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THE CITY OF NEW YORK
OFFICE OF THE COMPTROLLER
BRrRAD LANDER

December 30, 2025

To the Residents of the City of New York,

My office has audited the Health Insurance Stabilization Fund (HISF) to determine the Fund’s financial
condition, whether the Fund was used for its intended purpose(s), and whether expenditures were
reasonable, appropriate, adequately supported, and properly authorized.

The audit found that HISF is insolvent, and the Office of Labor Relations (OLR) and the Municipal
Labor Committee (MLC) did not take adequate steps to improve the Fund’s position. OLR and the
MLC authorized significant transfers or payments from HISF that were not consistent with the Fund’s
declared purpose(s). In addition, HISF has accrued significant liabilities totaling $3.1 billion through
Fiscal Year 2023 for equalization payments owed to the City, and amounts owed to vendors as of April
2025, which it is unable to pay. As a result, HISF is unable to meet its obligations.

The audit also found that HISF lacks transparency and has inadequate governance and decision-
making capacity. HISF does not have governing documents that set forth the Technical Committee’s
purpose or authority, membership appointments, committee meeting frequency, attendees, or a
process for disseminating information to OLR and the MLC for decision making.

Ordinarily, the audit would propose recommendations to management to address deficiencies.
However, given that HISF is insolvent and cannot meet its intended purpose, the audit recommends
that the City work with the MLC to dissolve the Fund. The City should also appropriately budget for
healthcare costs and benéefits.

The results of the audit have been discussed with OLR and the MLC, and their comments have been
considered in preparing this report. OLR and the MLC’s complete written responses are attached to
this report.

If you have any questions concerning this report, please email my Audit Bureau at

audit@comptroller.nyc.gov.

Sincerely,

£aCae

Brad Lander

DAVID N. DINKINS MUNICIPAL BUILDING ¢ 1 CENTRE STREET, 5TH Floor ¢ NEW YORK, NY 10007
PHONE: (212) 669-3500 ¢ @NYCCOMPTROLLER
WWW.COMPTROLLER.NYC.GOV
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Audit Impact

Summary of Findings

The audit was conducted to assess the financial condition of the Health Insurance Stabilization
Fund (HISF) and to determine whether the Fund was used for its intended purposes. The audit
also determined whether expenditures were reasonable, appropriate, adequately supported, and
properly authorized.

The audit found that HISF is insolvent and the Office of Labor Relations (OLR) and the Municipal
Labor Committee (MLC) did not take adequate steps to improve the Fund’s position. OLR and
MLC authorized significant transfers or payments from HISF that were not consistent with the
Fund'’s declared purpose(s). In addition, HISF has accrued significant liabilities totaling $3.1 billion
through Fiscal Year 2023 for equalization payments owed to the City, and amounts owed to
vendors as of April 2025, which it is unable to pay. Moreover, these liabilities have not been
reported on the Fund’s Annual Certifications.

The audit also found that HISF lacks transparency and has inadequate governance and decision-
making capacity. HISF does not have governing documents that set forth the Technical
Committee’s purpose or authority, membership appointments, committee meeting frequency,
attendees, or a process for disseminating information to OLR and MLC for decision making.

Intended Benefits

The audit assessed the status of HISF and management by OLR and MLC. The audit identified
a history of decisions by OLR and MLC that contributed to the Fund’s insolvency. Ordinarily, the
audit would propose recommendations to management to address deficiencies. However, given
that HISF is insolvent and cannot meet its intended purpose, and that a new procurement has
rendered moot the original purpose of the HISF, the auditors propose that the City should work
with the MLC to dissolve the Fund. Going forward, the City should appropriately budget for
healthcare costs and benefits on an annual basis, rather than use the HISF to offset the potential
differential between the cost of different healthcare plans offered to City employees, or to claim
savings and pay for additional benefits when that differential appears to yield a temporary surplus.
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Intfroduction

Background

The Health Insurance Stabilization Reserve Fund (HISF or Fund) was created in 1985 to help
support the cost of health insurance coverage for City employees, retirees, and their dependents
and is jointly administered by OLR, representing the City, and the MLC, representing municipal
labor organizations.

OLR was created through Mayoral Executive Orders and is authorized to represent the Mayor in
all labor relations matters, including negotiating and signing contracts with unions authorized to
represent City employees. In addition, OLR administers health benefit programs for City
employees and retirees.

The MLC is a not-for-profit entity whose mission is to facilitate the collective bargaining process
between the City and employee labor unions for wages, benefits, and other employment terms.!
It was created through a Memorandum of Understanding dated March 31, 1966, signed by
representatives of the City and designated employee organizations, and codified in the New York
City Administrative Code. Membership in the MLC is open to “certified employee organizations”
which are recognized as the exclusive bargaining representatives of various groups of City
employees.

Creation and Funding

Under Section 12-126(b)(1) the New York City Administrative Code, the City must pay for the
entire cost of health insurance coverage for City employees, retirees, and their dependents, and
specifically, must pay the rate for the Health Insurance Plan of Greater New York Health
Maintenance Organization (HIP-HMO) plan. In 1982, the City began providing a second no-cost
health insurance plan option to City employees, the Group Health Incorporated Comprehensive
Benefit Plan (GHI-CBP). At that time, the GHI-CBP plan cost more than the HIP-HMO plan.

As part of a collective bargaining agreement signed in 1985, the City and the MLC agreed to
establish HISF and declared that the Fund “shall be used: to provide a sufficient reserve; to
maintain to the extent possible the current level of health insurance benefits under the Blue
Cross/GHI-CBP plan; and, if sufficient funds are available, to fund new benefits.” The primary
intended purpose was to create a budgetary reserve to cover the additional cost of the GHI-CBP
plan (i.e., the cost difference between the two health insurance plans when the GHI-CBP plan
cost more than the HIP-HMO plan). The parties agreed that each year the City would make set
annual contributions to HISF, and when the HIP-HMO plan cost more than GHI-CBP, the City

' Collective bargaining is the process in which employees, through their unions or other authorized labor organizations,
negotiate contracts with their employers to determine the terms of their employment, such as their pay, hours, leave,
and health benefits.
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would also contribute the difference to the Fund.? Further, when GHI-CBP cost more than the
HIP-HMO plan, money would be transferred from HISF to the City to cover the additional cost.
The cost differential payments made by the City to HISF or by HISF to the City are known as
“Equalization Payments.” The anticipated HISF reserves were intended to ensure that the City’s
annual health insurance costs were predictable for budgetary purposes and that each of the two
health insurance plan options would continue to be offered to City employees and retirees at no
additional cost.

Annual Contributions

When HISF was created, the City’s annual contribution was set at $10 million. This amount
increased to $30 million in 1986, and $35 million in 1999. The City’s annual contribution has
remained the same since 1999.

Equalization Payments

Under the original 1985 agreement, “Equalization Payments” were to be calculated as the
difference between HIP-HMO family and individual coverage plan premium rates and GHI-CBP
rates based on active employee headcount.®> When GHI-CBP rates exceeded HIP-HMO plan
rates, an equalization payment was to be made from HISF to the City to cover the additional cost
of the GHI-CBP plans. For example, if the GHI-CBP family plan rate was $2,180 and the HIP-
HMO rate was $2,008, the equalization payment would be calculated, in part, by multiplying the
difference between these two rates ($172) by the number of employees with family coverage
(192,000) and months (12), as detailed in Table 1 below. Similarly, if the GHI-CBP individual plan
rate was $830 and the HIP-HMO rate was $820, the equalization payment would be calculated,
in part, by multiplying the difference between these two rates ($10) by the number of employees
with individual coverage (120,000) and months (12).

Table 1: lllustrative Equalization Payment Calculation for When GHI-
CBP Rates Exceed HIP-HMO Rates, Payment from HISF to the City

GHI-cBpP | HIP-HMO Difference # of
SRl Rate Rate In Rates ~EEelER Months Vsl

Family $2,180 $2,008 $172 192,000 $396.3 M
Individual $830 $820 $10 120,000 12 $14.4M
Equalization Payment from HISF to the City: $410.7 M

2 In June 1985, the City and a coalition of labor unions entered into a collective bargaining agreement, known as the
1984 — 1987 Municipal Coalition Economic Agreement. This agreement covered all economic matters including general
wage increases as well as the establishment of HISF to maintain the current level of health insurance benefits and, if
sufficient funds are available, to fund new benefits.

3 Health insurance premium rates are the amounts that the City pays to insurance companies to provide health
insurance coverage for each covered employee or retiree.
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Conversely, when HIP-HMO rates exceeded GHI-CBP rates, the City was to make an
equalization payment to HISF. For example, if the HIP-HMO family plan rate was $1,850 and the
GHI-CBP rate was $1,810, the equalization payment would be calculated, in part, by multiplying
the difference between these two rates ($40) by the number of employees with family coverage
(200,000) and months (12), as detailed in Table 2 below. Similarly, if the HIP-HMO individual plan
rate was $750 and the GHI-CBP rate was $690, the equalization payment would be calculated,
in part, by multiplying the difference between these two rates ($60), by the number of employees
with individual coverage (132,500) and months (12).

Table 2: lllustrative Equalization Payment Calculation for When HIP-
HMO Rates Exceed GHI-CBP Rates, Payment from the City to HISF

Catego HIP-HMO | GHI-CBP Difference Headcount # of Total
gory Rate Rate In Rates Months

Family $1,850 $1,810 200,000 $96.0M
Individual $750 $690 $60 132,500 12 $95.4 M
Equalization Payment from the City to HISF: $191.4 M

Investment Income

In a letter dated June 16, 1986, which confirmed OLR’s and MLC’s understanding of the 1985
collective bargaining agreement that established HISF, the parties agreed that the City would
establish an account for HISF. Further, the parties agreed that the money would be invested by
the Comptroller and interest earned would be credited to this account.

Other Funding Sources

HISF also receives money from health insurance companies related to additional benefits funded
by HISF. This includes prescription drug plan pricing guarantees, known as rebates, and premium
refunds, among other things.

