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Your Premium Conversion Plan—A Brief Description
[Insert name of employer] has established a medical Premium Conversion Plan, which lets you pay for your employer-sponsored medical insurance premiums with pre-tax dollars.  This is a tax benefit, the effect of which is to lower the cost to you of your premiums for employer-sponsored medical insurance.  

This is a brief description of the Premium Conversion Plan.  The Premium Conversion Plan is governed by an official plan document.  If there are any differences between this description and the official plan document, the official plan document will govern.

What is the Premium Conversion Plan and how does it work?
The Premium Conversion Plan is set up under Section 125 of the Internal Revenue Code and provides you with a tax benefit.  This is how it works:  A portion of your pay is withheld by [name of employer] for the purpose of paying your share of your medical premium.  The money withheld for premiums is not subject to federal income, Medicare, or Social Security (FICA) taxes, and in most cases, state and local taxes.  Accordingly, you will save on most federal, state, and local taxes (the exact savings depends upon your tax bracket and your state of residence).  Here’s an example:
John earns $2500 each month.  His federal income tax bracket is 15%, his FICA tax rate is 7.65%, and his Maryland state income tax rate is 4.75%, for a total tax rate of 27.4%.   His employer sponsors a medical plan, and employees must contribute $300 per month to be covered.    By paying for his portion of the premiums with pre-tax dollars, John’s take-home pay only decreases by $217.80 each month.  John saves $82.20 by paying for his share of the premiums with pre-tax dollars.

	
	If John pays for his share of his  medical coverage with after-tax dollars
	If John participates in the medical premium conversion plan and pays with pre-tax dollars

	Gross monthly income 
	$2500
	$2500

	Pre-tax deduction for employee share of medical premiums 
	0
	$300

	Taxable income for the month
	$2500
	$2200

	Taxes (taxable income multiplied by total tax rate of 27.4%)
	$685
	$602.80

	Net pay for the month
	$1815
	$1597.20

	After-tax payment of employee share of medical premiums 
	$300
	0

	Take-home pay after employee contribution for medical coverage
	$1515
	$1597.20 (a savings of $82.20)


Am I eligible to participate?

You are eligible to participate in the Premium Conversion Plan if you are a common law employee of [name of employer].  [Describe any hours minimums or waiting period, if applicable.]  You are not eligible to participate if your employer determines that you are

 Self-employed

 An independent contractor

 A consultant or advisor 

 [add any other exclusions]

May premiums for my family’s coverage be paid by Premium Conversion?

Generally, yes—but there is an exception.  Under IRS rules, pre-tax dollars may only be used to pay for the premiums of someone who is your dependent, as defined under the Internal Revenue Code.  If an individual is a dependent for purposes of your medical coverage but not a dependent as defined by the Internal Revenue Code, your payments toward that individual’s coverage may not be paid with pre-tax dollars through this Premium Conversion Plan but must be paid instead on an after-tax basis.  You may want to consult your tax advisor for information about whether someone is your tax dependent.  [Name of employer] may ask for information about the tax status of your dependents to ensure that you comply with the terms of the Premium Conversion Plan.  
How do I enroll?

You are automatically enrolled in the Premium Conversion Plan as of the day the Premium Conversion Plan is established, or your date of hire if you are hired after the Premium Conversion Plan is established.  Your participation will continue automatically unless you elect not to participate.   [If employer offers more than one medical plan, describe which is the default coverage.]
Can I choose not to participate in the Premium Conversion Plan?

Yes.  To opt-out of the Premium Conversion Plan, you need to complete a written waiver/election form and return it to [insert contact information and address].  If you do not pay federal income tax, you should consider waiving participation in the Premium Conversion Plan.  
How does participation in the Premium Conversion Plan affect my other benefits, such as Social Security?
Participating in the Premium Conversion Plan could slightly lower your Social Security benefit.  This is because your Social Security benefit is calculated based on your taxable earnings.  Participating in the Premium Conversion Plan will reduce your taxable earnings and accordingly affect your Social Security benefit calculation.  You may experience a similar effect on other benefits such as life insurance, disability, or pension benefits, depending upon how these other benefits define compensation.  If these benefits, like Social Security, are calculated based on your taxable earnings, your participation in the Premium Conversion Plan could result in lower benefits.
May I change my Premium Conversion Plan participation?

Each year, we will have an open enrollment period during which you may change your participation to the Premium Conversion Plan.  During open enrollment, you may elect to participate if you haven’t been doing so, you may cancel your participation, or you may make a change to your election—such as increasing your participation level to add a dependent to your medical coverage.  

Except for annual open enrollment, you cannot change your Premium Conversion Plan participation unless you experience a “change in status” as defined by the Internal Revenue Service.  If you experience a change in status, you may only change your participation status within 30 days of the event [employer should confirm 30 day time period will be used], and your requested change must be consistent with the change in status that you experience.  

The following is a list of changes in status that may allow you to make a change to your elections.
· Legal marital status: Any event that changes your legal marital status, including marriage, divorce, death of a spouse, legal separation, and annulment.
· Number of eligible dependents: Any event that changes your number of eligible dependents including birth, death, adoption, legal guardianship, and placement for adoption.
· Employment status: Any event that changes your or your eligible dependents’ employment status that results in gaining or losing eligibility for coverage. Examples include:

– Beginning or ending employment;
– A strike or lockout;
– Starting or returning from an unpaid leave of absence;
– Changing from part-time to full-time employment or vice versa; and
– A change in work location.

· Dependent status: Any event that causes your dependents to become eligible or ineligible for coverage because of age, student status, or similar circumstances.
· Residence: A change in the place of residence for you or your eligible dependents if the change results in your or your eligible dependents living outside your medical or dental plan’s network service area.     
· Loss of Other Coverage: If you decline enrollment for yourself or your eligible dependents because of other health insurance or group health plan coverage, you may be able to enroll yourself and your eligible dependents in the Premium Conversion Plan if you or your eligible dependents lose eligibility for that other coverage (or if the other employer stops contributing towards your or your dependents’ other coverage);
· Government coverage:  If you or your eligible dependents become entitled to or lose entitlement to Medicare or Medicaid, or lose entitlement to certain other governmental group medical programs.
Please note that in order to change your benefit elections due to a change in status, you may be required to show proof verifying that these events have occurred (e.g., copy of marriage or birth certificate, or divorce decree, etc.)

What happens if I take a leave of absence or terminate employment?
If you take a leave of absence, you may be able to revoke your election.  See your employer about information about your rights.  If you stop working for your employer, whatever the reason, your participation in the Premium Conversion Plan will automatically terminate.  This means that any premiums for medical coverage after you stop working must be paid with after-tax dollars.
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