
 
PREMIUM CONVERSION TO EASE THE HIGH COST OF HEALTH CARE BY 
EXTENDING TAX RELIEF TO FEDERAL ANNUITANTS AND MILITARY 
RETIREES 
 

• Since 1998, Federal Employees Health Benefits Program (FEHBP) premiums have increased 
by nearly 10 percent, but more frequently above that amount, each year, while cost-of-living 
adjustments (COLAs) for annuitants have increased by an average of just over 2 percent.  
 
• The median federal retiree annuity is $1,977 per month; the median survivor annuity is $1,022. 
In 2008, the enrollee premium share for the most popular FEHBP family plan -- Blue Cross/Blue 
Shield standard option -- is $314 a month.  
 
• Currently, federal employees and annuitants pay an average share of 29 percent for FEHBP 
premiums and the federal government contributes 71 percent. Federal annuitants pay for their 
share of FEHBP premiums with after-tax funds withheld from annuities. "After tax annuity dollars" 
are defined as annuities received after income taxes are paid.  
 
• Federal tax law (Section 125 of the Internal Revenue Code) presently allows employers in the 
public and private sectors to permit their employees to pay for health insurance with pre-tax 
dollars, wages excluded from both income and Social Security payroll taxes. For example, if a 
federal employee’s annual share of a FEHBP premium is $1,700, then her adjusted gross income 
would be lowered by that amount for purposes of filing personal income taxes. These so-called 
"premium conversion plans" are available to most employees of large private-sector companies.  
 
• The Office of Personnel Management (OPM) began offering premium conversion plans to 
executive branch employees in October 2000 and Congress extended the tax benefit to 
legislative branch workers in January 2001. Premium conversion saves the average federal 
worker about $820 a year.  
 
• Unfortunately, federal annuitants were not included in the new plan because the tax code is 
unclear on their eligibility to participate. These individuals must also shoulder the burden of 
increasingly high health premiums. Much of the relatively low percentage COLAs received by 
federal annuitants and military retirees in recent years have been eroded by several years of 
double-digit increases in their in health insurance premiums.  
 
• Many current federal employees will be surprised to learn that they will no longer receive the 
premium conversion benefit after they retire.  
 
Action Requested: NARFE asks that you cosponsor and support committee action on Rep. Tom 
Davis’s H.R. 1110 (staff contact: Alex Cooper x5-5074) and Senator John Warner’s S.773, (staff 
contact: Hughes Bates x4-2023) bills to allow federal annuitants and military retirees use pre-tax 
earnings to pay their share of health insurance premiums. 

 


