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In response to Congress’s belief that the unlimited, tax-free
nature of healthcare results in inefficiencies and increased
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excise tax, which is scheduled to take effect in 2018. Called
the Cadillac tax, it will be levied against employers who offer
benefits programs that are deemed too “rich.” The intended
result is two-fold: to slow the growth of healthcare costs and
to generate revenue to help offset the $1 trillion price tag
associated with the ACA.
Because the implementation of the tax is less than three years in the
future, it’s important for employers to focus on it today so you can begin
determining how you’ll address the situation. This Benefits Insight &
Guidance walks you through the potential impact of the tax and provides
practical advice for how you can prepare your organization.
Implementation of the tax is less than three years in the future,
so it’s important for employers to focus on it today.

While we use examples to illustrate the challenges related to the tax,
we also acknowledge that most employers will attempt to design their
benefits programs so as not to trigger the tax. This will likely result in
employers doing away with health flexible spending accounts (FSAs) and
pretax health savings account (HSA) contributions if they are brushing
up against the tax thresholds.
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What Plan Values Will Trigger the Tax?
Before we talk about the impact of the tax, let’s review the basics. The Cadillac tax is a 40 percent nondeductible excise tax
on health benefits with values exceeding:


$10,200 for individuals in 2018, with future years indexed to the consumer price index (CPI).*



$27,500 for “other than individual coverage” in 2018, with future years indexed to CPI.



$27,500 for a multiemployer (union) plan (for single and family coverage) in 2018, with future years indexed to CPI.

The tax calculation includes the value of major medical coverage, health reimbursement arrangements (HRAs), nontaxable HSA
contributions, health FSA benefits (whether provided by an employer or the employee), and on-site clinics.
2018
2023
2028

% of Clients Triggering the Excise Tax
13.90%
35.20%
62.90%

In calculating its tax liability, an employer can make a variety of adjustments to the threshold that applies to its plan, based on
certain%factors
age and
gender,
of Clientslike
Triggering
the Excise
Tax retiree status, and high risk professions.
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13.90%
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When we project five and ten years into

62.90%

62.90%
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the future, the majority of our clients will

50%
70%

% of Clients Triggering the
Excise Tax

40%
60%

35.20%

Are You Likely to be Affected?

30%
50%
20%
40%

13.90%

We looked at Lockton’s book of business to get an idea of how many

35.20%

10%
30%
0%
20%

eventually trigger the tax.

62.90%

of our clients have plans that could trigger the Cadillac tax, and just
2018

13.90%

2023

2028

how they might be affected. Many employers believe their chances of

10%

triggering the tax are minimal, which may be true in the first year of the

0%

tax. As the table at left illustrates, however, when we project five and ten

% Increase to Total Funding for the Clients Who Trigger the Excise Tax
2018
2023
2028
2018
5.70%
2023
4.40%
2028
5.40%

years into the future, based on current guidance, the majority of our own
clients will eventually trigger the tax.

% Increase to Total Funding
for the Clients Who Trigger the
Excise Tax

2018
2023
2028

% Increase to Total Funding for the Clients Who Trigger the Excise Tax
6%5.70% 5.70%
5.40%
4.40%
5.40%

Factors Affecting Our Calculations
Our calculations were made using an average 6 percent annual trend.

5%

4.40%

6%
4%

5.70%

5%
3%

5.40%

Also, our calculations accounted only for medical premiums, and not the
value of on-site clinics or account-based health plans. Accordingly, we
were unable to account for contributions to FSAs, HRAs, and HSAs on

4.40%

4%
2%

the part of employer or employee. When those amounts are added to
the calculation, the percentages of Lockton clients triggering the tax will

3%
1%

undoubtedly grow.

2%
0%

2018

2023

2028

1%

*If you want to read more of the fine print on the tax and how it will
be calculated, see our recent Alert on this topic.
0%

2018

2023

These calculations also assume our clients do not adjust their plans to
avoid the tax, but proceed as they are today with benefits offerings.

