
Introduction and Background
Beginning in 2018, the Affordable Care Act (ACA) requires employers to pay a 40 percent 

excise tax on the value of high-cost health plans. This is the so-called “Cadillac” tax and is 

calculated as 40 percent of the excess of total per employee per year (PEPY) healthcare 

costs above statutory threshold limits of $10,200 for individual coverage and $27,500 

for family coverage. The limits apply to the sum of employer and employee portions of 

premiums (for insured plans) or premium equivalents (for self-funded arrangements).  

Taxes will be assessed on a monthly basis.

Benefits subject to the tax include:

 § Employer and employee contributions to medical and pharmacy benefits  

(i.e., total net medical and pharmacy claims payments) 

 § Flexible Spending Accounts (FSAs) (capped at $2,500, plus a cost-of-living  

adjustment beginning in 2013)

 § Employer contributions to Health Savings Accounts (HSAs) or Health  

Reimbursement Arrangements (HRAs) 

 § Benefits obtained at worksite clinics

Note that standalone dental and vision coverage is not subject to the tax. 

There are a number of one-time adjustments applicable to the threshold limits, including:

 § Higher premium threshold for retirees: $11,850 individual, $30,950 family

 § Higher premium threshold if employees are in a “high-risk” profession  

(e.g., police, fire, paramedics): $11,850 individual, $30,950 family

 § Adjustment in 2018 if the cost for Blue Cross/Blue Shield coverage under  

the federal employees’ plan increases by more than 55 percent

 § Employer-specific age/gender adjustment relative to the national average in 2018

The law also allows for a number of ongoing annual adjustments. Beginning in 2019, 

premium thresholds are adjusted by the Consumer Price Index (CPI) plus 1 percent. For 

2020 and later, we adjusted premium thresholds by CPI only. Note that we did not adjust 

for size or type of plan, type of employer (other than the threshold adjustment for high-risk 

professions), or geographical differences.
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Highlights
 § For employers,  

15 percent of active 
employee plans are 
projected to incur the 
Cadillac tax in 2018, a 
rate that is expected 
increase to 19 percent 
by 2020.

 § For plans projected 
to pay the tax, the 
average tax amounts 
ranged from $364 to 
$480 PEPY, or 2.9 to 
3.1 percent of projected 
plan costs during 2018, 
2019, and 2020.

 § 10 percent of plans will 
have to maintain an 
annual healthcare trend 
rate of 4.7 percent or 
less to avoid the tax 
through 2020.

 § Health risk is a 
dominant factor for 
employers in driving 
plan cost relative to the 
underlying richness of 
benefits, as measured 
by the actuarial plan 
value.
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Employers with self-funded plans are required to calculate annual premium equivalents 

for purposes of the Cadillac tax calculation in essentially the same way COBRA rates are 

developed, using an accepted actuarial methodology. The Cadillac tax will be calculated  

directly on the premiums of insured options. 

Plans that are grandfathered under PPACA are not exempt from the Cadillac tax or the  

“Pay or Play” mandate.

At this time, proposed and/or final Cadillac regulations have not been issued, and based  

on the original law, there are still a number of issues that could benefit from additional 

explanation, including: 

 § Treatment of dental options that are not standalone. For example, self-funded dental benefits 

that are bundled with medical and pharmacy as a single elective may be subject to the tax 

(commonly seen in benefit packages offered to collectively bargained groups).

 § Calculation of the self-supporting, COBRA-like rates for use in the tax calculation. It seems 

reasonable to believe that the calculation methodology an employer uses in this rate 

construction can have a significant impact on the final excise tax result.

 § Calculation and tracking of contributions to FSA and HSA accounts.

 § Valuation of worksite clinic benefits for inclusion in cost base for tax calculation.

Implications for Employers
Because the excise tax is assessed for specific plans with distinct COBRA rates, and not at 

an aggregate employer level, employers need to have a solid understanding of which plans 

are likely to be hit with the tax and when each plan’s costs may be likely to cross the excise 

thresholds. Even if a plan is not projected to incur the tax in 2018, it may do so in years soon 

after, unless a plan’s future cost inflation rate is less than the CPI rates used to inflate the tax 

thresholds. 

