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Oversight: 
Update on Health Care Savings Under the City’s Collective Bargaining Agreements

I. Summary

On April 1, 2015 the Committee on Finance and the Committee on Civil Service and Labor jointly held an oversight hearing examining the May 2014 agreement (“the agreement” or “the savings plan”) between the Administration of Mayor Bill de Blasio (“Administration”) and the Municipal Labor Committee (“MLC”), the coalition representing the City’s various unions, to reduce City health care costs. A year prior, in May 2014, the Administration and the MLC announced a target of $3.4 billion in savings over four years, starting with $400 million to be saved in Fiscal 2015 and growing to $1.3 billion in Fiscal 2018. Today’s hearing will provide an update on the progress made towards meeting those targets and examine the programs and initiatives by which the savings will purportedly be achieved.
II. The Savings Plan
Mayor de Blasio and the United Federation of Teachers (“UFT”) announced a deal in May 2014 that established a pattern for collective bargaining agreements (“labor agreements”). This agreement set the stage for terms with the entire unionized municipal workforce, which, following a breakdown in negotiations between union leaders and former Mayor Michael Bloomberg, had been working under a set of expired contracts. At the same time, an agreement was reached between the City and the MLC concerning health insurance for City workers.

To help offset some of the $14 billion gross cost of settling labor contracts, the Office of Labor Relations (“OLR”) and union leaders agreed to work together to find savings. Although the agreement did not specify exactly how health care savings would be achieved, the two parties did agree to a process that would produce cumulative healthcare savings of at least $3.4 billion over four fiscal years, Fiscal 2015 through Fiscal 2018. Pursuant to the agreement, the structural changes producing those savings would remain in place beyond the four-year plan. In addition, the agreement stipulated that if the savings were to exceed the $3.4 billion minimum, the first $365 million of excess savings would go back to the workforce as a bonus payment, while additional savings beyond that would be split between the City and the workforce. The two sides also announced a $1 billion transfer from the Health Insurance Premium Stabilization Fund (“HISF”), a fund jointly controlled by the City and the MLC, to help cover the labor agreements’ expected cost. The agreement also states that an independent arbitrator would be charged with resolving any disagreement between the Administration and the MLC regarding metrics and success. The arbitrator identified was someone who is familiar with the labor landscape at the City level, having helped broker the May 2014 deal between the Administration and the teachers’ union.
 Since that agreement, the Administration has settled contracts with unions representing approximately 95 percent of the municipal workforce – slightly more than 320,000 employees – which stipulate savings in health care costs.

III. History of Health Insurance Costs for the City
Health insurance represents a considerable cost for the City, and has grown substantially over time, as shown in Figure 1. In 2000, the City spent over $1.6 billion on health insurance for its employees. By 2015, this cost had risen to over $6 billion. 
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Source: Comprehensive Annual Financial Reports of the Comptroller (2001 through 2015)

Of the 12 plans offered to eligible City employees, 90 percent of those employees are enrolled in either Group Health Insurance – Comprehensive Benefits Plan (“GHI”) or Health Insurance Program of NY – Health Maintenance Organization (“HIP”). Approximately 75 percent of all employees are enrolled in GHI. In both of these plans there is no premium for employees, meaning the City pays the full cost of comprehensive coverage. In Fiscal 2015, the annual HIP premium paid by the City was $7,033 for single coverage and $17,231 for family coverage. As for GHI, the annual premium in Fiscal 2015 was $6,093 for single coverage and $15,838 for family coverage. 
In 1983, the City and the MLC agreed that the amount the City would pay for each employee’s health insurance would be the HIP premium rate, with employees bearing any cost exceeding the HIP rate. At the time, the HIP rate was lower than the GHI rate and HMO’s were considered a more efficient health care delivery model. To prevent those with GHI from having to pay the amount above the HIP rate from their paycheck, the City started making payments into the jointly controlled HISF representing the difference between the HIP rate and the GHI rate. Over time, the HIP rate increased at a faster rate than the GHI rate and has remained above the GHI rate since 2001, meaning the City has had to make large payments to the HISF, and continues to do so. The City and the MLC have periodically tapped into the HISF to solve shorter-term, labor force-specific budget challenges. In 2009 for example, they tapped the HISF to pay for vision, dental, and prescription drug coverage managed by the unions (provided through separate “union welfare funds”). Most recently, $1 billion was transferred to help cover the cost of the new labor contracts, as mentioned previously.  

IV. Health Insurance Premium Rates
Large group health plans such as HIP and GHI are important when viewed in the context of industry concentration and regulation.  Insurance is a highly concentrated industry and a highly regulated industry.