Governance and Management

HISF is considered a Designated Fund, which refers to financial resources maintained for a
specific purpose which cannot be comingled with other City funds. There are two types of
Designated Funds: Fiduciary Accounts and Restricted Accounts.* HISF is made up of two
Restricted Accounts—a short-term fund which is generally used to pay for day-to-day expenses,
and a long-term fund which is generally used to hold accumulated reserves and reserve funds

4 Restricted Accounts may consist of a government’s own source revenue that is restricted, generally by external
parties, for a particular purpose. These funds are reported as part of the City’s General Fund within the governmental
funds’ basic financial statements.
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required by health insurance carriers to pay for claims incurred but not yet paid.® HISF is subject
to Comptroller’s Directive 27, Requesting, Controlling, And Monitoring Designated Funds, which
states that agencies must take care to ensure that disbursements from Designated Fund accounts
are consistent with their declared or intended purpose(s) and that the purpose(s) for which the
fund was established is being fulfilled. Agencies that maintain Designated Funds are required to
submit to the New York City Comptroller’'s Office an Annual Designated Fund Certification and
Representation (Annual Certification) for each individual account to verify that the fund remains
active and will be used for its original purpose, and must report the fiscal year-end fund closing
balance.

In addition, HISF is subject to Governmental Accounting Standards Board (GASB) standards and
guidance including Statement No. 54, Fund Balance Reporting and Governmental Fund Type
Definitions and No. 84 Fiduciary Activities which further define requirements to ensure accurate
and consistent financial reporting.® ’

OLR and the MLC are responsible for jointly managing HISF. According to OLR officials, decisions
on how HISF reserves are used are generally made through collective bargaining and
documented in agreements, known as Healthcare Agreements or Healthcare Savings
Agreements. OLR and the New York City Office of Management and Budget (OMB) periodically
prepare HISF financial projections for discussions within the City and with the MLC to inform
collective bargaining.

In addition, OLR and the MLC established a “Labor Management Health Insurance Policy
Committee,” known as the Technical Committee, which discusses City health insurance matters
as part of collective bargaining. The Technical Committee is comprised of representatives from
OLR and the MLC. According to OLR officials, the Technical Committee conducts monthly
meetings where members discuss all aspects of health insurance benefits for City employees and
receive regular briefings on the financial status of HISF, including the Fund’s monthly revenues,
expenses, and cash balance.

In a 1995 Memorandum of Agreement, OLR and the MLC agreed that if sufficient funds were not
available in HISF to cover health insurance carrier reserves for benefit claims, the MLC must
reduce benefits and/or impose employee/retiree payroll deductions to satisfy the shortfall.

Healthcare Savings Agreements

Since HISF was created, OLR and MLC have entered into multiple agreements through collective
bargaining in which the MLC agreed to generate savings to address escalating healthcare costs.
Most recently, OLR and the MLC entered into Healthcare Savings Agreements in 2014 and 2018
with the goal of saving $3.4 billion for FYs 2015 through 2018, and $1.1 billion for FYs 2019
through 2021, respectively, and recurring savings thereafter.

5 Claims incurred but not paid (IBNR) refers to a health insurance company's financial liability for covered services that
have been provided but for which payment has not yet been made.

6 Comptroller’s Directive 27: Requesting, Controlling, And Monitoring Designated Funds

7 HISF was classified as a fiduciary fund, trust and agency account, until Fiscal Year 2020 when it was switched to a
Designated Fund to comply with the implementation of GASB 84.
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In both agreements, the MLC could meet its savings targets by reducing the City’s obligation to
make payments to the Fund, even if that did not actually reduce the City’s healthcare
expenditures, and in this way, opened the way for significant deviation from the original
equalization payment calculations.

In the 2018 Healthcare Savings Agreement, the parties recognized that the longer-term
sustainability of healthcare for employees and their dependents required further study, savings,
and efficiencies in healthcare delivery. To that end, OLR and the MLC established the Tripartite
Health Insurance Policy Committee (THIPC) to study the financial status of the HISF and potential
savings and efficiencies (such as self-insurance or minimum premium agreements for the HIP-
HMO plan, the adoption of a Medicare Advantage plan for retirees, and consolidated prescription
drug purchasing, among other things). Under the agreement, THIPC was to make
recommendations to OLR and the MLC by June 2020.

Reported Fund Balances

Based on HISF Annual Certifications submitted by OLR to the Comptroller's Office, HISF’s
combined fiscal year-end account closing cash balances decreased from nearly $1.6 billion in
FY2019 to $843 million in FY2024, as shown below in the Total Cash Balance column in Table 3.
This represents a decrease of $744.7 million (46.9%).

This amount, however, is further reduced to $3.09 million as of FY2024 once required reserves
are considered. The Fund must hold sufficient funds in reserve to cover the annual cost of claims
incurred but not yet paid; once these are accounted for, the net cash balance is significantly lower,
as shown below. Required reserves increased year over year, from a base of $490.9 million in
FY2019 to $839.9 million in FY2024. For FY2024, OLR reported that HISF had a fiscal year-end
closing cash balance of approximately $843 million. For that year, HISF was required to maintain
reserves of $839.9 million, leaving an available cash balance of $3.1 million.

Table 3: HISF Fiscal Year-End Closing Cash Balances and Required
Reserves for FY2019 through FY2024

Fiscal Long-Term Short-Term Total Cash Required Remaining
Year Fund Fund Balance Reserves Cash Balance

2019  $490,927,955  $1,096,691,042  $1,587,618,997 $490,927,955 $1,099,691,042
2020 $615,325,511 $754,313,785 $1,369,639,296 $612,500,000 $757,139,296
2021 $659,775,418  $372,053,015 $1,031,828,433 $659,700,000 $372,128,433
2022 $660,825,445  $239,209,866 $900,035,312 $660,825,445 $239,209,867
2023 $781,929,450  $213,116,437 $995,045,887 $781,929,450 $213,116,437
2024 $839,859,829  $3,090,801 $842,950,631 $839,859,829 $3,090,802
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Objectives

The objectives of this audit were to assess the financial condition of the HISF and to determine
whether HISF funds were used for their intended purposes, and whether expenditures were
reasonable, appropriate, adequately supported, and properly authorized.

Discussion of Audit Results with OLR and MLC

The matters covered in this report were discussed with OLR and MLC officials during and at the
conclusion of this audit. An Exit Conference Summary was sent to OLR and the MLC and
discussed with OLR and MLC officials at an exit conference held on October 15, 2025. On
November 13, 2025, a Draft Report was submitted to OLR and the MLC with a request for written
comments. The audit team received written responses from OLR and the MLC on December 3,
2025. The full text of OLR’s and MLC’s responses are included as addenda to this report.

In their responses, OLR and MLC disagreed with the findings of this audit, arguing that HISF could
be used for any mutually agreed upon purpose, and that there is nothing in law or practice that
prevented them from modifying or expanding the use of the Fund through collective bargaining.
Both responses asserted that efforts were made to generate savings—through the effort to shift
retirees to Medicare Advantage, and through the procurement of the recently adopted NYCE
plans. OLR argued that the original 1985 agreement permits HISF to be used to pay for new
benefits if sufficient funds were available, that funds were used to pay for essential benefits, and
that funds were not mismanaged or misused.

These responses, however, do not sufficiently reckon with the nature of the original 1985
agreement and their mutual obligations as a result of the restricted nature of the Fund. This
purpose is found in the 1985 agreement between OLR and MLC which states that City
contributions would be used to provide a “health insurance stabilization reserve fund which shall
be used to continue equalization and protect the integrity of health insurance benefits,” and
further, that the “Fund must be used to provide a sufficient reserve to maintain to the extent
possible the current level of health insurance benefits, and if sufficient funds are available, to fund
new benefits.” The stated purpose of the Fund was never modified, and was in fact restated in
subsequent agreements entered into by the parties.

While it is true that the obligations for restricted funds held by City agencies were spelled out in
greater detail in Comptroller’s Directive 27, issued in 2020, to specify compliance with GASB
requirements, the HISF was nonetheless established as restricted fund with a stated purpose in
1985, and that purpose was never modified, even as uses of the Fund were agreed to in collective
bargaining that were not consistent with this purpose.

Furthermore, OLR subsequently submitted false annual certifications to the Comptroller’s Office,
asserting in writing that the Fund is in compliance with Directive 27 requirements, that Fund
balances are accurate, and that the Fund will be used for its stated purposes. The Fund balances
were not accurate, and the Fund, which was established for the purpose of maintaining a reserve,
has no reserves and is unable to meet its financial obligations.

HISF remains a restricted fund; HISF was used to make payments that were therefore not
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permitted. OLR and MLC used $4.3 billion to make payments to union-administered welfare
funds, cover the cost of employee raises, and defer layoffs, among other things which were
inconsistent with HISF’s stated purpose, and authorized $3.3 billion in offsets to equalization
payments which eroded fund balances.

The MLC argues that, over time, the structure of the HISF “created a perverse incentive” to reduce
payments into the Fund, rather than real reductions in medical spending. The auditors do not
disagree. However, OLR and MLC continued to use HISF to fund additional benefits when they
knew the Fund was nearing insolvency, leaving some benefits that have not been paid for
because the Fund is insolvent. These remain unpaid liabilities, which were not disclosed.

OLR and MLC were aware that the Fund was nearing insolvency since at least 2018, when they
established the Tripartite Health Insurance Policy Committee (THIPC) to make recommendations
by June 2020. However, they did not act in a timely manner to identify and implement sufficient
savings or new alternative revenue streams. With regard to Medicare Advantage, OLR and MLC
started a negotiated acquisition in 2020, but the City’s legal authority to implement the switch was
cast in doubt in September 2021, leaving a large and looming risk. OLR and MLC also initiated a
procurement for a new healthcare plan in June 2022—after the Fund was already insolvent. That
plan goes into effect on January 1, 2026.

The auditors also note that the Fund’s unpaid financial liabilities total $3.1 billion as of April 2025,
but for FY2024 and FY2025, they do not yet include equalization payments. Once included, the
total Fund liabilities will likely be much higher.

OLR states that the report focuses solely on the financial health of the HISF, and does not address
the broader challenges of containing rising health-care costs while maintaining high-quality health
benefits for City employees. The auditors acknowledge that this report focuses on the HISF, its
solvency, and whether it was used for its intended purposes.

