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Preface 

All levels of government are experiencing significant budgetary pressures, which require 
an in-depth examination of all programmatic expenditures, to ensure that scarce resources are 
managed wisely.  This Report reflects such an examination, undertaken at the direction of 
Nassau County Executive Thomas R. Suozzi and Nassau County Comptroller Howard 
Weitzman. 

Over the course of the past fifteen months, we have undertaken a detailed examination of 
the cost of healthcare benefits for active and retired Nassau County employees and their 
dependents.  At the direction of the County, the analysis has been conducted consistent with the 
mandate that there be no change in the level of benefits or cost to employees and retirees. 

As set forth in more detail in this Report, premiums charged to the State, Nassau County 
and other government entities are well beyond  the amounts needed to cover the cost of 
providing benefits.  Returning the accumulated excess premium immediately, and reducing 
premiums by 6% to avoid excess accumulations in the future, would result in substantial cash 
flow and budgetary benefits to the State, Nassau County and other governmental entities 
(“Participating Agencies”) that provide benefits to their employees, retirees and dependents 
through the New York State Insurance Program (“NYSHIP”). 

Working cooperatively with the Governor’s Office, the Division of the Budget, and 
NYSHIP, we believe that the State, Nassau County and all other Participating Agencies can 
realize a significant ongoing budgetary benefit through the setting of Premiums at the 
appropriate level, and an immediate cash benefit through distribution of the accumulated Excess 
Premiums that have been paid into the NYSHIP Program. 
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Executive Summary 

The New York State Health Insurance Program (“NYSHIP”) was established under the 
New York State Civil Service Law as the mechanism through which the State provides health 
benefits to its employees and retirees. Many local government entities, including counties, cities, 
towns, public authorities, school boards and others provide health benefits to their employees 
and retirees through the NYSHIP Program as “Participating Agencies.”  Benefits are provided in 
four programs:  Hospital Benefits Program, Medical/Surgical Benefits Program, Mental Health 
and Substance Abuse Program and Prescription Drug Program.  The NYSHIP Program enters 
into contracts with several insurance carriers to provide these benefits. 

In recent years, the premiums paid by the State, Nassau County and the Participating 
Agencies for the benefits provided by the NYSHIP Program have been set at a level that has 
exceeded the amount necessary to cover the administrative and claims payment costs of the 
NYSHIP Program.  The Excess Premiums paid in a given year are subsequently declared as 
Dividends and carried forward to be applied toward the next year’s premium.  NYSHIP 
describes this as resulting in a Net Premium that is lower than the initially established Gross 
Premium. 

Over the past several years, the amount of the Excess Premium/Dividend has increased 
substantially, so that, for example,  NYSHIP stated in its July 31, 2008 Report to Participating 
Agencies that the “Empire Plan carriers declared a composite Dividend of $450 Million (8.6% of 
premium) or $316.9 Million more than the margin loaded in the 2007 rates.”  Similarly, in 
materials circulated in October, 2008, NYSHIP increased its estimate of the 2008 dividend from 
the First Quarter estimate to $372.8 Million.  Based on prior years’ experience of increases in 
these estimates throughout each year, and in the final Dividend, we estimate that the final 2008 
Dividend could be as high as $540 Million. 

These confirmed overpayments by the State, Nassau County and the Participating 
Agencies are in addition to contingency and other reserves maintained in the NYSHIP Program, 
are well in excess of the cost of providing benefits under the program, and are in excess of any 
reasonable margin that might have been incorporated in the original NYSHIP rates toward 
unanticipated increases in claims costs.  Such margin clearly was not needed, and, as 
documented in detail in this Report, has not been needed over the past several years.  None of 
these overpayments can be justified in these difficult economic times. 

