
 
 

Feb. 24, 2015 

IRS Asks for Comments on Cadillac Tax 

On Monday, Feb. 23, the Department of Treasury and the Internal Revenue Service (IRS) 

issued a request for information (RFI) on a variety of issues related to the excise tax on high-

cost employer coverage that will apply in 2018. Known as the Cadillac tax, health coverage 

under insured and self-funded employer plans will be subject to a 40 percent excise tax to the 

extent the value of the coverage provided to an employee exceeds prescribed thresholds 

(generally, $10,200 for single coverage and $27,500 for any other level of coverage).  

Overview 

The Cadillac tax is intended to slow growth of health costs and be a revenue generator that 

helps offset the $1 trillion cost of the Affordable Care Act (ACA). The tax calculation includes 

the value of major medical coverage, health reimbursement arrangements (HRAs), nontaxable 

health savings account (HSA) contributions, and health flexible spending account benefits 

(whether provided by an employer or the employee), as well as on-site clinics. However, 

limited scope, dental and vision coverage are excluded, as is hospital indemnity and cancer 

insurance, but only if the premium is paid after tax by the employee.  

For purposes of calculating the value of coverage, the law indicates a methodology similar to 

COBRA is to be used. Interestingly, the IRS has yet to issue any formal guidance on 

determining COBRA premiums for self-funded plans, although the COBRA law dates back to 

the mid-1980s.  

In addition to allowing multiemployer (union) plans to use the $27,500 family threshold for 

both single and family coverage, the law provides for a number of arcane adjustments to the 

dollar thresholds ($10,200 and $27,500). Special rules apply for retiree medical, increasing the 

dollar thresholds by $1,650 single/$3,450 family for retirees age 55 and older who are not 

covered by Medicare. Similar adjustments apply to plans covering individuals who participate 

in a plan sponsored by an employer, the majority of whose employees covered by the plan are 

engaged in a high-risk profession or employed to repair or install electrical or 
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telecommunication lines. High-risk professions are defined to include police; firefighters; first 

responders/paramedics; fishing, construction, agricultural, mining, and forestry workers; and 

longshoremen.  

 Additional adjustments to the thresholds that will be determined by the IRS include: 

 Healthcare cost adjustment: Percentage increase if actual growth of U.S. health costs 

from 2010–2018 exceeds projections from 2010. 

 

 Age and gender adjustment: Details to be determined. 

 

 Inflation: After 2018, adjusted for change in the Consumer Price Index after the year 

that is two years prior to the relevant year, and increased by one percent for years 

prior to 2020; rounded to the nearest multiple of $50.  

Noteworthy Items in the Notice  

Much of the IRS‟s notice simply asks for comments on a variety of issues without giving any 

hint as to how the agency may interpret the issue. For example, the notice asks “how an 

employer determines whether the majority of employees covered by a plan are engaged in a 

high-risk profession and what the term  „plan‟ means in that context.” 

In a few instances, the IRS solicits comments and provides an indication of what‟s in store for 

future guidance. These items are discussed below.  

Coverages that Count Toward the Tax Thresholds  

 HSAs – Employer contributions and employee pretax contributions will count toward 

the excise tax thresholds, but after-tax employee contributions will not. 

 

 HRAs – The IRS is contemplating valuing HRA coverage on the basis of allocations 

made newly available to employees, not taking into account carry-over amounts. The 

IRS has requested comments on a variety of other ways to value HRA coverage. 

 

 On-Site Clinics – The IRS anticipates that on-site clinics providing minimal care (such 

as first aid, at no charge) will not count toward the excise tax thresholds. The IRS is 

requesting comments on clinics that provide additional services, such as 

immunizations, allergy injections, aspirin and other nonprescription pain relievers, and 

treatment of injuries caused by accidents at work (beyond first aid). 

 

 Limited Scope Dental and Vision Coverage; Employee Assistance Plans – The IRS is 

likely to consider self-funded limited scope dental and vision coverage as exempt from 

the tax, even though the law refers to such benefits only if “insured.” An employee 

assistance plan that qualifies as an excepted benefit would also be exempt. Please see 

our blog post.  

http://www.locktonhealthreformblog.com/healthreform/2013/12/excepted-benefits-and-canceled-policies-tackled-by-feds-in-latest-aca-guidance/
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Determinations of Cost  

The excise tax will apply on the basis of the coverage in which the employee enrolls, not the 

coverage offered to the employee in which he or she does not enroll (the cost of which could 

be below the dollar limit for the tax). The starting point for determining cost would be to look 

at each benefits package option (e.g., PPO or HMO) then subdivide the groups into those with 

employee-only coverage and those with other than employee-only coverage. The higher dollar 

threshold ($27,500) would apply to all levels of coverage that included more than just the 

employee (employee+child, employee+spouse, family coverage, etc.).  

The IRS is contemplating allowing employers to further subdivide groups based on either 

broad employment criteria (such as union/non-union or salaried/hourly) or more specific 

standards, perhaps based on geographical areas. The agency is requesting comments on both 

approaches.  

The IRS intends to look to the COBRA applicable premium methodology to determine the cost 

of self-insured coverage for the Cadillac tax. COBRA specifies two methods for valuing self-

insured coverage: 1) actuarial basis, taking into account a reasonable estimate of costs, and 

2) a past cost method that takes into account “the percentage increase or decrease in the 

implicit price deflator of the gross national product (calculated by the Department of 

Commerce and published in the Survey of Current Business) for the 12-month period ending 

on the last day of the sixth month of such preceding determination period.”  

The IRS may require that a plan use a valuation method (either actuarial basis or past cost) 

for a period of at least five years before changing to the other method. The IRS is asking for 

comments on all aspects of the actuarial basis, including whether some accreditation should 

be required for individuals making cost estimates.  

What’s Next?  

The agencies‟ RFI is the first step toward the IRS issuing proposed regulations. The IRS will 

initially accept comments through May 15, 2015. Lockton is likely to comment/respond to the 

RFI on behalf of our clients. The agency plans to issue a second notice/RFI on procedural 

issues relating to the calculation and assessment of the tax.  
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