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   HEALTH CARE REFORM IMPLEMENTATION  
2018 CADILLAC TAX ON HIGH-VALUE HEALTH PLANS  

2015  
 

 

Effective January 1, 2018, the Affordable Care Act (ACA) includes a 40% nondeductible excise tax on high-value 
(“rich”) health plans. In 2018, this tax on both fully insured and self-funded plans applies to the plan value in excess 
of $10,200 ($850 / month) for single coverage; $27,500 ($2,292 / month) for other than self-only coverage (family 
coverage). The tax is intended to pay for a portion of the ACA and to discourage rich benefit plans, which, according 
to advocates of the “Cadillac Tax,” contribute to an overuse of medical care.  
 

HIGHLIGHTS  
 

 Many strategic planning concerns are emerging following the release of proposed rules in early 2015.  
Clarifying regulations, once issued, will alter next steps as employers consider all financial & administrative 
challenges. The IRS has requested comments regarding several outstanding issues (listed below), including 
several plan design and administrative considerations. Comments are due by October 1, 2015.  

 

 One critical step for employers is to understand the definition of a high-value plan, under the ACA, which 
a higher-cost plan based on plan utilization. Therefore, a bronze plan with high utilization by a less healthy 
population may trigger the tax, per employee/per family member.  

 

The Cadillac Tax equals 40% of the excess benefit, which is the portion of the aggregate cost of the employer-
sponsored coverage per employee / per family that exceeds the applicable dollar limit.  In 2018, the base dollar 
amount will be as listed in the ACA ($10,200 / $27,500) multiplied by the “health cost adjustment percentage.”   

 
Employers will be responsible for determining the tax amount, as well as for allocating the amount among the 

coverage providers owing the tax. Employers must also notify the parties owing the tax, as well as notify the IRS 
of the taxes due from each coverage provider. If the amount paid is less than the amount due as a result of an 

employer calculation error, the tax remains due and the employer may owe an additional penalty equaling the 
amount of the error plus interest.  

 

 Age & gender adjustments may apply to lower risk exposure, depending on employee demographics. No 
adjustments are made for geography, high-cost claimants or plan design. See details below. 

 

 Inflation rates align with the Consumer Price Index (CPI-U), rather than Medical inflation.  
 

 Multiemployer Plans are treated as “other than self-only” coverage; thus, permitted to use the family 
threshold for all employees, even if the employee is enrolled in single coverage.  

 
 

See Page 2 for a snapshot outline of immediate considerations facing employers, as of the regulatory guidance issued in 2015, 
followed by a detailed guideline summarizing these important issues awaiting final regulatory guidance from the IRS. 
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CHALLENGES FACING EMPLOYERS in 2015-2016                                                                   As of August 2015 
 

1. Determination of the Monthly Tax to Coverage Providers by Employers Per Employee / Per Family:  
 
What administrative considerations should employers anticipate within this monthly tax per employee / per 
family? 
 

2. COBRA Rate Calculation for Self-funded Plans in Determining the Aggregate Cost:  
 
How aggressive will employers / plan sponsors of self-funded plans become in setting COBRA rates to 
lower the Cadillac Tax risk exposures? NOTE: Fully insured plan value equals the actual premium cost 
while self-funded plan value equals the premium equivalent (COBRA rate calculation methodology for self-
funded plans). 
 

3. Cost-of-Living Adjustments are NOT based on Medical Inflation:  
 
How will employers anticipate long-term costs since Cadillac Tax adjustments are not aligned with medical 
inflation? NOTE: No adjustments for geography, high-cost claimants or plan designs.  
 

4. Adjustments for High-Risk Job Categories, Age & Gender:  
 
What options / opportunities are available for employers to lower risk exposure based on employee 
demographics & industry-specific considerations? 
 

5. Impact of the Cadillac Tax Pass-through from Insurers:  
 
What is the impact to Not-for-Profit employers when the effective tax rate becomes 62% rather than 40%? 
 