OLR agreed with one recommendation, did not expressly agree or disagree with another
recommendation, and stated the remaining recommendation will no longer be applicable. OLR’s
and the MLC’s written responses have been fully considered and, where relevant, changes and
comments have been added to the report.

The full text of OLR’s and MLC'’s responses are included as addenda to this report.
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Detailed Findings

The audit found that OLR and the MLC authorized significant transfers or payments from HISF
that were not consistent with the Fund’s declared purpose(s). OLR and the MLC knew as early
as 2018 that the Fund would be insolvent by FY2021 unless significant action was taken, but did
not take timely or effective action to identify and implement sufficient savings or new alternative
revenue streams. HISF has also continued to fund additional benefits that it could not support.

As a result, HISF is insolvent and is unable to meet its outstanding obligations. OLR and the MLC
made a plan with the de Blasio Administration in 2020 and subsequently reaffirmed with the
Adams Administration, to switch retirees to a Medicare Advantage plan to cover the anticipated
annual shortfall, which was projected to generate savings of approximately $600 million per year.
The City’s legal authority to implement the switch was cast in doubt by a lawsuit in September
2021; while that lawsuit was recently resolved in the City’s favor, Mayor Adams indicated that he
did not intend to move forward with it, and the future of the plan remains in doubt.

In addition, OLR in collaboration with the MLC initiated a procurement for a new healthcare plan
to achieve savings. This procurement was initiated in June 2022—after the Fund was already
insolvent. The new healthcare plan goes into effect as of January 1, 2026; according to OLR and
the MLC, the maximum annual savings generated by the plan will be $3900 million —an amount
which would not ensure the solvency of the HISF even if achieved.®

HISF has accrued significant liabilities totaling $3.1 billion for equalization payments owed to the
City ($2.9 billion for equalization payments through FY2023), as well as amounts owed to vendors
for additional benefits such as PICA, which it is unable to pay. These liabilities include
approximately $1.1 billion in the difference between the two health insurance plans for premiums
that the City continued to pay through the general fund, but will not likely be reimbursed for by the
HISF due to its insolvency. Moreover, these liabilities have not been reported on the Fund’s
Annual Certifications. These unreported liabilities total approximately $3.1 billion and are primarily
made up of outstanding equalization payments, through FY2023, that the Fund owes to the City.
As of April 2025, OLR and the MLC have not yet calculated or estimated the Fiscal Year 2024
and 2025 equalization payments, but these will likely increase the Fund'’s liabilities.

Both entities agreed to transfer money from the Fund to the City and to union-administered welfare
funds, to offset equalization payments, and to pay for routine expenses outside of the Fund’s
intended purpose, in significant amounts, without first ensuring that funds were available, as
required under the terms of the agreement(s) which govern the use of Funds. Specifically, the
HISF has been used to cover:

e Lump sum payments and recurring transfers to the City and union-administered welfare
funds, totaling at least $4.3 billion ($2.8 billion going to the City, and $1.5 billion going to
welfare funds) between 2001 and 2024.

o Offsets to equalization payments which resulted in the Fund’s balance being reduced by
$3.3 billion, in lieu of savings that the MLC committed to generating in new agreements

8 The auditors have formed no opinion as to the accuracy of the saving estimates.
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entered into in 2014 and 2018.

¢ Routine expenses for additional benefits such as the Psychotropic, Injectable,
Chemotherapy & Asthma (PICA) program, care management, Teladoc, and Weight
Watchers. These expenses totaled approximately $166 million in FY2024.

The audit also found that HISF lacks transparency and has inadequate governance and decision-
making capacity. Public reporting is inadequate. HISF does not maintain meeting agendas,
materials distributed at meetings, or records of discussions held at meetings—such as recordings,
minutes, or notes—and stated that it relies on HISF’s monthly reports which include only the
Fund’'s revenue, expenses, and cash balance. As noted above, these reports do not include
significant unreported liabilities. HISF also lacks governing documents that set forth the Technical
Committee’s purpose or authority, membership appointments, committee meeting frequency, or
attendees.

HISF Is Insolvent

HISF was established in 1985 to provide a budgetary reserve to support the continued existence
of a second no-cost health insurance for City employees and retirees (the GHI-CBP plan) and, if
sufficient funds were available, to fund new benefits. As noted above, HISF is a Designated Fund
and subject to Comptroller’s Directive 27 which requires agencies to ensure that the purpose(s)
of the fund are being fulfilled and that disbursements are consistent with the declared or intended
purpose(s). Given its insolvency, and the funding of new benefits it could not support, these
purposes have not been met.

Starting in 2001, OLR and the MLC began to authorize one-time lump sum and recurring
payments to the City and union-administered welfare funds that were unrelated to the Fund'’s
stated purpose(s), contrary to Comptroller’s Directives and GASB requirements.® 10

In addition, through two healthcare savings agreements in 2014 and 2018, OLR and the MLC
agreed to adjustments (or “offsets”) to equalization payments which significantly reduced the
City’s equalization payment obligations to HISF when the HIP-HMO rate exceeded the GHI-CBP
rate from 2015 through 2020 or resulted in HISF making payments to the City. Further, these
offsets significantly increased HISF’s obligations to the City when the GHI-CBP rate exceeded
the HIP-HMO from 2021 through 2023.

9 The City’s public sector unions administer welfare funds that receive contributions from the City and provide
supplemental benefits to employees and retirees, above and beyond the basic health insurance provided by the City,
such as dental, optical, and prescription drugs benefits.

0 HISF was established as a trust and agency account. In response to GASB 84, which became effective for reporting
periods beginning after December 15, 2018, the HISF was reclassified in 2020 from a trust and agency account to a
Designated Fund. HISF became subject to established standards of accounting and financial reporting of fiduciary
activities.

Payment of recurring benefit expenses is prohibited by GASB guidance. GASB Statement No. 54 states that amounts
set aside for when budgetary imbalances arise or for budget stabilization are subject to controls that dictate the
circumstances under which they may be spent. Stabilization amounts may only be spent when certain specific
circumstances exist. GASB requires that such set asides be subject to controls that identify and describe the specific
circumstances under which they may be spent, and specifies that such circumstances should not be expected to occur
routinely.
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OLR and the MLC also paid for additional benefits when sufficient funds were not available,
contrary to agreements governing administration of the Fund.

Since OLR and the MLC agreed to these one-time and recurring transfers and offsets and
continued to pay for additional benefits when sufficient funds were not available, the Fund is
unable to fulfill its stated purpose(s). The Fund has not made equalization payments due to the
City for FY2020 through FY2023, conservatively has $3.1 billion in liabilities as of April 2025, and
additional equalization payment liabilities for FYs 2024 and 2025 that have not yet been
calculated. Based on prior agreements, equalization payments from the City to HISF will be offset
by a further $500 million in FY2024 and FY2025 unless actual savings are generated by the MLC.

During the Exit Conference, officials in attendance indicated that the stated purposes of the Fund
were not static, that they changed over time, and that the original agreements no longer made
sense. The parties indicated that they were free to make use of the Fund to support collective
bargaining in any way that the City and the MLC mutually agreed to. They also defended their
efforts to achieve savings over time and indicated that their primary concern throughout has been
to ensure that promises in collective bargaining were met and that health care benefits continued
without interruption.

It is not clear, however, why the stated purposes of the Fund were not modified in writing to reflect
what the parties now say was the true purpose of the Fund, or why its status as a restricted fund
was not altered. The new agreements did not alter the stated purposes of the Fund, even though
officials were on notice that its status as a restricted fund from FY2020 required HISF to comply
with Directive 27 and GASB—uwhich both require spending from the Fund to reflect its stated
purposes. Moreover, OLR has provided annual certifications each year since then, verifying that
the Fund is in compliance with requirements, that Fund balances are accurate, and that the Fund
will be used for its stated purposes.

These issues are discussed in detail in the following sections.

$4.3 Billion in Lump Sum Payments and Recurring Transfers
Unrelated to HISF's Stated Purpose

OLR and the MLC have effectively used HISF as a collective bargaining tool, authorizing
significant lump sum or recurring transfers either to the City or union-administered welfare funds
to cover the cost of pay raises, deferred layoffs, and other benefits, that were inconsistent with
the Fund’s stated purposes. Since 2001, these lump sum payments and recurring transfers have
resulted in at least $4.3 billion being transferred from HISF to the City ($2.8 billion) and welfare
funds ($1.5 billion), as detailed in Tables 4 and 5 below.

2014 Healthcare Savings Agreement

Most notably, as part of the 2014 Healthcare Savings Agreement, OLR and the MLC agreed to
transfer $1 billion from HISF to the City “to support wage increases and other economic items”
agreed to in collective bargaining.” In addition, OLR and the MLC agreed to continue making
annual contributions of $65 per member to union-administered welfare funds over four years and
to transfer up to an additional $150 million to union-administered welfare funds over four years,
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from July 1, 2014 through July 1, 2017.

In exchange for raises for City employees and contributions to union-administered welfare funds,
the MLC agreed to generate $3.4 billion in healthcare savings during FYs 2015 through 2018,
and recurring savings each year thereafter. In lieu of actual cost reductions, the MLC was
permitted under the terms of this agreement to meet this obligation by reducing the equalization
payments otherwise due by the City under the original agreement.

None of these transactions were consistent with the declared purpose of HISF, i.e., to support a
second no-cost health insurance plan or new benefits. At the Exit Conference, OLR and MLC
officials stated that the decision to transfer $1 billion from the Fund was made in connection with
the collective bargaining process for labor agreements settled in 2014. At the time this decision
was made, every contract with municipal workers had expired—a majority had expired in 2010
and some had expired as far back as 2007. They also indicated that the City’s healthcare costs
were skyrocketing at that time.

2009 Healthcare Savings Agreement

In 2009, OLR and the MLC agreed to transfer $112 million annually from HISF to the City in
connection with cost savings generated by changes to the GHI-CBP plan, including a change to
the minimum premium hospital plan and the establishment of certain emergency room co-
payments. As of FY2024, these transfers totaled $1.5 billion.