Because the Cadillac tax is measured as a direct function of plan cost, and not actuarial plan 

value, it is possible that a plan with relatively modest actuarial benefit value may have high 

net claims costs and therefore incur the tax. In this case, factors like the presence of high cost 

claimants, high use of care driven by the plan’s demographic profile, or high underlying unit 

pricing for healthcare due to the plan’s peculiar geography or provider network arrangements 

may also drive Cadillac tax exposure. 

Employers still have time to plan for and position their programs to mitigate the impact of 

the Cadillac tax in 2018 and thereafter. Plan sponsors have several alternatives to defray or 

otherwise preemptively reduce these costs, including: 

 § Reducing benefits, employer contributions to FSA/HSA accounts, or employer-sponsored 

worksite clinic benefits — these all have the potential to reduce net costs and mitigate tax 

exposure.

 § Increase premium contributions — this does nothing to reduce tax exposure, but allows the 

employer to recoup some of the tax costs from employees.

 § Implement effective population health and plan management initiatives to reduce net costs 

and net cost trends — without necessarily reducing benefit levels.
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Working over the next several years, a group-appropriate combination of changes in benefit 

value and premium contributions, as well as the usual array of interventions to better manage 

population health risk, can be used to limit the tax optimally. It goes without saying that 

employers need to understand the potential impact of any planned interventions on the 

allocation of risk between plan offerings — the law of unintended consequences holds here.

Health system employers and/or collectively bargained groups may have significant 

legislative or legal constraints in place that will make sharing plan tax costs with employees 

— retrospectively or prospectively — difficult or impossible without extensive planning, 

preparation, and negotiation. Employers without these legal or contractual constraints may still 

have difficulty sharing excise tax costs with employees in the context of adding a share of the 

excise tax on top of the annual efforts to share underlying healthcare inflation. However, careful 

planning can help minimize the potential for disruptive cost shifting. 

Employers with early retiree groups appear to be at significant exposure for the Cadillac tax 

and will need to be very proactive in planning how to manage these costs. This tax may be a 

dealbreaker for continuing to offer this coverage. Employers may wish, if possible within the 

constraints of commitments to retirees, to examine taking a defined contribution approach and 

provide these retirees with credits to purchase coverage on a public exchange. It is possible that 

early retirees with low income may be eligible for valuable federal subsidies, thus potentially 

amplifying the value of any employer credits.

Truven Health MarketScan® Cadillac Tax Analysis for U.S. Employers
This brief summarizes our projection of Cadillac tax liabilities for a group of U.S. employers 

(including both public and private entities) in self-funded, fee-for-service benefit plans. We 

prepared the analysis using 2011 MarketScan data separately for active and early retiree 

employee plans. 

We excluded plans with fewer than 200 employees (roughly 500 members) from this analysis. 

We use net medical and pharmacy payments for each plan to develop per employee per year 

(PEPY) claims cost rates for employee and employee + family coverage tiers. These rates are 

then adjusted to include Administrative Services Only (ASO) fees (estimated as the lesser of 

6 percent of 2011 per employee per month (PEPM) claims rates or $36 PEPM) and trended 

forward to 2018 (and beyond) to test against projected Cadillac tax thresholds.

High Level Findings
Beginning in 2018, 15 percent of active employee plans for U.S. employers are projected to incur 

the Cadillac tax; this rate is projected to increase to 19 percent by 2020. For active employee 

plans projected to incur the tax in 2018, we estimate an average annual PEPY tax amount of 

$364; this amount represents 2.9 percent of total PEPY costs for plans expected to incur tax.

We also examined the relative impact of health risk and actuarial value in active plans that are 

projected to incur the tax compared to plans that are not projected to generate taxes and found 

that health risk was a dominant factor in driving plan cost relative to the underlying richness of 

benefits as measured by actuarial plan value. 
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Early retiree plans, not surprisingly, are projected to incur tax at a much higher rate than active 

plans. Beginning in 2018, 81 percent of early retiree plans for U.S. employers are projected to 

incur the Cadillac tax; this rate is projected to increase to 84 percent by 2020. For early retiree 

plans projected to incur the tax in 2018, we estimate an average annual PEPY tax amount of 

$1,069; this amount represents 6.8 percent of total PEPY costs for plans incurring tax.