6. Employee Contributions to Health Savings Accounts (HSAs):  
 
How will employers respond if the final regulations follow the proposed regulatory guidance and include 
employee HSA contributions within the plan cost? 
 

7. Rising Costs due to Employees’ Health:  
 
What wellness and clinical programs are under consideration to improve the employees’ health risks to 
manage and reduce this primary, long-term cost-driver?   
 

8. Plan Design Options & Modifications:  
 
What plan changes are under consideration for active employee and retiree medical plans as employers 
consider ALL options to make data-focused decisions to lower cost estimates in advance of 2018? 

 
 

See Pages 3-5 for a detailed guideline summarizing these important issues awaiting 
 final regulatory guidance from the IRS. 
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IMPLEMENTATION OF THE CADILLAC TAX  
DETAILS 

 

 

 

 

 Employer-Sponsored Coverage includes Coverage for Active Employees and Retiree Medical Plans.   
 
Benefits SUBJECT TO the Cadillac Tax (as of the proposed rules): 
 

o Major Medical Coverage: Employer & Employee Contributions 
o Dental & Vision Benefits if Integrated with Major Medical Coverage: Employer & Employee Contributions  
o Health Reimbursement Arrangements (HRAs)  
o Health Savings Accounts (HSAs): Employer Contributions and any Pre-tax Employee Contribution through a 

Section 125 Cafeteria Plan  
o Health Flexible Spending Accounts (FSAs): Employer Contributions and any Reimbursement in Excess of 

the Employee’s Salary Reduction Contribution 
o On-site Medical Clinics: Employer & Employee Contributions  

 
Benefits NOT SUBJECT TO the Cadillac Tax (as of the proposed rules): 

 
o Stand-Alone Dental & Vision Coverage  
o Fixed & Hospital Indemnity 
o Long-term Care; Accident & Disability Benefits; Workers’ Compensation 

 

 Increased Limits ($11,850 and $30,950) for Higher-risk Job Categories (Additional definitions anticipated): Initial 
estimates allow for an additional $1,650 per year for single coverage in 2018 and $3,450 per year for other coverage 
levels in 2018. 

 
o Law enforcement & fire protection workers 
o Emergency medical care technicians & workers, i.e., paramedics & first-responders  
o Construction, mining, agriculture, forestry, fishing industry, longshore workers 
o Electrical / telecommunications repair & installation workers  
o Retirees from higher-risk professions, if the retiree was employed within the higher-risk profession for at least 

20 years 
 
 
 

DETAILS 

The following section provides further context for the questions listed on page 1 of this advisory.   
 
Topics include:  

 Determining Aggregate Cost 

 Age & Gender Adjustment 

 Cost-of-Living Adjustment 

 Impact to Non-for-Profit Companies, i.e., when does 40% become 62% 

 Potential Impact to Employee Contributions to HSAs 

 Definition of a Coverage Provider, i.e., the employer will need to allocate the tax per employer / per family among 
coverage providers 
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DETERMINING AGGREGATE COST 

 Aggregate cost includes both employer and employee portions of the plan value / cost.  The 40% tax will be imposed 
on the amount which the aggregate cost for a month exceeds the applicable dollar limits by month. Cost is 
determined under rules similar to COBRA rates; however, limited guidance exists on how COBRA rates are 
determined for self-funded plans (varying actuarial and underwriting factors are currently in use to set COBRA rates, 
including claims period, trend, tiers, margin, pooling of large claims and plan design adjustments). These factors 
include several assumptions. Further COBRA rate regulations are under consideration in implementing the ACA, 
including a requirement for an actuarial certification of the rates. 
 
CONSIDERATION: Prior to the Cadillac Tax, employers had an incentive to charge the highest (justifiable) COBRA 
rate, leading to conservative assumptions in setting rates. In preparing for the Cadillac Tax, this incentive will shift. 
Employers will have an incentive to be aggressive in setting low COBRA rates.  As a result, specific underwriting 
guidelines are under consideration in setting rates for self-funded plans. 