In addition, in 2009, OLR and the MLC agreed to a one-time transfer of $90.3 million to the City
in connection with cost savings associated with the HIP-HMO plan based on new and/or
increased co-payments and the elimination of preventative dental benefits. At that time, the HIP-
HMO rate exceeded the GHI-CBP rate and the City effectively applied anticipated cost savings to
equalization payments that would have been transferred from the City to HISF—the amounts that
would have been paid if the costs of GHI-CBP and HIP-HMO benefits were not reduced.

As part of this same agreement, OLR and the MLC agreed to make a one-time $200 per member
contribution to union-administered welfare funds, for each active employee and retiree. This
amounted to $117 million. They also agreed to use HISF to bear the cost of $18 million in deferred
layoffs.

Table 4: HISF Lump Sum Transfers

Payment Description Agreement To
Year

One-Time Transfer to Cover Wage 2014 City $1,000,000,000
Increases
“Savings” generated from modifications 2001 City $200,000,000

to the method for funding health
benefits for City employees

“Savings” generated through 2009 City $90,300,000
modification of the HIP-HMO program
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Interest on Incurred but not Reported 2001 City $20,000,000
Reserves of HISF

One-Time Transfer to Cover Cost of 2009 City $18,000,000
Deferring June and July 2009 Layoffs

One-Time $100 Welfare Fund 2018  Welfare funds $254,433,862
Contribution Per Active Employee and

Retiree

One-Time $100 Welfare Fund 2018 Welfare funds $129,178,818

Contribution Per Active Employee and
Retiree If Healthcare Savings are Met

One-Time $100 Welfare Contribution to 2016  Welfare funds $118,880,443
Provide Relief for the Escalating Costs

of Prescription Drugs Per Active

Employee and Retiree

One-Time $200 Welfare Fund 2009 Welfare funds $117,034,146
Contribution Per Active Employee and
Retiree

One-Time $100 Welfare Fund 2001 Welfare funds $56,012,330
Contribution Per Active Employee and
Retiree

One-Time $125 Welfare Fund 2001 Welfare funds $6,940,786
Contribution Per Active Employee and
Retiree

Total $2,148,218,256

Table 5: HISF Recurring Transfers as of Fiscal Year 2024

Payment Description Agreement To Amount Since
Year Authorization

Recurring $112 Million Transfer based 2009 City  $1,456,000,000
on “savings” generated through

modifications to the GHI/Blue Cross

program™

1 Beginning in FY2023, the recurring $112 million transfer to the City was suspended.
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Increase in Employer Contribution to 2005 Welfare funds $634,162,670
the Union-Administered Welfare Funds

of $100 Per Year per Active Employee

and Retiree

Welfare Fund Benefits for widows, 2001 Welfare funds $57,585,263
domestic partners, and children of

employees who died in the line of duty

funded by HISF.

Total $2,147,747,933

Since HISF is insolvent, OLR and the MLC agreed to suspend recurring annual payments to the
City and to union-administered welfare funds, effective FY2023. This includes payments to
welfare funds for widows, domestic partners, and the children of first responders who died in the
line of duty.

$3.3 Billion in Offsets to Equalization Payments

Between FYs 2010 and 2014, the HIP-HMO rate exceeded the GHI-CBP rate, and the
equalization payments made by the City to HISF increased from $203.4 million to $573.2 million,
as detailed in Table 6 below. These were consistent with the stated purpose of HISF. Due to the
increasing equalization payments made by the City to HISF, the Fund had accumulated a balance
of $1.7 billion as of June 2014. This was subsequently eroded by offsets to equalization payments
between FY2015 through FY2023 that were predicated on the MLC delivering $4.5 billion in total
health care cost savings over the same period, as well as continuing annual savings in
subsequent years.

Table 6: Equalization Payments Made by the City to HISF (in Millions)
and Fund Fiscal Year-End Balance, FY2010 through FY2014

Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year
2010 2011 2012 2013 2014

Equalization
Payments

Mad by the $2034M  $246.6 M $394M  $570.1M  $573.2M
City to HISF
HISE Year- $4206M  $587.6M  $8942M  $7442M  $1,706.5M

End Balance

2014 Healthcare Savings Agreement

In the 2014 Healthcare Savings Agreement, the MLC agreed to generate cumulative savings of
$3.4 billion for FYs 2015 through 2018, and recurring savings thereafter.
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Under the agreement, the MLC committed to generate savings of $400 million for FY2015, $700
million for FY2016, $1 billion for FY2017, and $1.3 billion for FY2018, and recurring annual
savings of $303.5 million thereafter. OLR and the MLC agreed to consider initiatives that were
intended to achieve these savings. These included switching to minimum premium health
insurance plans or self-insurance; conducting a dependent eligibility verification audit (DEVA);
and adjusting the equalization payment formula. OLR and the MLC agreed to select an
independent healthcare actuary to calculate the savings realized at the conclusion of the
agreement.

In 2018, OLR reported that total cost savings of $3.5 billion were successfully generated between
FY2015 and FY2018. Of this amount, $641 million were direct savings which resulted from lower
healthcare costs. For example, this included combined savings of $443 million due to ineligible
dependents being removed from health insurance plans based on DEVA.

The remaining “savings” of $2.8 billion were achieved through a combination of savings claimed
because actual healthcare costs were less than projected costs ($1.9 billion) and reductions in
the City’s equalization payment obligations to HISF, referred to as “offsets” ($932.5 million).

In June 2017, OLR and the MLC amended the 2014 Healthcare Savings Agreement, ostensibly
to help meet the $3.4 billion cost savings target. In actuality, the agreement merely shifted certain
costs to HISF. OLR and the MLC agreed that HISF would be used to pay certain HIP-HMO
healthcare costs, including coverage of preventative care and prescription drugs required by the
federal government, and State-mandated opioid treatment effective FY2018.

In all four fiscal years, from 2015 through 2018, the HIP-HMO rate exceeded the GHI-CBP rate.
This should have resulted in annual equalization payments to HISF from the City. However, the
combined offsets significantly reduced the amounts the City owed to HISF for FYs 2015, 2016,
and 2017, and resulted in a small payment from the Fund to the City for FY2018. The impact of
the offsets and payments for certain HIP-HMO mandated coverage on equalization payments for
FYs 2015 through 2018 is shown below in Table 7.

As for the recurring savings of $303.5 million that the MLC promised to generate every year after
FY2018, OLR provided documentation generated by healthcare providers to show how these
savings were met in 2018, but since then, have not been reviewed or verified by any healthcare
actuary or other independent expert. No updates to the documentation created in 2018 have been
made.

Table 7: HISF Equalization Payments for FY15 through FY18 (in Millions)

Fiscal Year Fiscal Year Fiscal Year Fiscal Year
2015 2016 2017 2018

Equalization Payment Due

to HISF Based on

Difference between the $525.1 M $402.9 M $375.6 M $351.3 M
HIP-HMO and GHI-CBP

Rates

15 Office of the New York City Comptroller Brad Lander



Fiscal Year Fiscal Year Fiscal Year Fiscal Year
2015 2016 2017 2018

Offsets from 2014

Agreement $(126.8) M $(175.2) M $(236.9) M $(301.4) M

Payments for certain HIP-
HMO mandated coverage $(2.5) M $(53.8) M
from 2017 Agreement

Equalization Payment Due
to HISF from the
City/(from HISF to the
City)

$398.3 M $227.7M $136.2 M $(3.9) M

2018 Healthcare Savings Agreement

In 2018, the City announced that the 2014 Healthcare Savings Agreement was a success and
further, that OLR and the MLC had entered into another agreement. In the 2018 Healthcare
Savings Agreement, the MLC agreed to generate cumulative savings of $1.1 billion for FYs 2019
through 2021, and recurring savings of $100.7 million annually thereafter. As with the 2014
Healthcare Savings Agreement, the 2018 agreement provided for cost savings to be generated
through “offsets” against the equalization payments that would normally be made by the City to
HISF when the HIP-HMO rate exceeded the GHI-CBP rate. In other words, to meet its obligation
to generate savings, the MLC would accept from the City reduced equalization payments into the
Fund. In addition, the 2018 agreement provided for cost savings to be generated if actual
healthcare costs were less than projected costs.

In 2021, OLR reported that total cost savings of nearly $1.2 billion were successfully generated
between FY2019 and FY2021. This amount included claimed savings of $719 million because
actual healthcare costs were less than projected costs, and offsets to equalization payments of
$233 million.

Based on the cost differential between the two plans, which was the original basis of equalization
payments, the City should have made equalization payments to the Fund for FYs 2019 and 2020,
and the Fund should have made an equalization payment to the City in FY2021. However,
because of the savings commitments made by the MLC in the 2014, 2017, and 2018 Agreements,
and the application of offsets to meet those goals, the Fund was required to make payments to
the City in all three years.

When the offsets allowed under the 2014 Agreement, which continued by virtue of the promised
ongoing additional annual savings, and payments for certain mandated HIP-HMO coverage
provided under the 2017 Agreement were added to the offsets provided under the 2018
Agreement, the cumulative impact on the Fund was substantial. The use of offsets to meet the
savings targets resulted in a combined obligation on the part of the Fund to pay the City more
than $1.1 billion. This is shown in Table 8 below.

In FYs 2022 and 2023, both the GHI-CBP family and individual rates exceeded the HIP-HMO
rates, and the annual savings commitments from the 2014, 2017, and 2018 Agreements remained
in place. The higher GHI-CBP rate and the combined offsets required to meet the annual savings
targets mean that the Fund still owes the City close to $2 billion for FYs 2022 and 2023. The
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calculation for FY2022 shows an equalization payment of $918.9 million due to the City from the
Fund, and an additional amount exceeding $1 billion due to the City from the Fund for FY2023.

The Fund is insolvent, however, and has been unable to make equalization payments to the City
since FY2019. Cumulatively, the Fund still owes the City $2.9 billion for FYs 2020 through 2023.
There will likely be additional liabilities generated for FYs 2024 and 2025, but these have not yet
been calculated.