Health insurance in New York is more competitive than in most states, though it is still highly concentrated.  According to the Government Office of Accountability (“GAO”), in 2013 there were 15 large group insurers in the State.
 The enrollment share for the largest three insurers was 66 percent in 2013, while the largest insurer – identified only as HIP INS GRP – had an enrollment share of 23 percent. This is substantially lower than most states. As for New York City employees, however, as mentioned above, 90 percent are enrolled in either HIP or GHI, both of which are offered by Emblem Health. Concentration increases the chances that firms can use their market power to increase prices and reduce serves in ways that are good for their profits but hurt buyers and users of their services.
 Considering this concentration, understanding how premium rates are set is crucial in understanding the overall cost of health insurance to the City. 

When the City’s two main insurers, HIP and GHI, merged in 2006 under Emblem Health, the City sued arguing: “If the merger were allowed to take effect, the newly formed company would control more than 90 percent of the City’s municipal health care market and 100 percent of the ‘low-cost’ municipal market, resulting in substantially higher premiums at astronomical costs to the City.” Despite the City’s concern the merger was allowed to take effect.

Insurance in New York State, including the premium rates charged by health insurance companies, is regulated by the New York State Department of Financial Services (“DFS”). Pursuant to New York State ’s “prior approval” law, many health insurers must request approval of premium rate increases before they make adjustments. DFS reviews each health insurer’s requests and has the authority to review the actuarial assumptions behind their proposed rates and the financial condition of the insurer to make certain the proposed rates are fair and appropriate. DFS can approve, reject, or modify the proposed rates. The prior approval law applies only to community-rated policies issued by commercial health insurers (both for-profit and not-for-profit) and HMOs in New York State. Prior approval does not apply to experience-rated large group policies of self-insured plans.
 This means that prior approval applies to HIP (an HMO) but not GHI (a PPO). 

There are a number of considerations DFS makes when reviewing an insurer’s request for a premium rate increase. It is important to note that the review process is different depending on the specific insurer and the specific product. Important factors include past claims experience under the specific policy at hand; utilization of services; the insurer’s history of rate changes, its financial condition, administrative costs, profits, and other sources of revenue; and other factors the insurer uses to calculate its proposed premium increase.  

As part of DFS’s review process, the City is permitted to submit comments regarding HIP’s requests for rate increases. In its comments to HIP’s rate increase request in 2015, the Commissioner of the Office of Labor Relations requested “that the Department of Financial Services (DFS) find HIP’s proposed rate increase unwarranted …” Among the reasons cited: 

·  “The increase is not justified by financial need and in fact, HIP/Emblem Health should be reducing its surpluses;”

·  “Emblem Health is unfairly using its profits at HIP to cross-subsidize less profitable companies under its umbrella;”

· “Emblem Health describes worryingly high administrative costs including aggressive rates of executive pay that have been the subject of DFS concern in the past;” and
· “Emblem Health is relying on highly conservative estimates that seem calculated to produce profits, rather than reflect the accurate economic conditions the company faces.”

IV. Savings Plan Progress and Reporting
In the May 2014 savings plan agreed upon by the City and the MLC, the parties agreed that the following amounts would be saved in each of the subsequent fiscal years: 

