
This article is part of an ongoing Health Care Cost Containment article 

series that focuses on topics of interest to plan sponsors as they seek to 

better manage their health care costs and health improvement strategies.

HSAs And tHe Coming  
“CAdillAC” tAx 

KEY TAKEAWAYS

	 •	 	The	“Cadillac”	tax	will	likely	impact	many	plans	at	some	point	as	health	care	costs	

 continue to rise faster than the rate of inflation.

	 •	 	It	is	not	too	early	to	begin	making	changes	to	your	program	now	to	mitigate	the	

 effects of the coming excise tax. The best way to stay under the threshold is to 

 offer plans that cost less. The most opportune way to do so may be to offer a  

high-deductible health plan (HDHP) with a Health Savings Account (HSA) (depending  

how HSA contributions are treated in reference to the excise tax calculation).

	 •	 	Begin	phasing	in	more	affordable	options	now	so	that	change	is	gradual	for	your	

employees, allowing you time to manage expectations.



Avoiding tHe HeAltH CAre exCiSe tAx

As employers continue implementing provisions of the Affordable Care Act (ACA), their attention has turned to the 

excise tax being imposed on some portion of high-cost, employer-sponsored health care coverage beginning in 

2018. While 2018 may seem like a long time away, consider this: there are only five open enrollments left before your 

organization may feel the effects of this new excise tax. It is not too early to plan now.

And there is no time like the present. Since the ACA was generally upheld by the Supreme Court this past summer, 

employers have been worried about the tax and how to address it. Most employers nationally have identified the 

excise tax as their number one concern about ACA implementation.1

Here are three key considerations for plan sponsors as they review their health care plan strategy for the near term.

1. Understand what’s coming. 

Starting in 2018, the law will impose a 40 percent excise 

tax on the portion of employer-sponsored health coverage 

that generally exceeds $10,200 a year for single coverage 

and $27,500 for families. The tax is based on the value 

of each employee’s coverage and has been dubbed a 

“Cadillac”	tax	because	it	targets	the	most	generous	plans.	

And because the limits beginning in 2019 are indexed at 

the cost-of-living adjustment rate and health care expenses have been going up much faster, it is clear that many 

employer plans will be subject to the excise tax unless they take action to evolve their plan designs.

How it works.

The excise tax will apply if the total employee and employer share of the premium (generally excluding dental and 

vision2) exceeds the cap, applying to the amount over the cap. For example, a $32,500 employer-provided plan for  

a family would be subject to an excise tax of $2,000 per enrollee (40% of the difference between the benefit of $32,500 

and the $27,500 cap).
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ExcisE Tax on HiGH-cosT, EmployEr-

sponsorEd HEalTH covEraGE 

What it is: An excise tax that kicks in on high-cost 

employer health plans beginning in 2018. employers 

offering plans with a value that exceeds a certain 

threshold will have to pay a tax of 40 percent on 

the value above that threshold.



Still awaiting clarification.

Employers are waiting for clarification of whether certain 

items are included when determining the cost of benefits,  

such as the employee contributions to HSAs. Yet even 

with these matters uncertain, what is certain is that  

employers need to continue to stay focused on managing 

the cost of health care. 

2. plan ahead. 

While your organization has likely already felt the pressure to slow the rate of your health care costs, this upcoming 

tax forces a necessary review of your strategy for the next five years. Now is the time to evaluate tactics that will 

provide better results over the long haul, and to consider a multi-year approach aimed at positioning your program 

best in the new environment.

An HdHP with a Health Savings Account can help. 

Increasingly employers are turning to HDHPs or other lower-cost options to help expand health care choices 

available	to	employees.	In	addition	to	helping	you	delay	the	application	of	the	“Cadillac”	tax,	an	HDHP	offers	 

your organization and employees a number of advantages:

	 •	  lower costs. The adoption of HDHPs has been a contributing factor in the slowing of health care costs. 

Research shows that the cost of coverage in an HDHP is 17 to 21 percent lower, on average, than the cost  

of other plans.3 

	 •	 	Savings accumulator. HDHPs generally are paired with HSAs, which help your employees accumulate savings 

to pay for qualified medical expenses both now and in retirement. An HSA offers triple tax savings: money 

goes in pretax, can grow tax free, and withdrawals to pay for qualified medical expenses are not taxable on 

the federal level.
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WHy an ExcisE Tax?

While a tax is almost always controversial, taxing 

higher-cost items is not unprecedented. A federal 

“gas guzzler” tax tacks up to $1,000 to $7,000 

onto the price of new vehicles with very low gas 

mileage. in the past, luxury taxes had been imposed 

on goods not considered essential, such as boats, 

jewelry, and furs.
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Source: Fidelity Benefits Consulting. For Illustrative Purposes Only. (Illustration assumes employer estimates the average enrollment  
in each of these options and allocates future expenses equally across all plans, adjusting for differences in plan design and vendor 
administration fees.)

The chart below demonstrates how certain program designs such as preferred-provider organizations (PPOs),  

health maintenance organizations (HMOs), and high deductible health plans (HDHPs) and their related cost 

structures may fare under the tax in 2018. In this scenario, the HMO plan exceeds the 2018 threshold and would  

be subject to the employer excise tax.

PoSSiblE “CAdillAC” TAx SCEnArio
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	 •	  HdHPs can help improve transparency. When participants are made aware of the true cost of care —  

what they incur along the way towards meeting their HDHP deductible — they are often more likely to take  

an active role in the process. This may help to create a better dialogue with their physician and other  

providers — as patients are empowered to ask more questions about the appropriateness of their care,  

and about ways to help lower costs. 



3. Get employees on board now. 

Your employees may not see an HDHP and an HSA as an important way to lower their health care costs or as a key 

part of their retirement planning. You can help make that picture clearer for them. HDHPs and HSAs can put the 

power in employees’ hands as they realize that they may be able to better control their health care spending, enjoy 

potential tax benefits, and save for qualified medical expenses both now and in the future. 

The gap in cost between HDHPs and other plans has narrowed in recent years. Overall cost sharing has increased  

in other options such as PPOs. For example, studies show that 26% of workers are in a plan with a deductible of  

at least $1,000 for single coverage, up 17% from 2009.4 

But employees need education to better understand HDHPs. In addition to recognizing the cost savings they can 

achieve from HDHP participation, HDHPs can foster employee consumerism and wellness engagement. These efforts 

can help motivate employees to better engage in health improvement initiatives and offer more choice and flexibility 

in how they consume health care services.

Fidelity will continue to provide employers insight and perspective on the ACA-related topics including an 

upcoming article on federal and state health care exchanges. 
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1Plan inclusion may depend on whether certain benefits are excepted under HIPAA and may vary from one employer to another.
2The Pioneer Institute, October 15, 2012
3 High-Deductible Health Plan Study: Five Takeaways, California Healthcare Foundation, Robert Wood Johnson Foundation, November 2012
4Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 2012
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