Table 8: HISF Equalization Payments for FY19 through FY21 (in Millions)

Fiscal Year Fiscal Year Fiscal Year Total
2019 2020 2021

Equalization Payment Due
to/from HISF Based on
Difference between the HIP-
HMO and GHI-CBP Rates

$255.7 M $170M  $(150.8) M $274.9 M

Offsets from 2014
Agreement

Offsets from 2018
Agreement

$(304.7)M  $(303.5)M  $(3035M  $(911.7)M

$(50.2) M $(94.1)M  $(100.7) M $(245) M

Payments for certain HIP-
HMO mandated coverage $(66.4) M $(66.4) M $(100.8) M $(233.6) M
from 2017 Agreement

Equalization Payment Due
to HISF from the City/(from $(165. 6) M $(294) M $(655.8) M  $(1,115.4) M
HISF to the City)'2

Offsets Significantly Impacted Fund Balance

The offsets from Healthcare Savings Agreements caused equalization amounts owed to the Fund
to be significantly reduced, or payments to the City to be increased, depending on the difference
between the HIP-HMO and GHI-GBP rates. As detailed in Table 9 below, under the initial
agreement, the Fund would have received payments from the City for FYs 2015 to 2020 ranging
from $525.1 million to $170 million per year. While the Fund would have made payments to the
City for FYs 2021 through 2023, under the terms of the initial agreement the equalization
payments would have been substantially less, between $505 and $517 million per year.

12 Negative outstanding equalization payment amounts reflect the amounts the HISF owes the City each fiscal year
after offsets and mandated payments are applied to the equalization calculation.
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Table 9: Savings Agreement Offset Impact on Equalization Payments

Fiscal
Year

Equalization Payment Under
Initial Agreement

Equalization Payment with
Offsets/Mandates

Paid or Due to Paid or Due to
HISF or City HISF or City

Difference

2015 Paid to HISF $525,081,104 Paid to HISF $398,303,826 $126,777,278
2016 Paid to HISF $402,876,423 Paid to HISF $227,735,518 $175,140,904
2017 Paid to HISF $375,629,452 Paid to HISF $136,200,565 $239,428,887
2018 Paid to HISF $351,319,756 Paid to the City $3,948,020 $355,267,776
2019 Paid to HISF $255,681,412 Paid to the City $165,592,646 $421,274,058
2020 Paid to HISF $170,048,289 Due to the City $293,998,964 $464,047,253
2021 Due to the City $150,792,891 Due to the City $655,799,469 $505,006,578
2022 Due to the City $408,169,908 Due to the City $918,854,256 $510,684,348
2023 Due to the City $520,235,364 Due to the City $1,037,641,517 $517,406,153

Total

$3,315,033,235

These offsets reduced the Fund’s balance year over year, which ultimately led to its insolvency in
FY2022. As detailed in Table 10 below, the Fund had a deficit of approximately $1.9 billion by
FY2023. While the Fund’s balance would still have declined without the offsets, the Fund would
still have been solvent as of FY2023 and would have held a balance of approximately $1.4
billion. ™

Table 10: Savings Agreement Offset Impact on Equalization
Payments

Fiscal Year Ending Fund Balance Ending Fund Balance
Without Offsets With Offsets
2015 $916,235,289 $789,458,011
2016 $2,131,488,732 $1,829,570,550

'3 The auditors cannot determine the Fund’'s FY2024 and 2025 balance without equalization payment calculations,
which have not yet been completed by OLR and the MLC.
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Fiscal Year

Ending Fund Balance

Without Offsets

Ending Fund Balance
With Offsets

2017 $2,127,616,365 $1,586,269,296
2018 $2,539,722,201 $1,643,107,356
2019 $2,905,507,900 $1,587,618,997
2020 $2,857,576,488 $1,075,640,332
2021 $2,368,972,734 $82,030,000
2022 $1,829,009,705 $(968,617,377)
2023 $1,403,784,916 $(1,911,248,319)

Healthcare Savings Dispute

In a January 2025 letter, OLR requested arbitration and the immediate payment of monetary
damages by the MLC “due to the ongoing insolvency of the HISF, ongoing failure to achieve
recurring savings, and the MLC’s unwillingness to implement a new healthcare benefit
modification needed to achieve savings.” In April 2025, the MLC petitioned the New York State
Supreme Court to prevent arbitration. This dispute remains ongoing.

Recurring Expenses for Additional Benefits

HISF was established to help pay for a second no-cost health insurance for City employees and
retirees and, if sufficient funds were available, to fund new benefits. [Emphasis added.] Since
2001, OLR and the MLC have used HISF to pay for additional benefits including the Psychotropic,
Injectable, Chemotherapy, and Asthma (PICA) drug program; a mental health subsidy; and a
managed care program, among other things.'* These benefit expenses are paid on a monthly or
quarterly basis and have increased significantly from $83.2 million in FY2020 to $166.5 million in
FY2024, as detailed in Table 11 below, and in Appendix I.

As early as November 2018, OLR and the MLC were aware that HISF could be insolvent by
FY2021. However, they did not take timely or effective action to reduce health insurance benefit
costs or transfer responsibility for those costs to the City or union-administered welfare funds.
This issue is discussed further below.

In addition, as noted above, HISF was reclassified as a Restricted Account in FY2020, which
requires it to comply with GASB. GASB relevantly requires the Fund to implement controls that
identify and describe the specific circumstances under which funds may be spent and also
requires funds to ensure such circumstances do not routinely occur. In contravention of this

4 The PICA plan provides generic PICA prescriptions, mail order for prescriptions, and fertility drugs. As of July 1,
2005, per the 2005 Health Benefits Agreement, the PICA Drug Plan no longer covers psychotropic and asthma
prescription drugs.
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requirement, OLR and the MLC conducted no re-evaluation of spending, placed none of the
required controls, and continued to use the Fund to pay for routine expenses

Table 11: HISF Additional Benefits and Recurring Expenses's

PICA 2001 $131,371,585
Mental Health Subsidy 2002 $17,095,229
Empire BC Managed Care 2018 $12,990,440
Teladoc Program 2018 $1,466,968
GHI Home Care 2002 $1,554,525
Weight Watchers Program 2017 $583,915
NYCHSRO 2010 $684,027
Diabetes Management Program 2016 $516,154
Consulting Services (Segal) 2001 $192,082
Total $166,454,924

In its written response, OLR stated that it was not until 2018 that it became clear that HISF would
no longer be able to support additional benefits indefinitely and that only after that point could
payments for additional benefits be considered improper. Payments, however, continued to be
made into 2024. In addition, the auditors’ conclusion that insolvency was identified in 2018 is
based on financial projections prepared in 2018; the auditors requested but were not provided
with earlier projections. It is possible that the coming insolvency was projected earlier.

OLR and the MLC Did Not Take Timely or
Adequate Steps to Improve HISF’s Financial
Position

Comptroller’s Directive 27 states that agencies must ensure that the purpose of funds in the
account is being fulfilled.

The auditors requested HISF financial projections that were prepared by OLR or OMB for FYs
2014 through 2024. Only projections made between November 2018 and May 2022 were
provided. Based on a review of the November 2018 cash projections, which were prepared five

5 The table reflects payments made during FY2024; however, as detailed in later sections, the HISF has been unable
to pay certain vendors, and therefore they could and do owe more.
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months after the 2018 Healthcare Savings agreement was signed, OLR and the MLC expected
that HISF would be insolvent by FY2021 with a negative balance of $228 million. They also
projected that the negative balance would grow to $1.8 billion by FY2023, as detailed in Table 12
below. Despite these projections, OLR and the MLC did not take corrective action.

Table 12: HISF November 2018 Cash Balance Projections (in Millions)

Fiscal Year

octon | Fisalyear |
TR | g0te T 2019 [ 2020 [ 2021 | z0m | z0m _

November ($1,004) | ($1,826)
2018 $1,028M  $846 M $369M  ($228) M M M

The 2018 Health Savings Agreement included a provision creating THIPC to study the issues
facing the Fund and to make recommendations, no later than June 30, 2020, for changing the
way health care was provided or funded. The committee was tasked with discussing the financial
status of HISF and potential savings and efficiencies, such as self-insurance or minimum premium
agreements for the HIP-HMO plan, the adoption of a Medicare Advantage plan for retirees,
consolidated prescription drug purchasing, auditing health insurance carriers including claims and
utilization, and issuing RFPs for all medical and hospital benefits, among other things. In addition,
the committee was tasked with investigating how health benefits are delivered in other unionized
settings, including the possibility of cooperating to increase purchasing power and reduce
administrative expenses.

The THIPC did not issue formal findings or recommendations by the due date or otherwise.
According to OLR officials, based on committee discussions, OLR and the MLC sought to improve
HISF’s financial position in two primary ways—by moving City retirees from a Medicare
Supplement Plan (also known as Medigap) to a Medicare Advantage Plan and issuing a
procurement for a new hospital and medical plan for active employees and pre-Medicare retirees.
However, the City’s legal authority to switch retirees to a Medicare Advantage Plan was called
into question in September 2021, and even if permitted, the projected savings were insufficient to
address HISF’s near-term insolvency. In addition, the City did not start to procure a new health
plan until 2022—after the Fund was already insolvent. These issues are discussed further below.

Medicare Advantage

OLR and the MLC began a Negotiated Acquisition for a Medicare Advantage Plan in November
2020, and the City announced that a provider was selected in July 2021. The City estimated that
the new plan would yield savings of $600 million annually, which would be credited to HISF.®

In September 2021, a group of retirees sued the City to prevent implementation of the Medicare
Advantage Plan and to retain their existing Medigap coverage. Litigation on this matter continued
until June 2025. Lower courts found for the retiree plaintiffs, ruling that the City did not have the
authority to shift them to Medicare Advantage; however, the New York State Court of Appeals

16 In July 2021, the City announced that it had selected an “Alliance” between Empire BlueCross BlueShield and
EmblemHealth to provide the NYC Medicare Advantage Plus Program.
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ultimately ruled against the retirees in June 2025. At that point, however, the Mayor announced
that the City has found other ways to address healthcare costs, and that it was no longer planning
to move forward with the Medicare Advantage Plan.

While this matter was being litigated, as discussed below, in June 2022 OLR and the MLC initiated
a procurement for a new healthcare plan to achieve savings. However, OLR and the MLC did not
pursue other potential savings or efficiencies or investigate how health benefits are delivered in
other unionized settings, or opportunities to increase purchasing power and reduce administrative
expenses.

