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Executive Summary to a White Paper
 Impact of the Insurer Fee and Excise Tax on FEHB Plans

The Federal Employees Health Benefits (“FEHB”) Program provides health benefits to approximately 
eight million federal and postal employees, annuitants, and eligible dependents.  The FEHB Program is 
comprised of individual benefit plans sponsored by a diverse group of insurers, employee organizations, 
and other carriers that offer comprehensive health benefits coverage through fee for service or HMO 
arrangements. The federal government uses the FEHB Program to attract quality applicants for jobs and 
retain its employees.  The members of the Association of Federal Health Organizations (“AFHO”) are 
carriers of nationwide experience-rated FEHB plans which provide health benefits to over 75% of these 
enrollees.1

AFHO’s members annually negotiate their premiums with the U.S. Office of Personnel Management 
(“OPM”) based on the plan’s actual claims experience and anticipated benefit cost trends, among other 
factors. Because the federal government provides its employees with lifetime retiree coverage, the 
average age of an FEHB Program enrollee is about 60 years old.  The demographic characteristics of a 
plan’s enrolled group are a major factor driving the premium cost for experience-rated plans.  High 
premium cost does not equate to so-called “Cadillac” benefits in the FEHB Program.   

The FEHB Program has been described as a model health insurance exchange. The government 
contribution for civil service employees and annuitants is statutorily defined as 72% of the enrollment 
weighted average premium but no more than 75% of the selected plan premium.  The enrolled employee 
or annuitant pays the balance of the premium.  When faced with premium increases or benefit changes, 
enrollees can freely switch plans during the annual Open Season. 

AFHO tracks legislative developments that may impact the FEHB Program. In furtherance of this effort, 
AFHO has prepared the accompanying White Paper which assesses the FEHB Program impact of two 
Patient Protection and Affordable Health Care Act provisions (“PPACA,” H.R. 3590) now pending 
before the Senate, the annual insurer fee and the 40% excise tax.

In 2010, PPACA’s $6.7 billion annual insurer fee (§ 9010) would increase experience-rated carrier costs, 
which translates into increased premiums.  Our white paper projects the fee would boost premiums by as 
much as one to two percent depending upon whether or not the party responsible for paying the fee is a 
taxable entity (see Attachment A). Because the government contribution is capped, federal and postal 
employees and annuitants would bear the brunt of those increases. 

In 2013, the PPACA’s excise tax (§ 9001) would take effect with respect to the full range of health 
benefits coverage available to federal and postal employees and annuitants, including FEHB Program, the 
Federal Employees Dental and Vision Program (“FEDVIP”) and the Fedflex healthcare spending account 
program. The proposed excise tax is 40% of the premium cost above the $8,500 self only premium 
threshold and the $23,000 self and family premium threshold.  Based on OPM’s March 2009 headcount 
report for self only plans, we project that the self only premiums of several FEHB plans, currently 
covering over 50% of the FEHB Program’s self only enrollment, would exceed the threshold as early as 
2015, assuming the rise in health care cost trends is only moderate. The day of reckoning would arrive 

                                                
1 AFHO’s members include American Foreign Service Protective Association, American Postal Workers Union, 
Compass Rose Benefits Group, Government Employees Health Association, Mail Handlers Benefit Plan, National 
Association of Letter Carriers Health Benefit Plan, National Rural Letter Carriers’ Association, Panama Canal Area 
Benefit Plan, Special Agents Mutual Benefit Association, and Associate Member Blue Cross Blue Shield 
Association.  
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sooner if the enrollee also purchases FEDVIP coverage and/or contributes to a Fedflex healthcare 
spending account (see Attachment B). 

Due to limitations under current law, experience-rated carriers would not be permitted to charge the 
excise tax as an allowable cost of their FEHB plan contract. Instead, they would have to pay the excise 
tax out of their own funds.  

The PPACA’s annual insurer fee and excise tax would have a significant negative impact on the FEHB 
Program. The annual insurer fee would lead to increased premiums, and in order to avoid the excise tax, 
plans would be forced to reduce benefits.  Additionally, when considered in tandem, the annual insurer 
fee and the excise tax create a vicious cycle; the annual insurer fee would push premiums ever closer to, 
or over, the excise tax threshold which in turn would force carriers to reduce benefits at an even faster 
pace in order to avoid the excise tax. This squeeze play will be exacerbated by the fact that the PPACA 
indexes the excise tax thresholds to the annual Consumer Price Index for all Urban Consumers (CPI-U) 
increase plus one point. Because the CPI-U rises much more slowly than the medical costs that make up 
the vast majority of carriers’ costs, upward adjustments to the excise tax thresholds would not be 
sufficient to mitigate the rate of benefit cuts.  

We hope OPM will find this paper useful in analyzing the potential impact of these provisions on the 
FEHBP.
