Results: Active Employee Groups
The active employee plans reflect 2011 MarketScan data for 280 different U.S. public and private 

employer entities with 2,558 self-funded plans and 6.3 million covered active employees (more 

than 13 million members).

Using a 6 percent assumed annual medical and pharmacy inflation rate beginning in 20112, we 

found that more than 15 percent of the active employee plans studied were projected to incur 

the tax beginning in 2018, increasing to over 19 percent of plans by 2020. For plans projected 

to pay the tax, average tax amounts ranged from $364 to $480 PEPY or 2.9 percent to 3.1 

percent of projected plan costs during 2018, 2019, and 2020. Overall, when factoring in plans 

not expected to incur the tax, the PEPY tax cost across all health system plans was projected to 

be 0.4 percent to 0.6 percent of plan costs from 2018 to 2020.

The table below summarizes these results.

Table 1: Active Employee Plans Paying the Cadillac Tax Using a 6 Percent Assumed Annual Medical and 
Pharmacy Inflation Rate

2018 2019 2020

Percentage of Plans Paying Cadillac Tax 15.1% 17.1% 19.1%

Average PEPY Cadillac Amount for Plans w/Tax $364 $403 $480

Tax as a % of Projected PEPY Cost for Plans w/Tax 2.9% 3.0% 3.1%

Tax as a % of Projected PEPY Cost for All Plans 0.4% 0.5% 0.6%

While the average 2018 tax cost and tax cost as a percentage of total cost for plans with tax is 

projected to be $364 PEPY or 2.9 percent of total costs, the actual spread of plan level results 

is quite wide. For example, $1,822 is the 90th percentile of projected 2018 tax and 7.4 percent 

is the 90th percentile of tax as a percentage of total plan costs. Plans suffering this level of 

taxation will be hard pressed to adjust benefit design to avoid such a tax hit. 

The table below summarizes the range of tax results under the 6 percent trend assumption.

Table 2: Range of Tax Results Under the 6 Percent Trend Assumption

Plan Percentile 2018 PEPY Tax For Plans With Tax 2018 Tax % of Plan Cost for Plans With Tax

25th $101 0.6%

50th $280 1.5%

75th $768 3.7%

90th $1,822 7.4%

We found that at the plan level, the 92 percent of plans with tax, had tax calculated for the 

employee-only coverage tier while only 5 percent of the plans with tax exposure were projected 

to have tax incident to the employee + family tier. 
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The table below illustrates the range of projected plan costs (including ASO fees) for the two 

coverage tiers.

Table 3: Range of Projected Plan Costs, Including ASO Fees, for the Two Coverage Tiers

Plan Percentile 2018 PEPY EE Only 2018 PEPY EE+Family

25th $4,054 $11,840 

50th $6,132 $16,291 

75th $8,552 $20,780 

90th $10,893 $24,671 

2018 Threshold $10,200 $27,500 

Another way of asking this question is, “what is the maximum assumed trend rate to ensure 

there is no tax in 2018 or 2020?” Ten percent of the plans will have to maintain an annual 

healthcare trend rate of less than 4.5 percent to avoid the tax through 2020, which may be 

problematic, as these are precisely the plans that currently enjoy the highest level of costs. The 

chart below summarizes the distribution of trend rates by health system employer plan required 

to avoid the tax through 2018 and through 2020. The percentiles reflect stratification of plan 

level trend rates required to avoid the tax in 2018 and also in 2020.

Table 4: Stratification of Trend Rates Needed to Avoid the Cadillac Tax

Plan Percentile Trend Needed to Avoid 2018 Tax Trend Needed to Avoid 2020 Tax

10th 4.7% 4.5%

25th 8.0% 7.1%

50th 12.3% 10.4%

75th 17.8% 14.6%

Actuarial Value, Population Health Risk and the Cadillac Tax: Active Employees
The stated purpose of the Cadillac tax is to tax high cost benefit plans that provide “rich” 

benefits, i.e., with low levels of out-of-pocket cost sharing. The tax revenues are intended to 

provide a source of funding for other aspects of the healthcare reform law.

