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     US ARMY NAF EMPLOYEE                    

         BENEFITS PROGRAM

Pre-Tax Health Premium Program

INFORMATION BULLETIN FOR NAF PERSONNEL


On January 1st, 2001, a new benefit program will go into effect, which will reduce taxable income for employees  who are enrolled in one of our Health Benefit Plans.  Officially called an Internal Revenue Code Section 125 Plan (OPM calls it the Premium Conversion Program), the program allows employees to pay the employee share of the Health Benefit Plan premium with pre-tax dollars, thus reducing their taxable income and increasing their take-home pay.  The following are answers to some of the questions you might have about this program.

What does this program do?


This program is a tax benefit authorized under Section 125 of the Internal Revenue Code.  It authorizes the deduction of your portion of the health benefit plan premium prior to deduction for taxes.  This reduces your taxable income, so less tax is withheld, and your net pay will be larger.  

Who is eligible?

All active NAF employees who are enrolled in one of our health benefit plans, including the DOD Health Benefit Plan (Aetna) or any of our HMOs, are eligible for this program.

What taxes are reduced?

Federal Income Tax, Social Security, Medicare and state and local taxes are reduced under this program.  There are two exceptions.  The State of New Jersey and the Commonwealth of Puerto Rico have laws in effect which prohibit pre-tax payment of health benefit plan premiums.  Therefore, state and local taxes in those localities will be applied before deduction for your premiums, but your premiums will still be deducted prior to all Federal Tax deductions (Income Tax, Social Security and Medicare).

How will this affect the employer portion of the premium?


This will have no effect on the employer portion of the health benefit plan premium.  Your employer will continue to pay the employer share of the premium.

How do I enroll in this program?


This benefit will automatically go into effect for all eligible employees the first full pay period in January 2001, so no action is required to enroll in this program.  
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Can I decline to participate in this program?


Yes.  To decline participation, you must visit your servicing NAF Civilian Personnel Office to complete and sign a DA Form 3473 Part 2.  This form includes an option to decline participation in this program.  If you intend to decline participation, you must file your declination during the current Limited Open Season (October 16th - November 17th,  2000).

Why would I want to decline participation?

Although this program is beneficial to the vast majority of eligible employees, there are two potential drawbacks.  First, once you are in the program, you may not cancel your health insurance during the plan year (January 1 through December 31, 2001).  You may only cancel your insurance during Open Season or during the calendar year if you experience a qualifying “life event”, such as marriage, change in spouse’s employment, etc.  The second potential drawback is the effect this program may have on your future Social Security Benefit.  Because paying Health Benefit Plan premiums with pre-tax dollars will lower your taxable wage base and the wage base used to compute Social Security benefits, your future Social Security benefit will be reduced by a very small amount.  For most employees, the small reduction in their Social Security benefit is far outweighed by the near term tax break.  However, for lower paid employees who pay little or no Federal and State Income Taxes, it may be more advantageous to decline participation in the Pre-tax Health Benefit Plan premium program.  To assist you in making this decision, you may want to complete the following worksheets, which will help you calculate the benefit of participating or declining participation in this program.

Financial Worksheet – Part 1

Taxable Salary

1.  Enter your current annual salary





______________

2.  Enter your annual Health Benefit Plan Premium



______________


(biweekly premium multiplier by 26)

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


______________

the pre-tax premium benefit.

Financial Worksheet – Part 2

Tax Savings

1.  Enter your annual Health Benefit Plan premium



______________

2.  Enter the sum of:

(a)  YourFederal Income Tax bracket (see chart below)


______________

(b)  Social Security Tax (0.062)






_____0.062____

(c)  Medicare Tax








_____0.0145___

3.  Multiply #1 by #2.  This is an estimate of your tax savings.

______________
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Federal Income Tax Bracket Chart (1999 Schedules)


  Single


Married Filing Jointly

Federal Tax Rate

  
  $0 - $25,750

           $0 - $43,050


15%

  $25,750 - $62,450
       
  $43,050 - $104,050


28%

  $62,450 - $130,250

$104,050 - $158,550


31%

$130,250 - $283,150

$158,550 - $283,150


36%

      Over $283,150

     Over $283,150


39.6%

Financial Worksheet – Part 3


Part 3 of the worksheet will help you estimate the annual gain in Social Security benefits (in today’s dollars) if you decline participation.  To complete this part of the worksheet you must first access the Social Security web site, www.ssa.gov, to use the Social Security Calculator.  If you do not have access to a computer or the Internet, please ask your servicing NAF Civilian Personnel Office for assistance.

Using the SSA Calculator to complete Part 3 of the worksheet:

1. Go to www.ssa.gov/retire on the internet.

2. Click on the first box in the left corner labeled “Calculators”.

3. A new screen with three boxes will appear.  Click on the first box, “1. Quick”.

4. Follow the instructions on how to use the calculator to complete steps 5 & 7.

5. Enter your age, current salary, and select the “today’s dollars” option.  Click on the “Submit Request” button.  Enter this amount in step #1, Part 3 of the  Worksheet, below.

6. Use the “Back” button to return to the calculator.

7. Enter your age, salary with the pre-tax benefit (the figure you calculated in Step # 3, on Part 1 of the Worksheet), and select the “today’s dollars” option.  Click on the “Submit Request” button.  Enter this amount in step #2, Part 3 of the Worksheet, below.
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Financial Worksheet – Part 3
1.  Enter the estimated monthly Social Security benefit


______________

from the Calculator Step 5, above.

2.  Enter the estimated monthly Social Security benefit


______________

from the Calculator Step 7, above.


3.  Subtract #2 from #1







______________


(This is the difference in Social Security benefit at retirement).

4.  Multiply #3 by 12







______________

(This is the Social Security benefit increase over a 35 year career).
5.  Divide #4 by 35








______________


(This is the estimated Social Security benefit you earn for each year you


decline participation in the Pre-Tax Health Premium Program).

6.  Enter the annual amount of tax you save from participating

______________

in the Pre-Tax Health Premium Program from Part 2, Step #3

7.  Divide the amount in #6 by the amount in #5. 



______________

(This estimates how many years of Social Security Retirement benefits are

needed to make up for the additional taxes you paid by not participating in

the Pre-Tax Premium Program).

NOTE:  Since most people receive Social Security for about 20 years, you may want to consider declining participation in the Pre-Tax Premium Program if #7 above is less than 20.

Please contact your local servicing NAF Civilian Personnel Office if you require assistance.


FOR MORE INFORMATION ON ALL OUR BENEFIT PROGRAMS, PLEASE CONSULT THE

WEB SITE WWW.NAFBENEFITS.COM  OR CALL OUR TOLL FREE NUMBER (877) 384-2340.
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