As set forth in more detail in this Report, two steps should be taken to provide a 
significant, immediate financial and budgetary benefit to the State, Nassau County and the other 
Participating Agencies, without making any change in the benefits program provided to 
employees, retirees and their dependents.  NYSHIP should incorporate into the currently pending 
rate negotiations with the carriers the following two critical, immediate reforms: 

• The accumulated Excess Premiums previously paid into the NYSHIP Program should 
be immediately distributed to the State, Nassau County and all other Participating 
Agencies in cash. 
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• Beginning in 2009, the NYSHIP Premiums paid by the State, Nassau County and all 
other Participating Agencies should be based on the cost of providing benefits to their 
employees, retirees and their dependents.  NYSHIP Premiums should be set closer to 
the historic Net Rate, without the excessive margins that have resulted in 
accumulation of large Dividends.  This will provide ongoing budgetary savings 
estimated at a reduction in Premium from the current 8.61% rate of overpayment to a 
margin of 2.61%, for a 6% savings, based on the 2007 Excess Premium/Dividend. 

Once these immediate, major benefits are achieved, additional reviews and analysis of the 
NYSHIP Program should be pursued, in order to increase transparency and improve its 
operation.  An outside review of the program will help NYSHIP reformulate its program and its 
rate negotiations.  The distribution of data, evaluation of existing programs and development of 
new cost containment programs, should be mandated, in order to permit the State, Nassau 
County and the Participating Agencies to evaluate the Program, to develop demonstration 
projects to test new ideas for improving employee health and for improving the efficacy of 
management of employees’ health needs, and to implement wellness, disease management and 
other programs. 
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I. Introduction 

Manatt, Phelps & Phillips, LLP was selected by Nassau County through an RFP process, 
to provide assistance in evaluating the mechanisms and costs of providing health benefits to 
County employees, retirees and dependents.  Nassau County has sought over the past fifteen 
months to better understand the cost and operation of the NYSHIP Program, and to determine if 
there are ways to reduce the cost of the NYSHIP Program, without reducing the benefits 
provided to County employees.   Although we have been able to identify significant financial 
improvements, as discussed in this Report, more in-depth analysis will continue, and would 
benefit from greater access to detailed utilization, claims and other data.   

 

II. The NYSHIP Program 

The NYSHIP Program is established under the New York State Civil Service Law as the 
mechanism through which the State provides health benefits to its employees and retirees.  Many 
local government entities, including counties, cities, towns, public authorities, school districts 
provide health benefits to their employees and retirees through the NYSHIP Program as 
“Participating Agencies.”  The NYSHIP Program is administered by the New York State 
Department of Civil Service, which, in turn, contracts with several insurance carriers, which 
provide the health insurance benefits to the State’s and the Participating Agencies’ employees, 
retirees and dependents.  The Department of Civil Service negotiates Premium rates each year 
with the carriers that provide the Hospital Benefits Program, the Medical/Surgical Benefits 
Program, Mental Health and Substance Abuse Program and Prescription Drug Program.   

 

III. Elimination of Excess Premiums/Dividends Through Immediate Payment of 
Accumulated Dividends and Reduction In Future Premiums By 6% 

Over the past several years, the premiums in the NYSHIP Program have been set at a 
level that has exceeded the amount necessary to cover the administrative and claims payment 
costs of the Program.  The excess premiums paid in a given year are subsequently declared as 
Dividends and carried forward to be applied toward the next year’s Premium.  NYSHIP 
describes this as resulting in a Net Premium that is lower than the initially established Gross 
Premium.  However, as will be seen below and in the attached Exhibits, the subsequent years’ 
Premiums also have been overstated, resulting in an escalating overpayment by the State, Nassau 
County and the Participating Agencies each year.  In this Report, we refer to these overpayments 
as “Excess Premiums/Dividends.”   