“Proponents of the new excise tax argue that these benefit-rich plans insulate workers from the 

high cost of care and encourage the overuse of care — such as unnecessary tests and hospital 

visits — that raise U.S. health costs overall.”1

In practice, the assumption of many commentators has been that factors like group health risk 

and geographic price variance may have as much or more of an impact on exposure to the 

excise tax as the underlying actuarial benefit value provided by a plan. That is, the dollar tax 

thresholds for families and individuals do not take into account how sick the population is or the 

local cost of care. We examined the MarketScan data to try to explicitly measure two of the key 

factors impacting the price of high cost plans:

 § Actuarial value — Calculated as the total plan net claims payments divided by plan allowed 

amount costs. 

 § Population health risk — Calculated using Verisk’s DxCG relative risk scores. DxCG scores are 

designed to map population health risk in an empirical way to total costs.

We mapped the product of actuarial value and normalized risk scores (we assumed an  

average of 100 for the combined risk of all 2,558 employer plans in the study) to the projected 

Cadillac tax. 
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Not surprisingly, we found that Cadillac plans had a nearly 9 percent greater actuarial value 

(0.88) than other plans (0.80); Cadillac plans had an even greater (42 percent) differential in 

population health risk than other plans. The combined actuarial value and health risk factor 

was therefore 52 percent higher in Cadillac plans than other plans not projected to incur the 

tax. Population health risk, using this approach, has a higher impact on total cost than the 

underlying actuarial value. 

The table below summarizes this result for active employee plans: 

Table 5: Actuarial Value and Normalized Risk Scores as Compared to the Projected Cadillac Tax

Table of Average Plan Values Plans With Tax Plans Without Tax % Difference

Actuarial Value (Net Pay/ Allowed) 0.88 0.80 9.0%

DxCG Concurrent Rescaled Risk 1.31 0.93 41.6%

Actuarial Value x DxCG Risk 1.38 0.91 52.1%

Variation By Industry: Active Employees
Based on study data, the Cadillac Tax impacts certain industry segments much more than 

others. For example, public employers and health systems have a much higher percentage of 

plans expected to incur the tax for 2018 through 2020. Auto manufacturers (including both 

salaried and union plans) and universities were above, but closer to, the national average in this 

respect.

Figure 1: Percentage of Plans Expected to Incur Tax 2018-2020

PEPY tax exposure, for plans expected to incur tax, also varied significantly by industry 

segment. Health systems are projected to have PEPY tax almost 25 percent higher than the 

national average, while the other industry groups highlighted in this analysis are projected to 

have less than average PEPY tax exposure. 
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Figure 2: PEPY Tax For Plans Expected to Incur Tax 2018-2020

Results: Early Retiree Groups
The early retiree plans reflect 2011 MarketScan data for 91 different U.S. public and private 

employer entities with 315 self-funded plans and 533,000 covered contracts (over 900,000 

members).

Using a 6 percent assumed annual medical and pharmacy inflation rate beginning in 20112,  

we found that more than 81 percent of the active employee plans studied were projected to 

incur the tax beginning in 2018, increasing to over 84 percent of plans by 2020. For plans 

projected to pay the tax, average tax amounts ranged from $1,069 to $1,388 PEPY or  

6.8 percent to 7.71 percent of projected plan costs during 2018, 2019, and 2020. Overall, when 

factoring in plans not expected to incur the tax, the PEPY tax cost across all health system plans 

was projected to be 5.5 percent to 6.4 percent of plan costs from 2018 to 2020.

The table below summarizes these results.

Table 6: Early Retiree Plans Paying the Cadillac Tax Using a 6 Percent Assumed Annual Medical and 
Pharmacy Inflation Rate

 2018 2019 2020

Percentage of Plans Paying Cadillac Tax 81.3% 82.5% 84.1%

Average PEPY Cadillac Amount for Plans w/Tax $1,069 $1,225 $1,388

Tax as a % of Projected PEPY Cost for Plans w/Tax 6.8% 7.2% 7.7%

Tax as a % of Projected PEPY Cost for All Plans 5.5% 6.0% 6.4%

1 Health Affairs, Health Policy Briefs, Excise Tax on “Cadillac” Plans, September 12, 2013, http://www.
healthaffairs.org/healthpolicybriefs/brief.php?brief_id=99

2 National Health Expenditure Projections 2012-2022, CMS Office of the Actuary, http://www.cms.gov/
Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/
downloads/proj2012.pdf. We noted that the average annual inflation rates for Private Health Care from 
2011–2020 was 5.6 percent using data from Table 1 of this report.
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