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Healthcare is one of the largest controllable expenses in retirement.

Here’s the playbook for Oklahoma municipal officers retiring under OPPRS

as well as the other public safety pension systems around the country.
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Why Healthcare?
It’s one of the main topics and points of
confusion for officers approaching
retirement. They want to know how to
bridge the years before Medicare, whether
the tax break they’ve heard about is real,
and what happens once they hit 65.

These are the same ten questions, asked
over and over. The answers below pull
straight from the IRS, the SECURE Act 2.0,
and CMS.

If your situation has wrinkles, and most do,
the right move is to walk through your
specific numbers with someone who’s
required to act in your best interest.



What’s this $3,000 healthcare exclusion I
keep hearing about?

It’s a federal tax break written specifically for retired public safety
officers. Congress added it through the Pension Protection Act of 2006,
and it sits in Section 402(l) of the Internal Revenue Code.

The deal is simple. As an eligible retired public safety officer, you can
exclude up to $3,000 a year of pension or 457(b) distributions from your
gross income when those distributions pay qualified health insurance
premiums. Your taxable income drops by that amount, and so does your
federal tax bill.

OPPRS retirees are exactly who Congress was thinking about when they
wrote this provision.
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QUESTION 1

What the $3,000 exclusion is worth in real dollars.

At a 22% federal bracket, $3,000 excluded equals $660 a year off your tax
bill. Across a 25-year retirement, roughly $16,500. Not life-changing on its
own, but real money that compounds across other planning decisions.

The 10 Questions



What counts as a "qualified" health
insurance premium?

The IRS includes premiums for accident or health insurance, qualified
long-term care insurance contracts, and Medicare Part B and Part D.
The coverage can be for you, your spouse, or your dependents.

Premiums you pay through your former department’s retiree plan, an
ACA marketplace policy, a spouse’s group plan, COBRA, or Medicare can
all qualify. The exclusion is about the type of premium, not the type of
plan you bought it through.
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Has anything changed recently?

Yes. Under the original rule, the only way to claim the exclusion was to
have your pension system pay your insurance premiums directly to the
carrier. That created a paperwork mess. Retirement systems were
tracking premium changes, deadlines, and address updates for
thousands of retirees, and information rarely flowed cleanly between
insurers and plan administrators.

SECURE Act 2.0 fixed it. Section 328 of that law repealed the direct-
payment requirement for distributions made after December 29, 2022.
Now you can pay the premium yourself and still claim the exclusion on
your tax return, or you can have the plan send it. Either path works.
IRS Publication 575 confirms this in its current edition.

QUESTION 2

QUESTION 3
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Does Medicare Part B count? I’ve heard
both answers.

Yes. Part B and Part D both count as qualified health insurance
premiums for the §402(l) exclusion. That applies whether you pay the
premium out of pocket or have it withheld from your Social Security
check.

This trips up officers because older guidance was confused on the point.
The current IRS position is clear. If you retire under OPPRS at 50 and
don’t touch the exclusion until you hit Medicare at 65, you can still use it.

Note that the exclusion does not cover Medigap (Medicare Supplement)
premiums.

Can my spouse use their own $3,000
exclusion?

Only if your spouse is also a retired public safety officer with their own
eligible governmental plan. The exclusion is tied to the officer, not the
household. A spouse who worked in the private sector is covered as a
dependent under your $3,000, but they can’t claim a separate one.
If you’re both retired public safety officers, you each get up to $3,000, for
a combined $6,000 a year.

QUESTION 4

QUESTION 5
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How do I actually claim the exclusion at
tax time?

On your tax return, you report the gross distribution from your 1099-R,
subtract the qualified premium amount up to $3,000, and write "PSO"
next to the taxable amount on Form 1040, Line 5b. Your tax software
should walk you through it, but a fair number of preparers miss it if you
don’t bring it up.

Keep documentation. Premium receipts, EOBs from your insurer, and a
copy of your 1099-R. The IRS doesn’t require you to attach proof to the
return, but you want it on file if a question ever comes up.

QUESTION 6

Common mistake.

A mistake I see is officers assuming OPPRS or their tax preparer is
applying the exclusion automatically. Both assumptions can be wrong.
Check your last three returns. If "PSO" isn’t on Line 5b and you were
paying qualified premiums, you may be able to amend.
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I’m retiring before 65. What are my coverage
options until Medicare kicks in?

Four common paths.

COBRA
If your department’s group plan was your coverage on the job, federal
law lets you keep it for up to 18 months after separation. The cost is 102%
of the full premium, meaning your employer’s share plus your share plus
a 2% admin fee. It’s the most expensive option for most officers, but your
network and benefits don’t change. Same carrier, same doctors, same
prescriptions.

Spouse’s Employer Plan
If your spouse has one. Separation from service is a qualifying event that
lets you enroll outside the normal open-enrollment window.

