligible family member loses coverage due to the discontinuance, in whole or part, of an FEHB plan

9. Loss of coverage under a non-Federal group health plan because an employee moves out of the commuting area to accept another position and the employee’s non-federally employed spouse terminates employment to accompany the employee

10. Employee or covered family member in a Health Maintenance Organization (HMO) moves or becomes employed outside the geographic area from which the carrier accepts enrollments, or if already outside the area, moves or becomes employed further from this area

11. On becoming eligible for Medicare

12. Temporary employee completes one year of continuous service

13. Salary of temporary employee insufficient to make withholdings for plan in which enrolled

Are there any other QLE's?  Under OPM's premium conversion plan, the qualifying life events that may allow you to change your premium conversion election are:

1. Changes in entitlement to Medicare or Medicaid for you, your spouse or dependent

a. Your spouse or dependent first becomes eligible for coverage under Medicare or Medicaid

b. You, your spouse or dependent loses entitlement to Medicare or Medicaid

2. Employment status

a. Change in your employment status or that of your spouse or dependent from either full-time to part-time, or the reverse

b. Start of your spouse's employment

c. Your spouse or dependent is employed in a position that offers health insurance

d. Start or end of an unpaid leave of absence by you, your spouse or your dependent

3. Other

a. Significant change in the cost or conditions of your spouse's health care coverage related to your spouse's employment that affects you

I've decided I don't want premium conversion, how do I waive participation? Complete the attached Federal Employees Health Benefits Program (FEHB) Premium Conversion Waiver/Election form and return it to the Benefits and Performance Division no later than 60 days following a QLE (documentation included) or during an FEHB open season.  Forms received in the Benefits and Performance Division without documentation will not be certified nor forwarded to DFAS.  In cases where the waiver of premium conversion is denied, the employee will be notified in writing of his/her right to request reconsideration from the Department of Defense.

Where can I get more information?  Additional information on premium conversion can be found on the OPM web site at http://www.opm.gov/insure/health/pretaxfehb/index.htm.  You can also contact the Benefits and Performance Division at (619) 615-5554, DSN 245-5554, or toll-free at 800-831-0622, ext. 5554, or email us at benefits@sw.hroc.navy.mil.  









Attachment 1
PREMIUM CONVERSION FINANCIAL WORKSHEET

0 Use the following worksheet to estimate your annual tax savings with premium conversion, and to estimate the effect of premium conversion on Social Security retirement benefits.

0 Part One
0 Taxable salary.

0 1.  Enter your current annual salary.
0 

1 2.  Enter your annual FEHB premium payment (biweekly premium payment multiplied by 26).
1    -

2 3.  Subtract #2 from #1.  This is your taxable salary with premium conversion.
2 

0 Part Two
0 Tax savings.

0 1.  Enter your annual FEHB premium payment (as entered in Part One, #2). 
0 

2. Enter the sum of: 

(a) Your Federal income tax bracket (O.0, 0.15, 0.28, etc.), and 

(b) Social Security tax (0.062), if applicable to you, and 

(c) Medicare tax (0.0145).
1     x

0 3.  Multiply #1 by #2.  This is an estimate of the annual amount of tax you avoid with premium conversion.  
2    =

0 Note: Additional savings on State and local income taxes, if any, are not included for the purpose of simplifying this estimate. 

1 Continue with Part Three of this worksheet if you are covered by the Federal Employees Retirement System or by Social Security only.  Part Three should not be used by employees covered by either the Civil Service Retirement System (CSRS) or the CSRS-Offset System.  Employees covered by CSRS are not subject to Social Security tax and people covered by the CSRS Offset plan receive a higher annuity from OPM if their Social Security benefit is reduced.

0 Part Three
0 An estimate of the annual gain in Social Security benefits at retirement (in today’s dollars) when you waive participation in premium conversion.  

1 To complete this part, you must access the Social Security Administration web site, www.ssa.gov, using the  Instructions on the next page.  If you do not have access to the Internet, your Human Resources office can help you.

0 1.  Use the instructions entitled “Using the SSA Web Site Calculator.”  Enter your estimated monthly Social Security benefit at retirement (Step 5) WITHOUT premium conversion.
0 

1 2.  Use the instruction entitled “Using the SSA Web Site Calculator.”  Enter your estimated monthly Social Security benefit at retirement (Step 7) WITH premium conversion.
1    -

2 3.  Subtract #2 from #1.  This is the difference in Social Security retirement benefits.
2 

3 4.  Multiply #3 by 12.
3     X 12

4 5.  This is the estimated annual Social Security benefit increase over a 35-year career.
4 

5 6.  Divide by 35
6  35

5 7.  This is the estimated Social Security benefit you earn for each year you waive premium conversion.
7      =

6 8.  Enter the annual amount of tax you save with premium conversion from Part Two, #3.
8 

7 9.  Divide the amount in #8 by the amount in #7.
9 

8 10. Estimated years of Social Security retirement benefits needed to make up for the additional taxes you paid by not participating in premium conversion.  Because most people receive Social Security for about 20 years, you may want to consider waiving premium conversion if this number is less than 20.
10      =

0 Note: when you reduce your taxable salary by your annual health benefits premium in the SSA benefit calculator, the model assumes a different salary over your entire career (35 years for Social Security benefit calculation purposes).

1 Using the SSA Web Site Calculator to Complete Part Three:

0 Step 1
0 Go to www.ssa.gov/retire on your internet.

1 Step 2
1 The first box in the left-hand column menu is labeled “Calculators.”  Use your mouse to click on this box.

2 Step 3
2 A new screen will appear with three boxes in the center.  Use your mouse to click on the first box, “1. Quick.”

3 Step 4
3 Follow the instructions on how to use the calculator.  You will need to use this calculator twice (Steps 5 & 7).

4 Step 5
4 Enter your age, current salary, and select the “Today’s Dollars” option in the menu list for the third item on the calculator.  Click on the button “Submit Request” and a calculation will appear.  Enter the figure for your estimated monthly Social Security benefit in Part Three, #1.

5 Step 6
5 Use the “Back” button on your browser to return to the calculator.

6 Step 7
6 Enter your age, salary with premium conversion (Part One, #3), and select the “Today’s Dollars” option in the menu list for the third item on the calculator.  Click on the button “Submit Request” and a calculation will appear.  Enter the figure for your estimated monthly Social Security benefit in Part Three, #2.
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