Based on the information available in the form of reports provided by NYSHIP to the 
County,1 and as more fully described in Exhibits 1 and 2, the escalating amount of Excess 

                                                 
1 Most recently, the “Empire Plan Quarterly Experience Report” dated July 31, 2008 and distributed by Robert W. 
DuBois, Director of the Employee Benefits Division to Participating Agency Health Benefit Administrators  (the 
“NYSHIP July 31, 2008 Report”).  We also have drawn information from prior Quarterly Experience Reports, and 
from materials distributed in October, 2008 at Quarterly NYSHIP Meetings with Participating Agencies. 
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Premiums/Dividends State-wide and for Nassau County is summarized below.  The State-wide 
numbers are based on NYSHIP Reports, and the County calculations for 2002-2007 are based on 
multiplication of the rates published by NYSHIP by the number of County employees and 
retirees in the various categories (individual, family, etc.) provided by the County for each year, 
except 2008, for which we used the 2007 employee counts. 

 
 

  *Estimated, based on historic trends. 
**Proposed to be repaid to Nassau County. 
 
The escalating pattern of over collection of Excess Premiums/Dividends is apparent from 

this chart, which shows that the Excess Premiums/Dividends applicable to the entire NYSHIP 
Program grew from $47 Million in 2002 to $450 Million in 2007, while the Nassau County 
Excess Premiums/Dividends carried forward in the NYSHIP Net Premiums grew from 
approximately $4.1 Million in 2003 to $19.1 Million in 2007.  Based on the history to date, and 
absent improved negotiations between the NYSHIP Program and the carriers, the actual Excess 
Premiums/Dividends carried over from 2008 to 2009, and in subsequent years, are likely to be 
even greater.  For example, the 2007 Excess Premium/Dividend was first estimated in NYSHIP’s 
First Quarter Estimate to be $204.9 Million; by July 2008, the final 2007 dividend was 
established to be $450 Million, or 8.61% of Premium. 

Exhibit 2 shows the detailed calculations on which the Nassau County figures are based, 
using Gross and Net Rates issued by NYSHIP, and employee and retiree counts provided by the 
County.  However, based on our review of the NYSHIP July 31, 2008 Report, we learned that 
there may be additional dividends, excess premiums, funds held for run-out of claims, or other 

Year Total State-Wide Excess 
Premium 

Total State-Wide 
Excess Premium As 

a Percentage of 
Total Premium 

Nassau County Excess 
Premium/Dividend 

Carried Forward Into 
the Following Year’s 

NYSHIP Net 
Premiums 

2002 $47,091,000 1.57% $5,973,873.84 

2003 $143,296,000 4.10% $4,184,261.64 

2004 $163,800,000 4.15% $4,884,919.92 

2005 $298,968,000 6.94% $8,686,699.44 

2006 $401,961,000 8.39% $15,430,982.76 

2007 $450,047,000 8.61% $19,142,254.56 

2008 $540,000,000* 9.2%* $21,600,000** 
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items due to the State, Nassau County and the Participating Agencies that could contribute to 
further reductions in the cost of the Program that are not included in these calculations. 

For example, in the Quarterly Regional Meetings held by NYSHIP in October, 2008, an 
additional $27-30.4 Million benefit was identified related to the CIGNA contract that ended 
December 31, 2005.  An earlier NYSHIP July 31, 2008 Report states that a “dividend” of $3.5 
Million was declared by CIGNA to NYSHIP, described as follows:  “represent[ing] favorable 
2007 activity pertaining to the prescription drug contact that terminated effective 12/31/05.”  
That Report also indicated that there may be further dividends due to NYSHIP related to this 
terminated contract.   There is no explanation provided for the delay in crediting these funds to 
the NYSHIP Program, and no mention of the disposition of the interest earnings on the funds 
retained by the carrier for multiple years.   

With the foregoing analysis as background, we reviewed materials circulated by NYSHIP 
in October, 2008.  In those materials, NYSHIP increased its estimate of the 2008 dividend to 
$372.8 Million.  Based on the prior years’ pattern, in which the estimates increase during the 
course of the year, and the final Dividend is an even higher amount, we estimate that the final 
2008 Dividend could be as high as $540 Million. 