 
 

AGE & GENDER ADJUSTMENT  

 Thresholds of $10,200 for self-only coverage and $27,500 for family coverage are subject to a number of adjustments, 
including higher thresholds for retirees between 55 and 64, e.g., employers may pay a lower monthly tax if employee 
demographics are above the national average within the workforce. A threshold increase is also possible for gender 
variances, i.e., employers with a greater percentage of female employees than the national workforce average. 
 

 

COST-OF-LIVING ADJUSTMENT  

 Beginning in 2019, the thresholds for adjustments for qualified retirees and those within higher-risk professions will be 
increased by the Consumer Price Index for all Urban Consumers (CPI-U). 

 

WHEN DOES 40% BECOME 62%?  

The Cadillac Tax is a nondeductible excise tax for insurance companies and third party administrators (TPAs).  
How the tax is “passed-through” to employers specifically increases the impact of the tax for Not-for-Profit employers.  

 Insurance companies are expected to include the excise tax in premium rates charged to employers for fully insured 
plans. All collected premiums are taxable income since premium payments are income to insurance companies. 
Therefore, insurance companies will “gross up” the premium amount to allocate for the tax. Assuming a 35% 
corporate tax rate, an insurance company will gross up the premium attributable to the Cadillac Tax to net an after-tax 
amount of 40%.  EXAMPLE: If the insurer has to pay an excise tax of $100,000 for an employer plan, insurance 
companies will include $154,000 in the premium rates. Companies at an effective tax rate of 35% are therefore 
funding the 40% Cadillac Tax of insurance carriers. The lower a company’s effective tax rate, the greater the impact. 
The range is 40% to 62% at a zero tax rate. NOTE:  Insurance companies currently make a similar tax adjustment in 
today’s rates for the insurance provider’s fee within the ACA. 

 

CONSIDERATION: Employers that do not pay income taxes, such as governments and Not-for-Profit companies, 

will effectively pay 62% tax instead of 40% within the above example.  There is an inequitable result between 
employers paying taxes at different rates and those not paying taxes.  
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IMPACT TO HEALTH SAVINGS ACCOUNTS (HSAs)  

 Employee pre-tax HSA contributions are included in the proposed rules to implement the tax.  

CONSIDERATION: Some employers may consider limiting or eliminating employee pre-tax contributions. 
Importantly, employee contributions made on after-tax basis will not be included in plan costs.  After-tax HSA 
contributions still reduce federal and state income taxes; however, unlike pre-tax contributions, the amount is still 
subject to local income and FICA TAXES. This change may negatively impact use of HSAs, and therefore negatively 
impact efforts towards consumer-driven health care. 
 

 

DEFINITION OF COVERAGE PROVIDER (PAYS EXCISE TAX) 

 ACA regulations define coverage provider (as of the proposed rules) as: 
 

o Fully insured plan is the insurer 
o HSA contributions are the employer 
o Self-insured plans & all other coverages is “the person who administers the plan benefits.”  This definition will 

likely include all TPAs and Pharmacy Benefits Managers (PBMs); therefore, an employer with self-insured 
plans needs to allocate the excise tax among multiple vendors 

 
                 CONSIDERATION: An employer with a medical TPA and a carve-out PBM may need to allocate the  
                 excise tax among these providers each month. Alternatively, if the final regulations define the coverage provider as  
                 the ERISA plan administrator or employer for self-funded plans, the administration of the tax will be simplified.    

 

CONCLUSION  

 As the final rules and clarifying regulations are issued, the strategic considerations facing employers will shift in an 
ongoing effort to comply with increasing financial and administrative challenges.  As additional information or 
modifications to the Cadillac Tax provisions are issued, Oswald Companies will provide updated, concise information 
and action steps. 

 

  

http://www.oswaldcompanies.com/