· $400 million in Fiscal 2015;
· $700 million in Fiscal 2016;
· $1 billion in Fiscal 2017; and
· $1.3 billion in Fiscal 2018.
In order to achieve savings, a number of different initiatives were agreed upon by the OLR and the MLC and have been detailed by OLR in quarterly reports.
 The OLR also hired a Deputy Commissioner for Healthcare Cost Management to help identify and implement cost savings strategies and oversee the program. 
In its Report of Status of Healthcare Savings Q3 Fiscal 2015, OLR reported that they were on course to reach the targeted $400 million in health care cost savings for that year.  The report outlined four approaches the Administration and the MLC were taking to generate the targeted savings, which they reported as follows:
· Attacking both the State-approved HIP rates that drive the premium rates, and the rates from insurers and vendors;
· Initiating audits on all programs to ensure that the City was covering only eligible workers;
· Improving the quality and efficiency of the way health care is delivered to the workforce; and
· Improving the health of the workforce, families, and retirees.
OLR stated in its Report of Status of Healthcare Savings Q4 Fiscal 2015, that the City had achieved its first-year goal of saving $400 million in health care cost in Fiscal 2015, and has identified more than 90 percent of the $700 million savings targeted for Fiscal 2016. The Q4 report outlined the following eight strategies which resulted in the first-year goal of $400 million in savings:
· Funding structure change in the City’s GHI Plan - $58 million;
· Empire Blue Cross Blue Shield reduction of Fiscal 2015 administrative charges - $4 million;
· Dependent Eligibility Verification Audit (“DEVA”) - $108 million;
· Mental Health Parity relief - $148 million;
· Changes to the Care Management program - $19 million;
· Specialty Drugs (“PICA”) Program changes - $8 million;
· HIP Rate savings - $17 million; and
· Premiums on the City’s GHI Senior Care Plan finalized at 0.32% - $38 million.
The Q4 report also indicated that the City and the MLC are working together to collect and merge data to help identify the drivers of health care spending. As for Fiscal 2016 savings, the Q4 report stated that the City and the MLC had already reached $636 million of the $700 million goal. These savings were the result of recurring savings or increased savings from the eight programs initiated in Fiscal 2015, as well as a number of new initiatives that are being implemented, including:
· Opt-Out Incentives;
· Reducing Emergency Room Utilization;
· Expanded Care Management Programs;
· Diabetes Case Management Program;
· 24 Hour NurseLine Program;
· Flu Shot Program; and
· Identification and Promotion of New and Innovative Health Care Delivery Models.
In the Report of Status of Healthcare Savings Q1 Fiscal 2016, OLR indicated that approximately $656 million out of the targeted $700 million savings was already accounted for. This amount constitutes a $20 million increase in the amount reported in the Q4 Fiscal 2015 report.  According to the report, the $656 million in savings to date are the result of recurring and increased savings from the programs initiated in Fiscal 2015, as well as the new programs listed above currently being implemented in Fiscal 2016. In addition, a few new initiatives were also mentioned in the Q1 report: 
· Increased Buy-Out Incentives;
· Telemedicine Program; and
· Online Appointment Scheduling.
The Q1 Fiscal Year 2016 report also states that initial analysis of the data collected from multiple health plans has given the City a better understanding of the trends and expenses that need to be addressed. Key findings from the data analyses include:
· Overall, costs for the City’s largest health plan (Empire Blue Cross/GHI-CBP) are between the midpoint and high benchmarks for total expense;
· Inpatient medical admission rates are very high compared to benchmarks;
· Emergency room and urgent care visits have exceptionally high utilization;
· Physician specialty care visit utilization is very high;
· Outpatient preventive services utilization (for example colonoscopy, mammography, lipid panel test) is very low;
· Radiology and pathology procedures performed in physician offices have very high utilization; and
· There is extreme variation in hospital pricing in New York City. Cost per day and cost per admission at some hospitals are three to four times the costs at others, and not necessary indicative of better quality.
Although they are explained briefly in the quarterly reports, the Council seeks further explanations on many of these initiatives as well as a discussion of the key findings of the data analysis.
IV. Outstanding questions

The Committees had many questions heading into the April 1, 2015 hearing. The main questions to which the Committees sought clarity included how the City would measure whether any savings were generated over time, the baseline for measuring savings, and whether the baseline would take into account external factors such as national health care reforms and trends in national health care expenditure. There were also questions about the savings plan itself, such as what would happen if savings were not achieved, what would be the role of independent actuaries, and whether employees’ benefits would be reduced as part of initiatives geared towards achieving the savings.
At the hearing, the Administration discussed at length the progress they had made in meeting the goals of the first three quarters of Fiscal 2015 and plans for the future. The Administration released a report on the updates of the healthcare savings plan, which detailed initiatives taken to reach the $400 million savings plan. The report also showed how much recurring and “new” savings the Administration expected to generate from existing and potential new initiatives each year. The Administration testified that all the initiatives were being pursued in collaboration with the labor unions.
The Committees also heard testimony that the HISF had accumulated $1.7 billion by the time Mayor de Blasio took office. This amount was accumulated as a result of annual contributions ranging from $200 to $500 million. The Administration stated that it expected negotiating lower HIP rates as part of the savings plan would help narrow the difference between HIP and GHI, hence reducing annual contributions to the HISF significantly.
With respect to measuring savings, the Administration testified that the savings would be measured against the Fiscal 2015 to Fiscal 2018 budget projections, which projected the HIP rate to grow at nine percent each year. According to the testimony, this projection was based on data for previous years’ actuals, which showed high volatility in the rate at which the HIP rate grew. It was also made clear that even though the agreement required the Administration and the MLC to hire one actuary, both decided to hire separate actuaries to help develop a measuring tool and track and calculate health care cost savings. 
Lastly, the Administration also assured the Committees that there would be no reduction to supplemental or welfare benefits as a result of the agreement with the unions and that there are committees set up to analyze data to determine where costs are coming from and to evaluate the efficiency and quality of the services delivered by providers. 
V. February 26, 2016 Hearing

At today’s hearing, the Committees look forward to learning more about the policies and initiatives that have been implemented and their specific impacts on the premiums paid by the City to Emblem Health (which owns both HIP and GHI). The Committees would also like to hear testimony regarding HISF, its current balance, and what the City might expect to contribute in the future. Further, the Committees intend to collect and discuss facts regarding the $400 million savings achieved in Fiscal 2015 and the $656 million savings realized to date in Fiscal 2016. The initiatives used to achieve these savings merit a clear, public explanation regarding the parties’ efforts to measure and secure the savings as promised. 
Representatives from the Administration, as well as members of the public, have been invited to testify. 
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