ACA Marketplace
Subsidies are based on your projected income for the coverage year. A
pension plus a working spouse’s income often puts retiring officers
somewhere in the subsidy range or just above. Note that the enhanced
subsidies from the American Rescue Plan expired at the end of 2025, so
2026 marketplace premiums are higher than what people were quoted
a year ago.

Department Retiree Plan.
If your city offers one. Some Oklahoma municipalities subsidize retiree
health coverage, some don’t. Check with HR or your benefits office
before you assume.

QUESTION 7
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Should I still be contributing to my HSA (or
FSA) right up to retirement, if applicable?

HSA: If your current health plan is an HSA-eligible high-deductible plan,
yes. For 2026 the contribution limits are $4,400 for self-only coverage,
$8,750 for family coverage, and an extra $1,000 catch-up if you’re 55 or
older. That said, not all agencies offer high-deductible health plans—
many officers will be enrolled in a plan with an FSA (Flexible Spending
Account) instead. If you have an FSA, the strategy is different: FSA funds
are use-it-or-lose-it on an annual basis, so make sure you’re spending
down your balance before your separation date. Check with your HR or
benefits office to confirm which account type your plan supports.

There’s a timing rule that catches people. Once you enroll in any part of
Medicare, HSA contributions have to stop. If you plan to claim Social
Security at or after 65, Medicare Part A enrollment is automatic and
retroactive up to six months. So you need to stop HSA contributions at
least six months before filing for Social Security to avoid a penalty.

The balance you’ve already built doesn’t disappear. You can use it tax-
free for qualified medical expenses for the rest of your life, including
Medicare Part B premiums, Part D premiums, and Medicare Advantage
premiums. You cannot use HSA funds tax-free for Medigap premiums.

QUESTION 8

  Self-only coverage $4,400

  Family coverage $8,750

  Catch-up (age 55+) +$1,000

2026 HSA limits at a glance



9

What happens at 65 with Medicare and this
IRMAA thing?

Medicare becomes your primary coverage at 65. The base Part B
premium for 2026 is $202.90 per month.

IRMAA stands for Income-Related Monthly Adjustment Amount. It’s an
income surcharge that gets added to your Part B and Part D premiums
if your income exceeds certain thresholds. For 2026, IRMAA starts at
$109,000 of modified adjusted gross income for individual filers and
$218,000 for joint filers. At the top bracket, $500,000 single or $750,000
joint, the total Part B premium climbs to $689.90 a month per person.

Watch the two-year lookback. Your 2026 IRMAA is based on your 2024
income. Decisions you make today, including how you handle a DROP
rollover or a big distribution, can affect what you pay for Medicare years
from now.

QUESTION 9

Individual MAGI (single filer) Joint MAGI 2026 Total Part B Premium

Up to $109,000 Up to $218,000 $202.90

$109,001 to $137,000 $218,001 to $274,000 $284.10

$137,001 to $171,000 $274,001 to $342,000 $405.40

$171,001 to $205,000 $342,001 to $410,000 $526.60

$205,001 to $499,999 $410,001 to $749,999 $647.90

$500,000 or more $750,000 or more $689.90

2026 IRMAA brackets (Part B)
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What’s the biggest healthcare planning
mistake you see officers make?

Waiting until they’re already retired to start planning.

Healthcare between separation and Medicare is often the largest
controllable expense in early retirement. A cop retiring at 50 has 15 years
until Medicare eligibility. If COBRA runs out at month 18 and
marketplace subsidies don't help because of high first-year income from
large taxable distributions in the year of retirement, you can end up
paying potentially $10,000 to $20,000 or more a year in premiums
during those bridge years.

The fix isn’t complicated. Run the numbers a year or two out from
retirement. Coordinate your retirement date, your DROP distribution
timing, and your healthcare bridge as one decision, not three separate
ones. The $3,000 exclusion, the HSA timing rule, the IRMAA two-year
lookback, and your spouse’s coverage all interact with each other.

That’s the planning work. It’s not glamorous, but it’s where the money is.

QUESTION 10



Coordinate your DROP timing with your Medicare
lookback.
A large distribution in the year you turn 63 can push your IRMAA two
years later into a higher bracket.

Stop HSA contributions at least 6 months before
claiming Social Security.
Medicare Part A enrollment is retroactive. Contributing during the
retroactive window triggers a 6% excise tax.

Confirm "PSO" is being claimed on your tax return. 

Pull the last three years. If the exclusion wasn’t applied and you were
paying qualified premiums, you may be able to amend.

Run a year-by-year health insurance budget from
your retirement date to Medicare. 
Plug in COBRA pricing, marketplace estimates, and your spouse’s plan if
it’s an option. Don’t guess.

Decide where the §402(l) exclusion does the
most work.
You only get $3,000 a year. Use it where the tax savings are largest.
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5 Healthcare Planning Items That
Deserve Your Attention
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