2028
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Applying the Calculation: A Sample Employer’s Story
To illustrate the complexity of the tax and the variety of
factors that affect whether it will be triggered, consider
fictional ABC Company.
ABC Company has one medical plan with a single rate of $600 and a family rate of
$1,700 in 2015. There are 3,000 employees enrolled in the single plan and 2,000
enrolled in the family plan.
Assuming a trend rate of 6 percent per year until 2018, these funding rates are
projected to be $715 for single and $2,025 for family (annually, that’s $8,575
single/$24,297 family). In 2018, the plan’s funding rates alone do not exceed the
thresholds of $10,200 single/$27,500 family. However, for any employee whose
contributions to an FSA, HSA, or HRA total more than $1,625 for single/$3,203 for
family, the thresholds will be crossed, and an excise tax will be triggered.
For example, let’s say employee John Smith enrolls in the medical plan for family
coverage. He also contributes $4,000 to his HSA.

Therefore, the excise tax for John Smith is calculated
like this:

What the Story Tells Us
When you apply the principles of the excise tax to a

($24,297 + $4,000 - 27,500)

sample employer, several things become clearer:

x 40%			

$318.80

First, the 2023 excise tax will increase for any

If we use 2018 funding rates and assume an annual trend of 6 percent out to 2023,
we can project an annual cost of $11,476 for single/$32,515 for family. If the 2018
thresholds increase 2 percent a year until 2023, then the 2023 thresholds will be

employee who makes contributions to an FSA, HSA,
HRA, or other benefits-related account.

$11,261 single/$30,362 family.

In addition, the prevalence and financial impact of the

That means in 2023, the excise tax will equal:

Cadillac tax depends on two factors:

3,000 (enrolled in single coverage)
x ($11,476 - $11,261)



x 40%

Any adjustments the final regulations allow to the
threshold amounts.

+ 2,000 (enrolled in family coverage)
x ($32,515 - $30,362)



x 40%				

The rate of trend.

$1,980,000 (approximate)

Plus, the impact of the final regulations (regarding

Additional contributions made to an FSA, HSA, or HRA, or additional coverages

the adjustments to the thresholds) will vary employer

that apply to the excise tax, will increase this amount.

by employer.
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Job one is to find ways to
lower the overall cost of your
health insurance plan.

Cost Mitigation Strategies

How Trend Affects the Tax

Now that it’s clear the Cadillac tax is something most

The rate of trend in healthcare cost is driven by the market,

plan sponsors need to keep an eye on, what should your

but it can be influenced at the employer level, too. In all of

organization do?

our examples and charts so far, we’ve assumed a trend rate
of 6 percent. The percentage of Lockton’s clients who are

Job one is to find ways to lower the overall cost of your

projected to trigger the excise tax will change, however, if

health insurance plan. Plan design changes must be

trend is higher or lower, as illustrated in this chart:

considered. Such changes have limited value, however,
because a plan change has a one-time financial impact and

Percentage of Clients Triggering the Excise Tax

doesn’t help reduce trend.

100%

Before the advent of the Cadillac tax, employers had

86.30%

90%
80%

the option to simply pass along a greater percentage of

70%

62.90%

2018

50%

costs. In the context of the excise tax, which is calculated

2023

40%

using a combination of contributions by employer and

2028

35.20%
27.50%

30%
17.10%

20%
10%

premiums to their employees as a strategy for lowering plan

56.80%

60%

10.40%

employee alike, this strategy becomes ineffective.

18.90%
13.90%

0%
4% Trend

6% Trend

8% Trend
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In an effort to avoid triggering the Cadillac tax, employers should consider all available options for reducing total plan
costs. This includes an evaluation of various products and services (for example, network, pharmacy benefit manager, and
stop loss insurance) to ensure they are the most cost effective, managing eligibility under the plan appropriately, evaluating
the development of a private exchange, and exploring the impact of an outcomes-based Lockton Health Risk Solutions®
program.
For More Information
Please contact your Lockton Account Team if you’d like to know more about:


The impact of the Cadillac tax.



Outcomes-based Lockton Health Risk Solutions® programs.



Private exchanges.
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