Furthermore, while the $600 million would have improved HISF’s financial position somewhat, it
was not sufficient, on its own, to keep HISF solvent and ensure that the Fund was able to fulfill its
stated purpose(s) of paying the difference between the GHI-CBP and HIP-HMO rates and paying
for additional benefits such as PICA prescription drug program.

OLR provided the audit team with HISF cash balance financial projections that were prepared in
July 2020, July 2021, and January 2022, and assumed that Medicare Advantage savings would
be achieved. Each of these projections showed that HISF would still be insolvent in the near term.

Cash balance projections were prepared in January 2022 that assumed that Medicare Advantage
would be implemented in April 2022. According to these projections, HISF was expected to have
a negative net cash balance at the end of FY2022 of $49 million, and $1.6 billion by the end of
FY2025, as detailed in Table 13 below.

Table 13: HISF Cash Balance Projections Assuming Medicare
Advantage Savings for FY2022 through FY2025 (Prepared January
2022, in Millions)

FY2022 FY2023 FY2024 FY2025

($49 M) ($324 M) ($838 M) ($1,558 M)

After the audit team discussed the findings with OLR and MLC officials, they stated that the Court
of Appeals found that the City had the legal authority to move forward with the plan, and if the
lower courts had decided the case correctly, the savings from the plan would be in the Stabilization
Fund and it could be seeing revenue again. However, as previously stated, the $600 million in
anticipated savings was not enough to cover the Fund’s budget deficit. Further, even though it
had the legal authority, the City ultimately did not go forward with the plan.

New Health Plan

In 2022, the City began procurement of a new employee health plan. This was conducted in
collaboration with the MLC. In June 2025, the City announced that it had selected a joint proposal
from Emblem Health and United Healthcare to establish a self-funded health plan that would
replace the GHI-CBP plan for active City employees, pre-Medicare retirees, and their dependents.
This contract was submitted to the Comptroller for registration in October 2025.

The City has claimed that this contract will expand the network of covered doctors and mental
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health specialists, and potentially save the City a maximum of $901 million per year.'” However,
OLR provided limited supporting documentation related to these potential future cost savings, and
even if realized, they appear insufficient to ensure HISF’s solvency.

The auditors requested but were not provided with HISF financial projections prepared after May
2022. The most recently available cash projections that do not assume Medicare Advantage
Savings were prepared in May 2022. According to those projections, HISF was expected to have
a negative net cash balance at the end of FY2025 of nearly $3.4 billion, and $4.1 billion by the
end of FY2026, as detailed in Table 14 below.

Table 14: HISF Cash Balance Projections for FY22 through FY26
(Prepared May 2022, in Millions)

Fiscal Year
$710 $261 ($143) ($1,006) ($2,122) ($3,357) (54,094)

After the audit team discussed the findings with OLR and MLC officials, they stated that the parties
realize the structure of the HISF is problematic and no longer sustainable.

OLR and the MLC Did Not Report Fund Liabilities
of $3.1 Billion

Comptroller's Directive 27 states that restricted accounts are used for assets held by the City that
are restricted for a specific purpose, and agencies are required to track and monitor the balances
in that fund independently. Restricted funds are also required to undergo an annual certification
which is used to verify the account’s status, its balance, verification that it will be used for its
original purpose, and additional annual reporting criteria.

GASB Statement No. 54 states that restricted fund balances are reported at the same level of
detail as required for restricted net assets in accordance with GASB Statement No. 34, which
states that the difference between a government’s assets and its liabilities is its net assets.

However, as detailed in Table 15 below, OLR and the MLC did not report significant HISF liabilities
including equalization payments and payments to vendors for benefits such as PICA, GHI Mental
Health, BC Managed Care, Teladoc, and others. Instead, OLR and the MLC only reported the
Fund’s balance on a cash basis which does not reflect the true balance of the Fund. As a result,
OLR and the MLC have been materially underreporting the Fund’s deficits since FY2022. This
underreporting of deficits totals approximately $3.1 billion as of April 2025.

7 Under self-funded plans, the City would assume the financial risk of providing health care benefits to its employees.
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Table 15: Unreported Liabilities and Fund Balance

As of AR Unreported
Reported e e Fund Balance | Underreported

Liabilities

Balance

FY 2019 $1,587,618,997 - $1,587,618,997 0%
FY 2020 $1,369,639,296 $293,998,964 $1,075,640,332 21.5%
FY 2021 $1,031,828,433 $949,798,433 $82,030,000 92.1%
FY 2022 $900,035,312 $1,868,652,689 ($968,617,377) 207.6%
FY 2023 $995,045,887 $2,906,294,206 ($1,911,248,319) 292.1%
FY 2024* $842,950,631 $2,906,294,206 ($2,063,343,575) 344.8%
April 2025* $1,023,814,853 $3,115,079,880 ($2,091,265,027) 304.3%

*FY2024 and April 2025 amounts do not include equalization payment amounts for FY2024 and therefore the unreported
liabilities will be higher and the fund balance will be lower.

Primarily, OLR and the MLC have failed to report equalization payments that are owed to the City
as part of its fund balance. As detailed in Table 16 below, OLR calculated equalization up to
FY2023; however, these equalization payments have not been paid since 2020 because the HISF
is insolvent.

Table 16: Unreported Equalization Payments

e e “

2020 $293,998,964
2021 $655,799,469
2022 $918,854,256
2023 $1,037,641,517
Total $2,906,294,206

Additionally, OLR and the MLC have not yet calculated or estimated the FY2024 and FY2025
equalization payments. However, in FYs 2024 and 2025, the HIP rates were significantly lower
than the GHI rates, which would result in equalization payments to the City. Using FY2024 and
FY2025 health insurance rates and FY2023 headcount, adjustments, and savings, the
equalization to the City would be approximately $1.2 billion and $1.3 billion, respectively.

According to OLR, equalization payment calculations are typically done on a two-year lag. For
example, the FY2020 equalization would have been done in 2022. However, health insurance
rates, which are a significant part of the equalization calculation, are generally available to OLR

FK24-070A 24



and the MLC prior to the start of the fiscal year, or are updated during the year. Therefore, OLR
and the MLC should be able to reasonably estimate and report the equalization payment and
Fund balance.

HISF Lacks Transparency and Accountability

HISF is a Designated Fund, comprised of two Restricted Accounts, and jointly managed by OLR
and the MLC. A Labor Management Health Insurance Policy Committee, or Technical Committee,
which consists of City employees and MLC representatives, discusses all City-related health
insurance matters, including the HISF.

According to the Federal Mediation and Conciliation Service, best practices for labor management
committees include establishing guidelines that include statements on:

o the purpose and commitment of the committee

e the structure and size of the committee

e a procedure for the timing, size and exchange of agendas

¢ the time, place, duration and frequency of meetings

e the method for taking and maintaining minutes of the meetings
e other matters unique to their relationship(s)

o the assignment of top representatives as permanent members for each committee, with
provisions for the rotation of “at-large” members.

However, OLR and the MLC did not establish any governing documents that detail:
e committee purpose or authority to act
e how committee and subcommittees members are appointed
e how often committees should meet
o documenting attendees, discussion, and decisions made at committee meetings.

The auditors requested governing documentation which establishes committees and
subcommittees, their responsibilities, member voting rights, and dates they were established.
OLR stated that the laws regarding collective bargaining in New York City and Executive Order
13 set forth the authority of the Commissioner of Labor relations, and collective bargaining
agreements constitute the Technical Committee’s governing documents. However, Executive
Order 13 only relates to OLR’s authority related to collective bargaining, not the Technical
Committee, and collective bargaining agreements are prepared as a result of the Technical
Committee’s meetings. Therefore, there are no governing documents related to the Technical
Committee.

The auditors also requested meeting agendas, materials disbursed at meetings, records of
meeting discussions including recordings, minutes, or notes, for all FY2021 to FY2024
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Committees and Subcommittees. In response, HISF administrators informed the auditors that
there are only meeting agendas and there are no meeting minutes. When the auditors requested
meeting agendas, OLR did not provide agendas and instead stated that HISF is a small portion
of matters discussed in Technical Committee meetings, which is largely reflected in monthly
reports. However, these reports only state HISF’s revenue, expenses, and cash balance; they do
not indicate the Fund’s balance net of liabilities or receivables.

By not establishing governing documents, setting agendas, or recording meeting minutes for the
Technical Committee, OLR and the MLC significantly reduce transparency and accountability of
the HISF.
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Recommendations

Ordinarily, the audit would propose recommendations to management to address deficiencies.
However, given that HISF is insolvent and cannot fulfill its stated purpose(s), the auditors propose
that the City should

1.

Work with the MLC to dissolve HISF and transfer carrier reserves and remaining fund
balances to the City.

OLR Response: OLR did not expressly agree or disagree with the recommendation. OLR
stated the parties must first stabilize healthcare costs and the shortages in funding through
the establishment of the new healthcare plan which they maintain will provide up to $1
billion in savings. Once the plan is in place, OLR stated that the parties will discuss how
to address HISF and generally the long-term framework for health benefits for City
employees.

OLR stated that when the GHI-CBP plan ends, HISF carrier reserves will be used to pay
run-out claims under that plan.

Auditor Comment: As previously stated, the HISF is insolvent. Further, it has at least
$3.1 billion in liabilities and no path to solvency has been identified. Even if the new health
insurance plan generates the anticipated savings, OLR and MLC have not indicated how
they intend to address and improve the financial condition of the HISF.

Create a new Restricted Account for health insurance carrier reserves.
OLR Response: OLR stated that this recommendation will no longer be applicable.

Appropriately budget for healthcare costs and benefits that the City agrees to fund in
collective bargaining.

OLR Response: OLR stated that it agrees that healthcare costs and benefits should be
based on what the City has agreed to in collective bargaining and statutory requirements,
and that it has consistently modified the budget to address variances caused by HISF’s
insolvency.

Recommendations Follow-up

Follow-up will be conducted periodically to determine the implementation status of each
recommendation contained in this report. Status updates are reported in the Audit
Recommendations Tracker available here: https://comptroller.nyc.gov/services/for-the-
public/audit/audit-recommendations-tracker/
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Scope and Methodology

We conducted this performance audit in accordance with Generally Accepted Government
Auditing Standards (GAGAS). GAGAS requires that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions within the context of our audit objective(s). This audit was
conducted in accordance with the audit responsibilities of the City Comptroller as set forth in
Chapter 5, §93, of the New York City Charter.

