
The Patient Protection and Affordable Care Act currently
being debated in the Senate would levy a 40 percent excise
tax on employer-provided health benefits exceeding a certain

value in 2013. While initially intended to tax excessively generous
health benefits (so-called “Cadillac” plans), closer analysis shows
that it will eventually affect the majority of federal and postal employ-
ees and much of the American middle class. 

As proposed, the excise tax will be assessed on health plans (not di-
rectly on employees) whose value in 2013 exceeds $8,500 for indi-
vidual plans or $23,000 for family plans. These thresholds will
increase annually at the rate of inflation (CPI) plus one percentage
point. Since the cost of separate vision and dental plans and med-
ical Flexible Savings Accounts (FSA) will count against these caps,
and since medical inflation will rise far faster than a CPI + 1 index,
Federal Employees Health Benefit Plans (FEHBP) like Blue Cross
and the NALC Health Benefit Plan (NALC HBP) will eventually be
forced to pay the tax or slash benefits to avoid it. 

A recent study by the Association of Federal Health Organizations,
an insurer group to which the NALC HBP belongs, found that plans
enrolling the vast majority of federal and postal employees will be
taxed soon after 2013, including the biggest plan (Blue Cross/Blue
Shield Standard) and the NALC HBP—which together cover more
than 42 percent of letter carriers.1 To avoid the tax, the study says
FEHBP plans will have to reduce covered services and/or increase
co-pays and deductibles. The Office of Personnel Management,
which administers FEHBP, will also face pressure to eliminate the 
recently created federal vision and dental plan, as well as the avail-
ability of medical FSAs.

Plans in the FEHBP are rightly seen as sources of good, affordable
health care. However, they are far from “Cadillac” plans when com-
pared to the plans offered by other large employers. They provide
basic coverage but at significant cost to the participant; federal em-
ployees pay about 20-30 percent of their premiums along with signif-
icant co-pays, deductibles and out-of-network surcharges. Dental
and vision premiums are paid entirely out of the pockets of employ-
ees. Nevertheless, the excise tax currently in the Senate’s health re-
form bill would have a significant negative impact on FEHBP plans. 

If the NALC HBP’s premiums increase 7 percent per year over the
next decade or so, the tax burden per worker with average dental
and vision plans will be $6,442 per employee for the self-only plan
between 2013 and 2022 and $3,339 per employee for the family
plan over that 10-year period. If employees in the self-only plan also
contribute $1,000 per year to an FSA, the 10-year tax burden on the
plan would jump to $10,294 by 2022. If employees in family plans
also contribute $2,000 per year to an FSA, the plan’s tax burden
would grow to $7,034 between 2013 and 2022.

In the face of this excise tax, the NALC HBP would face two bad
choices—either pass the tax onto enrollees, or slash benefits and/or
increase out-of-pocket expenses for the insured. Letter carriers and
other federal employees in the NALC plan would end up paying
more, getting less, or both.

NALC supports health care reform, but not the Senate’s excise tax.
It should be amended to target true “Cadillac” plans or dropped.
There are better and fairer ways to pay for reform, including ideas
contained in the House version of health care legislation (a stronger
employer mandate, an income tax surcharge on the wealthy, etc.).
These alternatives would all raise billions to expand coverage with-
out hurting federal employees and the middle class. 

1 Impact of the Insurer Fee and the Excise Tax on Federal Employ-
ees Health Benefit Program, submitted to the Office of Personnel
Management, November 25, 2009.
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