Instead of permitting the insurance companies to hold the already collected Excess 
Premiums/Dividends for repayment over time in 2009 and 2010, the Excess 
Premiums/Dividends could be immediately repaid, thereby providing a tangible and important 
budgetary and financial benefit to the State, Nassau County and the Participating Agencies in 
this difficult budget period.  Although we cannot state with certainty what the final distribution 
amount would be, based on the reports distributed to date by NYSHIP, we estimate that the 
return of the Excess Premiums/Dividends would result in a total State-wide payment of 
approximately $540 Million to the State, Nassau County and the other Participating Agencies.  
Nassau County’s estimated share of that payment would be in the range of approximately $18-21 
Million. 

Returning the Excess Premium/Dividend now instead of applying it to the 2009 and 2010 
Premiums would not result in an increase in future health benefit premiums.  Because each 
succeeding year’s premium has been set at a level in excess of what is needed to cover the costs 
of the Program, the Excess Premiums/Dividends represent more than a simple cash flow or one 
year issue.  The exponential overstatement of the premiums is illustrated by the escalating value 
of the Excess Premiums/Dividends over the past several years.  If the Excess Premium were 
eliminated as new rates are set, substantial recurring savings would be achieved by the State, 
Nassau County and the Participating Agencies, without any change in the benefits provided 
through the NYSHIP Program. 

Based on our analysis of the percentage of Excess Premiums/Dividends to the Gross 
Premium charged, NYSHIP should be able to negotiate a permanent reduction in premiums so 
that the margin is closer to the margin level collected in 2002, which was 1.57%.  For purposes 
of this Report, we have assumed that NYSHIP can negotiate a reduction in Premium from the 
current 8.61% rate of overpayment to a margin of 2.61%, for a 6% savings.  Based on the 
Premiums announced for 2009, this would effect an estimated savings State-wide of 
approximately $350-375 million and $14-15 Million for Nassau County. 
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IV. Independent Outside Reviews Of The NYSHIP Program 

Health benefit expense for all governments, including the State, is a significant 
component of personnel costs.  In Nassau County, health benefits will be 9% of the County’s 
2009 operating budget.  An independent, fresh review of the operation of the NYSHIP Program, 
of the insurance carriers’ contracts with NYSHIP and of the assumptions underlying the rate 
negotiation process, would benefit all State taxpayers.  We recommend that the State accelerate 
its current plan to audit the NYSHIP Program, and urge that such review also seek to identify 
operational improvements (including increased use of electronic medical records and other 
technology) and other steps that will help reduce future costs. 

Over the past 15 months, Nassau County has sought to identify other items that could 
result in reduction in the cost of the NYSHIP Program.  However, the available information has 
not been sufficient to fully address or resolve these issues.  It therefore is recommended that the 
independent, outside review address the following issues, which likely would provide the basis 
for further premium reductions: 

• Identifying any and all excess payments, carry-forwards, dividends and other items, 
however characterized, that represent excess funds that could be used to reduce the 
cost of the NYSHIP Program to the State, Nassau County and the Participating 
Agencies. 

• Identifying and applying excess contingency and other Reserves toward Premiums 
and/or release Reserves to the State, Nassau County and the Participating Agencies. 

• Reviewing and confirming that interest is being credited to the NYSHIP Program for 
all funds that remain with the carriers, including the float on claims that have been 
incurred but not reported (“IBNR”). 

 

V. Transparency/Data 

In order to effectively understand and manage their benefits programs, each Participating 
Agency should be provided with in-depth analysis of the cost and utilization data for primary 
care, acute care, pharmaceuticals, and other elements of the NYSHIP Program.  This data would 
permit better understanding of the full range of items that, if fully analyzed, could lead to the 
development of additional cost-saving measures.  These include information concerning: 

• Detailed claims and utilization, by policy year, broken into appropriate categories. 

• Provider Network arrangements, including economics. 

• Contingency and other Reserves. 
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• Adjustments of Contingency and other Reserves. 