The scope of this audit was Fiscal Year 2023.

To gain an understanding of OLR’s and MLC’s collective bargaining agreements and their impact
on HISF, the auditors reviewed all health benefit agreements related to the administration of HISF
including the 1984-87 Municipal Coalition Economic Agreement; 1986 Agreement on Health
Insurance Stabilization Fund; Health Benefit Agreements for the period from 1993 through 2021;
Agreement on Medicare Advantage; and related OLR letters for the period 2014 through 2023.

To understand HISF operations, auditors reviewed HISF standard operating policies and
procedures including HISF Organizational Chart; Stabilization Fund Operational procedures; and
Investment Guidelines of Stabilization Funds. The auditors conducted walkthroughs of HISF’s
financial and operating practices, revenue, expenses, and equalization payment calculations.
Additionally, the auditors conducted a walkthrough with OMB to understand their role in reporting
of the HISF.

To identify administrative and reporting requirements applicable to HISF, auditors reviewed
relevant rules, laws, and regulations including NYC Administrative Code §12-126; NYC
Comptroller’s Directives 12A, 24, and 27; GASB Statement Nos. 34, 54, 84; and the Government
Finance Officers Association’s Fund Balance Guidelines for the General Fund.

To assess the financial condition of the HISF, auditors reviewed revenue and expenses using
HISF Cash Basis Cumulative Statements, Annual Fund Balance Certifications, and data from the
New York City Financial Management System (FMS) for FYs 2002 through 2024 and prepared a
Trend Analysis.

To gain additional understanding of equalization payments, revenue, and expenses, auditors
reviewed OLR-prepared equalization payment worksheets for FYs 2020 through 2023; obtained
and verified HISF’'s Cumulative Statement short-term and long-term reserve balances by
comparing annual certifications filed with the Comptroller's Office; calculated HISF’s available
funds to pay outstanding and future equalization payments to the City; and reviewed the history
and status of the Medicare Advantage implementation and its potential impact on HISF financial
condition. Auditors prepared a timeline documenting important dates, information, and decisions
pertaining to the Medicare Advantage Plan Implementation.

To determine whether the HISF funds were used only for the Fund’s intended purpose, auditors
reviewed HISF’'s expenditures and supporting documentation to determine whether expenses
were appropriately assigned to HISF, and new benefits were negotiated in Health Benefit
Agreements and Health Savings Agreements for FY 2023.
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To assess HISF’s efforts in stabilizing HISF's financial condition and transparency of its decisions,
auditors reviewed roles and responsibilities of Tripartite, Technical, and PICA Committees, and
requested documentation of their discussions, financial projections, and recommendations.
Additionally, the auditors reviewed HISF projections from 2018 through 2022 which included
Medicare Advantage implementation forecasts and anticipated health savings.

To determine if HISF administrators had reasonably projected Fund inflows and outflows, the
auditors recalculated actual revenues and expenses and compared the projections to assess the
accuracy of OLR’s projections for FYs 2021 to 2024.

To assess the impact of expenses on HISF’s financial position, auditors identified lump sum
payments, recurring transfers, offsets to equalization payments and routine expenses, and
additional health benefits based on Health Benefit Agreements between 2001 and 2018. Auditors
then calculated the financial impact of the lump-sum payments, recurring transfers, offsets to
equalization payments, and routine expenses on HISF’s fund balance.

The results of the above tests, while not projectable to their respective populations, provided a
reasonable basis for auditors to assess the financial condition of HISF, determine whether HISF
funds are used only for their intended purposes, evaluate whether HISF revenue is properly
assessed and received, and whether HISF’s expenditures were reasonable, appropriate,
adequately supported, and authorized.
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Appendix |

HISF Recurring Expenses since Fiscal Year 2020

Payment
Began Frequency FY2020 FY2021 FY2022 FY2023 FY2024

PICA 2001 Biweekly $22,848,408 $44,909560 $93,799,656  $122,175129 $131,371,585 $423,324,426
"S"j;‘;?;;'ea"h 2002 Annually $40,511,507 $10,843475 $21,359,639  $16,424,843  $17,095229  $106,234,694
Szl O 2018 Monthly $13,538,246 $12,932,365 $13,064,930  $15149,128  $12,990,440  $79,189,447
Managed Care
Teladoc 2018 Monthly $1,754,865  $1,960,558  $2,399,593  $2,161,223  $1,466,968  $11,134,199
GHI Home Care 2002 Quarterly $1,288,350  $878,400  $1,406,700  $1,671,075  $1554,525  $8,732,700
Weight Watchers 2017 Monthly $1,861274  $1,305277  $1,194,782  $1,191,389  $583,915 $7,836,880
NYCHSRO 2010 Monthly $548,816  $315245  $817,381 $1,191,260  $684,027 $4,422,837
I\Dniabetes 2016 Monthly $897,224  $859,424  $880,566 $768,039 $516,154 $4,421,260
anagement
gg:‘;g:;“(%egal) 2001 Upon invoice $374,216 $236,121 $192,082 $814,727
Total $83,248,680 $74,378,519 $134,923,247 $160,968,208 $166,454,924 $646,111,170
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Office of Labor Relati
22 Cortlandt Street, New York NY 10007
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Renee Campion Claire Levitt
Commissioner Depury Commissioner
Daniel Pollak :‘”’H':‘"e Sragy
. L. ng Hong

Fj_rsr Deputy Commissioner [Director of O perations,
Nicole Andrade Empiloyee Benefits Program
General Counsel Beth Kushner

Director of AdminiEs tration,

Empiloyee Bensfits Program

December 3, 2025

Maura Hayes-Chaffe
Deputy Comptroller for Audits

One Centre Street
New York, NY 10007

Dear Ms. Hayes-Chaffe:

This letter is submitted in response to the Draft Audit of the Financial and Operating Practices of
the Joint Health Insurance Stabilization Fund. We appreciate the opportunity to comment;
however, the draft report reflects a fundamental misunderstanding of collective bargaining law,
process, and practice—and how those principles have shaped both the past and future of the
Health Insurance Stabilization Fund (HISF). The report mischaracterizes the role and history of
the HISF and the nature of the City and the Municipal Labor Committee’s (MLC) collective
bargaining over the Fund and over health benefits more broadly.

The report rests on a flawed premise: that the Stabilization Fund was a static vehicle created for a
single, permanent purpose. In reality, the Fund has always been a product of collective
bargaining, and its use has always been subject to the terms mutually agreed upon by the parties.
Like any collectively bargained provision, its terms may be and have been modified, expanded,
or repurposed through subsequent negotiations.

Even if the City and the MLC had originally intended that the Stabilization Fund be used solely
for the cost of the CBP plan, nothing in law or practice would prevent the parties from amending
that agreement through future bargaining. The Comptroller’s draft report does not—and
cannot—identify any document establishing an incontrovertible purpose for the Fund that would
support the conclusions reached.

The Stabilization Fund has never functioned as a distinct, stand-alone entity akin to a welfare

fund. It has always been a City account used as part of the collective bargaining framework, and
it has consistently been treated and utilized in that manner. Since the 90's, when the Stabilization
Fund began to build up a funding balance, the City and its unions, under the full authority of the



Addendum |
Page 2 of 7

Taylor Law and New York City Collective Bargaining Law, and through numerous Mayoral
administrations, have negotiated the use of the Stabilization Fund for purposes related to terms
and conditions of employment for City employees.

The Stabilization Fund’s assets were not misused at any time. They were used to pay for
essential benefits for City employees as agreed to through collective bargaining, including
coverage of prescription drugs through the welfare funds, the PICA program providing life-
saving specialty drugs, averting layoffs, and funding labor agreements for the entire workforce.
There is nothing improper about any of these uses, which were agreed to by the MLC and every
individual union through the collective bargaining process.

The report also fails to grapple with the challenge of containing rising health-care costs while
maintaining the high-quality health benefits that City employees deserve. As a result, although
the report criticizes the City and the MLC for not pursuing a different course of action, it
provides no meaningful insight into what viable alternatives were available or should have been
pursued. In light of the requirement to collectively bargain health benefits, the City was
essentially faced with three choices: 1) seek reductions in benefits or increases in employee
costs, which could not be achieved without MLC agreement or extensive litigation due to the
requirements of collective bargaining; 2) assume responsibility for costs previously addressed
through collective bargaining, which would have shifted substantial financial burdens onto
taxpayers and undermined the City’s long-term bargaining position regarding health benefits; or
3) seek to make up the funding shortfall in collaboration with the MLC through large-scale
initiatives that maintained high-quality health care, while preserving the City’s legal rights.! The
City chose the third option in the interests of taxpayers and employees. In doing so, the City
worked with the MLC on procuring a new primary plan for both the active and pre-Medicare and
the Medicare-eligible populations. The initiatives that the report characterizes as inadequate
were, in fact, the only legally and practically feasible means of achieving necessary savings
without imposing undue burdens on employees or the City budget.

The report’s focus is solely on the financial health of the HISF and ignores all this context. The
City and the MLC could have ensured the financial health of the fund simply by seeking to
increase the cost of the HIP plan, but such an approach would be at odds with the goal of seeking
savings while preserving high-quality care and only have a negative effect on City taxpayers and
employees by dedicating resources to inefficient healthcare costs.

Responses to the detailed findings and recommendations are set forth below.

" As noted in the report, the City has sought arbitration regarding the inability of the HISF to make payments
for PICA and other benefits, and the matters remain pending.

2
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Response to Findings

Finding: HISF is Insolvent

Response: While the City agrees the HISF is currently insolvent, its outstanding debts and future
status can only be resolved through collective bargaining. The HISF is not a fiduciary fund and
its shortfalls represent a need to bargain over the increasing cost of healthcare for employees, not
a failure of financial management. Whether the fund is modified to address its solvency or
ultimately dissolved is an issue for the City and the MLC to bargain.

