UNDERSTANDING HOPE’S SECTION 125 CAFETERIA PLAN OPTIONS                                         HEALTH / DENTAL / VISION          

Pre Tax Insurance Benefits
How it works: Employees who select this option will have their premiums deducted from their gross pay before federal, state, social security and Medicare taxes are calculated and withheld.
Advantages for Employees:
· Immediate tax savings: the employee’s taxable income is lower, so they pay less in taxes each paycheck, increasing their overall take-home pay. 
Disadvantages for Employees:
· Less flexibility: elections are irrevocable for the plan year and the employee cannot cancel their coverage mid-year without a qualifying event. 
· Potential impact on future Social Security benefits: Because the amount deducted is not subject to Social Security taxes, it is not counted in the calculation, which could slightly affect your future benefits.
· Potential impact on annual Tax deductions: Insurance premiums cannot be counted toward itemized medical expenses. Employees whose healthcare expenses might exceed 7.5% of their Adjusted Gross Income should consider an after-tax option. 
After tax Insurance Benefits
How it works: Employees who select this option will have their premiums deducted from their net pay, after all taxes are calculated and withheld.
Advantages for Employees: 
· Flexibility: Employees may cancel their coverage mid year without a qualifying life event. 
· Potential impact on annual Tax deductions: The premiums might be tax deductible as an itemized medical expense if total qualifying medical expenses exceed 7.5% of the employee’s Adjusted Gross Income (AGI).
Disadvantages for Employees:
· No immediate tax savings: since the taxable income is not reduced, employees will pay higher immediate federal, state, social security and Medicare taxes. 