• Stop Loss. 

• Coordination of Benefits, Subrogation and Other Third Party Recovery Programs. 

• Investment Income Allocations. 

• Other detailed financial information relating to the NYSHIP Program and to the 
contracts with health insurance carriers and Third Party Administrators. 

A summary of the data requests that have been made by Nassau County is attached as 
Exhibit 3. 
 

VI. Cost Reduction Demonstration Projects 

The County has begun discussions with NYSHIP regarding the possibility of establishing 
Demonstration Projects that are designed to improve employee health and to reduce claims costs 
in the NYSHIP Program.  The County is seeking to establish a mechanism through which those 
cost savings can be passed through to the County.  These proposals are briefly summarized 
below. 

A. On-Site Health Clinics 

Nassau County has issued an RFP and is in the process of selecting a vendor to provide 
an On-Site Health Program, through which routine primary care, wellness and other programs 
designed to improve the health of County employees will be provided on a low-cost, convenient 
basis.  The lower cost of providing care on-site will represent a savings, as will the expected 
reduction in complex treatments and hospitalizations due to the improvement in the County 
employees’ health. 

It is expected that this program will reduce the cost of health benefits provided to the 
NYSHIP Program with respect to the Nassau County employees, and the County therefore has 
sought approval of a Demonstration Project, in which NYSHIP would fund the creation of the 
program and/or pass through the savings would be credited against the County’s Premium. 

In recent discussions with the County, NYSHIP has indicated that it does not believe it 
can fund the creation of this program or share the savings from reduced claims with the County, 
since the NYSHIP Program is administered and premiums are set on a Program-wide basis.  
NYSHIP indicated a willingness to conduct further review of the possibility that the on-site 
health care program might become a participating provider in the NYSHIP Program, and, in that 
way, NYSHIP would contribute toward the cost of operation of the On-Site Health Program.  
The County plans to pursue this possibility with NYSHIP, while at the same time pressing 
NYSHIP to work with the County to identify a mechanism for funding demonstration projects 
and sharing the resulting savings with the County. 



 

 8 

B. Improved Management of Employee Health 

The County also has sought to establish Demonstration Projects through which the 
County would share in the savings generated from other programs that, if implemented by the 
County, are likely to result in significant cost savings to the NYSHIP Program.  These include 
Fall Prevention and Disease Management Programs, which can be documented to result in 
significant cost savings. 

VII. Conclusion 

In view of the significant budgetary and financial benefit to the State, Nassau County and 
the other Participating Providers, two steps should be taken in the currently pending rate 
negotiations with the carriers, to provide a significant, immediate financial and budgetary benefit 
to the State, Nassau County and the other Participating Agencies, without making any change in 
the benefits program provided to their employees: 

• The accumulated Excess Premiums previously paid into the NYSHIP Program should 
be immediately distributed to the State, Nassau County and all other Participating 
Agencies in cash. 

• Beginning in 2009, the NYSHIP Premiums paid by the State, Nassau County and all 
other Participating Agencies should be based on the cost of providing benefits to their 
employees, retirees and their dependents.  NYSHIP Premiums should be set closer to 
the historic Net Rate, without the excessive margins that have resulted in 
accumulation of large Dividends.  This will provide ongoing budgetary savings 
estimated at a reduction in premium of 6%, based on the 2007 Excess 
Premium/Dividend. 

Once these immediate, major benefits are achieved, additional reviews and analysis of the 
NYSHIP Program should be pursued, in order to increase transparency and improve its 
operation.  An outside review of the NYSHIP Program, distribution of data, evaluation of 
existing programs and development of new cost containment programs, should be mandated, in 
order to permit the State, Nassau County and the Participating Agencies to evaluate the Program, 
and to address issues with their employees, and to develop demonstration projects to test new 
ideas for improving employee health and for improving the efficacy of management of 
employees’ health needs, and related wellness, disease management and other programs 
designed to improve employee health. 


























