It's Money in Your Pocket! 
Pre-Tax Payment of Your FEHB Health Insurance Premiums is here! (i.e., Premium Conversion ) 
Starting with the first pay period that begins on or after October 1, 2000, most Federal employees will see an increase in their take-home pay. That increase is because the U.S. Office of Personnel Management (OPM) has implemented premium conversion for Federal employees.

What is Premium Conversion?


Premium conversion is a tax benefit. It allows you to allot a portion of your pay to your employer, who will in turn use that amount to pay your contribution for Federal Employees Health Benefits (FEHB) coverage. This allotment is made on a pre-tax basis, which means that the money is not subject to Federal income, Medicare, or Social Security taxes. The allotment reduces your taxable income, so less tax is withheld, and your paycheck will be larger.  The Government will still pay the Government share of premiums as provided in the Federal Employees Health Benefits Act. Premiums are not affected; however paying health insurance premiums pre-tax will make FEHB coverage more affordable for you.

Who is Eligible?

All employees in the Executive Branch of the Federal Government who are participating in the FEHB Program, and whose pay is issued by an Executive Branch agency, are eligible to have their FEHB premiums paid under the premium conversion plan. Also, individuals enrolled in the FEHB Program who are employed outside the Executive Branch, or whose pay is not issued by an agency of the Executive Branch, may be eligible if their employer agrees to offer participation in the plan.

Will this pre-tax benefit apply to retirees, survivors, and former spouses?


No. Under section 125 of the Internal Revenue Code (IRC § 125), pre-tax benefits are only available to employees. 

If I'm a reemployed annuitant, am I eligible for premium conversion?


Yes, if you are reemployed in a position that conveys FEHB eligibility, you may participate in premium conversion. Full-time and part-time career and career-conditional employment offers the opportunity to enroll in FEHB; temporary and intermittent employment does not. 

Why is OPM offering this benefit now?


OPM will achieve two objectives by offering this benefit: 

· Equal treatment for Federal employees. Currently, the majority of private sector employees and state and local government employees pay their health insurance premiums with pre-tax dollars. Employees of the United States Postal Service, the Federal Judiciary, and a number of smaller Federal agencies also have this tax advantage. This action enables all employees of Executive Branch agencies to have the same tax benefit as private sector employees, State and local government employees, and Federal employees who already have premium conversion. 

· Improving the Government's ability to recruit and retain staff. OPM's plan will enhance the Government's competitive position as an employer by making the Federal benefits package more attractive. 

Will this affect me if I already have premium conversion?


No, if you already have premium conversion you are not affected. The United States Postal Service, the Federal Judiciary, the Comptroller of the Currency, the Federal Deposit Insurance Corporation, the Office of Thrift Supervision, and the Federal Reserve System are among the entities that already have health insurance premium conversion for their employees. 

How much money will I save?


Based on information from the Department of the Treasury, the average Federal employee who participates in the FEHB Program will save $434 per year in Federal income, Social Security and Medicare taxes. In most jurisdictions, state and local income taxes also will be reduced. 

Example Calculations


To determine the amount of money you will save yearly, calculate your combined tax rate multiplied by the total amount of your health insurance premiums. These examples show the savings for a typical employee in the 28% tax bracket: 

PRIVATE

Self-only
Self-and-Family

Yearly FEHB premium:
$700.00
$1,600.00

Federal income tax savings:
$196.00
$448.00

FICA tax savings (7.65%)
$53.55
$122.40

Annual Savings
$249.55
$570.40

These examples do not include savings on state and local taxes. 

Are State and Local taxes reduced by premium conversion?


Yes, taxes in 49 states and most localities will be reduced; exceptions include the state of New Jersey and the Commonwealth of Puerto Rico. Our Financial Policy staff will monitor changes in state and local tax regulations, and provide guidance to Federal agencies as needed. Regardless of where you live, FEHB premiums are not subject to Federal taxes. 

How do I enroll?


Participation in premium conversion is automatic for eligible employees. 

Can I choose not to participate in premium conversion?


Yes, but you need to opt-out, or waive participation in premium conversion. Waiver forms will be available soon at your agency's human resource office or on Employee Express. If you want to opt-out, you must file a waiver form by the date set by your employing office, but not later than the day before the effective date of coverage. 

Are there any disadvantages to paying for premiums with pre-tax money?


Premium conversion is clearly a great benefit for the vast majority of employees. However, for a very small number of individuals it may make sense to waive premium conversion. OPM's Insurance Policy and Information Division will provide guidance and information to allow you to make the right decision for yourself and your family. 

Will premium conversion have any effect on CSRS, FERS, TSP, or FEGLI benefits?


No. All Federal retirement, thrift savings and life insurance benefits are based upon gross or unadjusted salary, and are not affected by participation in premium conversion. 

Is this an ongoing benefit?


Yes, once you participate in premium conversion, your participation continues automatically until you elect not to participate. Each year during FEHB Open Season you may decide whether or not to participate for the following year. 

Can I change my premium conversion participation status?


You may change your participation status in premium conversion during the annual FEHB open enrollment period, or during the calendar year upon experiencing a qualifying life event. Qualifying life events include marriage, birth of a child, or change in a spouse's employment. 

