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Benefits Update
Pre-Tax Payment of Federal Employees Health Benefits (FEHB) Insurance Premiums 

Overview of Premium Conversion

Starting with the pay period that begins 8 October 2000 most Federal employees in the Executive Branch will see an increase in take-home pay because the Office of Personnel Management (OPM) has implemented FEHB premium conversion for Federal employees.  The Department of the Navy is a part of the Executive Branch therefore, all Navy activities will be participating.  Employees who participate in premium conversion will see the difference in taxes in the paycheck that is received 27 October 2000.  

By participating in premium conversion, employees will in effect have chosen to have their salary reduced and the amount of that reduction applied toward the FEHB premium.  Since the participating employees will not receive the amount of the salary reduction, it will not be considered gross income for tax purposes.  For employees who participate in premium conversion less Federal income tax and FICA taxes (Social Security and Medicare taxes) will be withheld.  State and local income tax is also reduced for most employees.  Exceptions include the state of New Jersey and the Commonwealth of Puerto Rico.  

FEHB premiums will not be affected and the Government will still pay the Government share of premiums.  Deductions for Civil Service Retirement System (CSRS), Federal Employees Retirement System (FERS), Federal Employees’ Group Life Insurance (FEGLI) and Thrift Savings Plan (TSP) are based on “unadjusted” gross pay so premium conversion will have no effect on these deductions.

Reemployed annuitants within the Department of the Navy who are enrolled in the FEHB Program are eligible to automatically participate in premium conversion provided they are in a position that normally conveys eligibility for FEHB coverage, such as a career or career-conditional appointment.  Reemployed annuitants who participate in premium conversion will have the FEHB premium deducted from their salary vice their annuity from OPM.  The employing activity will contribute the employer share of the FEHB premium for all reemployed annuitants that are enrolled in the FEHB as employees.

Disadvantages of Premium Conversion
Employees who participate in premium conversion are not able to deduct FEHB premiums as a medical deduction on their income tax return because the employee is no longer paying the premium-it is being paid by the employing agency.

An employee who participates in premium conversion can cancel FEHB coverage or change from a self and family enrollment to a self-only enrollment only:

· At the time of a qualifying life event, or

· During FEHB open season.

Paying FEHB premiums with pre-tax money reduces the earnings reported to the Social Security Administration.  This may result in a somewhat lower Social Security benefit.  Attached is a Premium Conversion Financial Worksheet that can be used to compute tax savings and estimate the effect of the premium conversion on Social Security benefits.

How to Elect to Participate/Waive FEHB Premium Conversion

Employees who want to participate in premium conversion do not have to do anything.  The MSC APMC Payroll office will make the switch automatically.  

Employees who do not want to participate should complete the attached FEHB Premium Conversion Waiver/Election and return it to the Mrs. Rebecca Landick by 7 October 2000.  If the waiver form is not received before 7 October 2000, the next opportunity to waive participation in premium conversion will be the annual FEHB Open Season which will be 13 November – 11 December 2000.

Additional Information

If you need further information or assistance regarding FEHB premium conversion you may contact  Mrs. Rebecca Landick at (757) 417-4277 or by email at Rebecca.Landick@msc.navy.mil  .

Additional information is also available from the OPM FEHB web site at http://www.opm.gov/insure/health/pretaxfehb/index.htm.
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