This finding focuses on the misguided claim that the HISF’s use was not consistent with its
stated purpose. As referenced at the outset, this finding ignores the nature of the fund as a
product of collective bargaining. The HISF was established in the 1984-1987 Municipal
Coalition Economic Agreement between the City and a coalition of unions. Therefore, it was
originally part of a broader agreement that covered wage increases and other benefits. The
language specifically stated that, in addition to paying the cost of the CBP plan (above HIP), the
HISF could pay for new benefits if sufficient funds were available. It did not define what
benefits would be appropriate to fund or even limit it to funding health benefits, as such funding
would always be subject to the agreement of the parties pursuant to collective bargaining.

As the HISF accrued a balance of nearly two billion dollars, the City and the MLC used the
funds for additional benefits, as envisioned in the original agreement. Welfare fund payments
went to support the provision of prescription drugs to City employees. With the welfare funds
unable to afford the rising cost of specialty drugs, the HISF was used to pay for vital
psychotropic, injectable, chemotherapy, and asthma drugs. Payments to the City helped avert
layoffs during the height of the 2008 financial crisis and then were used to help the City absorb
the tremendous cost of retroactive wage increases in 20142, All these uses were for benefits for
City employees as envisioned in the original agreement.

Even were such uses inconsistent with the original language, the alleged “stated purpose” is not
found in any documents other than the collective bargaining agreements establishing the fund,
and as with all collective bargaining agreements the provisions of those agreements could be and
were amended by subsequent agreements. Nothing in the laws governing collective bargaining in

2 At the time of the $1 billion transfer in 2014, hundreds of thousands of City employees had gone four years
without a contract, with many had gone six years. Without the transfer of monies from the HISF, the labor
agreements made at that time may not have been possible and instead, either the City would have been
faced with unmanageable retroactive wage increases, or hundreds of thousands of City employees,
including teachers and nurses, would have seen lower wage increases than their counterparts.

3
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New York City restricted the City and the MLC from adding other purposes to the fund. It is
therefore strange that the report states, “it is not clear, however, why the stated purpose of the
fund was not modified in writing to reflect what the parties now say is the true purpose of the
fund....” The uses were consistent with the language set forth in the original agreement, and in
any event, the original agreement was modified in writing by the later agreements to use the
HISF for welfare fund contributions, PICA, etc.

The report appears to concede, albeit only implicitly on page 22, that it was not until 2018 that it
became clear the HISF would no longer be able to support these benefits indefinitely, and that
only after that point could the use of the HISF for the agreed-upon purposes be considered
improper. That acknowledgement, however, is buried after pages of assertions that the use of the
HISF for various costs and benefits was per se improper from the outset. Those assertions are
incorrect. Both the plain language of the agreement establishing the HISF and the well-
established principle that parties to a collective bargaining agreement may amend or clarify their
obligations through subsequent bargaining make clear that the uses at issue were permitted
during the relevant period.

The audit also fails to convey an understanding of the "offsets" that have been owed to the City
pursuant to the 2014 and 2018 health savings agreements. These offsets are not simply payments
to the City from the Stabilization Fund but are linked to plan changes in the CBP plan that
provided savings. Absent the offsets, any savings in the CBP plan would accrue solely to the
Stabilization Fund and not to the City treasury and therefore be counted towards the health
savings goals. The parties fully understood that achieving savings meant making changes in the
plan with the most employees, and the offsets were the only mechanism to achieving that. The
offsets allowed CBP plan changes that achieved efficiencies and savings to actually count
towards the MLC's savings obligations. Those plan savings and the offsets are fully linked, and
in their absence the Fund would have owed more money for the CBP plan and be in the same
financial situation as it was with the plan changes and corresponding offsets.

Finding: OLR and the MLC Did Not Take Timely or Adequate Steps to Improve HISF’s
Financial Position

Response: The report chooses to ignore the ongoing collaborative efforts of the City and MLC
to seek savings in the delivery of health care without negatively impacting City employees. The
report incorrectly states that the City and MLC did not take corrective action after becoming
aware in 2018 that the HISF could not fund the benefits it was responsible for on a long-term
basis. However, the parties were constantly engaged in efforts to find healthcare savings, which
would generally improve the HISF’s financial position. In 2019 and 2020, despite the onset of
COVID-19 and the inevitable shift of all discussions of healthcare to that crisis, the parties
proceeded with several savings initiatives, including mandatory HIP enrollment for new hires,

4
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new care management programs, and procurement of a new PICA contract to provide savings on
one of the HISF’s largest expenses.’ The City and MLC then engaged in two major initiatives
that had not been attempted in decades; procurements for new plans for both Medicare-eligible
retirees and for the active and pre-Medicare retirees. These were not insignificant efforts and
have involved considerable time and effort on the part of City and MLC principals, staff, and
consultants.

The $1.6 billion in savings the City and MLC sought through these efforts was to address the
funding shortfall the report identifies. Had Medicare Advantage been implemented as scheduled
rather than delayed by legally faulty court decisions, the HISF would have received over $2
billion by now from those savings and maintained solvency for a longer period, and with the full
$1.6 billion in savings that would have been achieved including the new pre-Medicare plan, the
parties could have exceeded the shortfall facing the HISF in the long-term.

Notably, the report does not suggest any alternatives that could come close to those savings. The
City and the MLC had already implemented numerous changes to improve efficiencies within
the existing plans. The only realistic alternative to these new procurements would have been
substantial reductions in benefits or significant increases in employee costs; steps that would
have been especially harmful at a time when City employees were emerging from the COVID-19
pandemic and the City was facing serious recruitment and retention challenges. To put the
magnitude in perspective, $1.6 billion in savings is equivalent to an average employee premium
of roughly $5,000 per year when they currently pay $0 premium, which both the City and the
MLC have sought to preserve.

Finding: OLR and the MLC Did Not Report Fund Liabilities of $3.1 Billion

Response: As the report notes, equalization is generally done on a two-year lag. This is due to
the CBP plan’s minimum premium structure, where the City pays the actual claims cost rather
than just the premiums. All claims are not fully reconciled until the carriers provide a final
settlement, typically one to two years after the close of the fiscal year. At the time the request for
the fiscal year 2024 equalization calculation was received, the fiscal year 2024 final settlement of
claims had only recently occurred, and fiscal year 2025’s final settlement has still not occurred,
making the formal equalization calculation impossible. While the report states that estimates
could be made, such estimates would not serve any purpose at this point. The parties are well
aware of the outstanding liabilities of the fund and that the 2024 and 2025 equalizations will add
to that. Meanwhile, the HISF’s balances are regularly reported in the City’s Annual
Comprehensive Financial Report, consistent with GASB reporting requirements. The

3These initiatives and others are set forth in the “Report on FY 19 — FY 21 Health Care Savings,” which was
provided to the Comptroller’s audit team.
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Comptroller receives and approves the HISF’s certificate of representation on an annual basis
and has never raised any issues about insufficient reporting before the findings of this audit.

Finding: HISF Lacks Transparency and Accountability

Response: The report claims that “by not establishing governing documents, setting agendas, or
recording meeting minutes for the Technical Committee, OLR and the MLC significantly reduce
transparency and accountability of the HISF.” As the report notes, OLR confirmed there are
agendas for these meetings, but did not provide them as the HISF is just a small component of
what is discussed by the Committee. These meetings are attended by dozens of union and City
representatives and are open to all approximately 100 municipal unions that are part of the MLC,
providing full transparency and accountability of the committee’s business to unions
representing every city employee.

To the extent the report suggests that releasing these documents would enhance public
transparency, such transparency would be misplaced. Collective bargaining is not designed to be
conducted in the public sphere; it is a negotiated relationship between the collective bargaining
parties themselves.

Response to Recommendations

Recommendation 1: Work with the MLC to dissolve HISF and transfer carrier reserves and
remaining fund balances to the City.

Response: The City agrees that the current bargaining framework for City health benefits and
the HISF must be revised. The parties have sought first to stabilize healthcare costs and the
shortages in funding through the establishment of the NYCE PPO plan, which will provide up to
$1 billion in savings to reduce costs, while providing an improved health plan for City
employees, pre-Medicare retirees, and their dependents. While the report claims OLR provided
limited supporting documentation for those savings, it fails to mention a detailed meeting during
which OLR and its consultant walked the Comptroller’s office through the savings calculations.
These calculations were done by expert actuaries consistent with industry standards, were part of
the negotiated acquisition bid evaluation, and are reasonable and support projections of savings
under the plan.

Once the plan is in place and moving forward, the City and MLC can and will discuss how to
address the HISF and generally the long-term framework for health benefits for City employees.
Given the impact of the new plan on those discussions and the numerous attempts to stop
implementation of the plan, any long-term agreement prior to that would be premature.



Addendum |
Page 7 of 7

With the implementation of the NYCE PPO Plan, the GHI-CBP plan will cease and the carrier
reserves held in the HISF will be used to pay the run-out claims under that plan.

Recommendation 2: Create a new Restricted Account for health insurance carrier reserves.

Response: As indicated above, the carrier reserves will be used to pay run-out claims of the CBP
plan after it ceases at the end of 2025. As the new plan is a self-funded plan, there are no carrier
reserves for the NYCE PPO Plan. Therefore, this recommendation will no longer be applicable.

Recommendation 3: Appropriately budget for healthcare costs and benefits that the City agrees
to fund in collective bargaining.

Response: The City agrees that healthcare costs and benefits should be budgeted based on what
the City has agreed to in collective bargaining as well as its statutory requirements. The City has
regularly funded its employee and retiree healthcare costs at the levels required to meet these
collectively bargained obligations and has consistently modified the budget to address the
variances caused by the HISF’s recent insolvency while pursuing a collectively bargained
remedy, rather than baselining a skyrocketing expense or offloading it to employees and retirees.
Despite challenges due to litigation and delay, as noted above, the City is confident that its
efforts at health reform and the implementation of the NYCE PPO plan will achieve the savings
necessary to bring health costs back in line with the budget.

The Office of Labor Relations remains committed to working with our labor unions to seek
efficiencies in the delivery of health care coverage while continuing to deliver high-quality care.
All our efforts have been towards that goal, and we will continue to seek every avenue to achieve
it.

Sincerely,

—

Renee Campion
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December 3, 2025
TO: Mr. Brad Lander, Comptroller
FROM: MLC Executive Board
RE: MLC Response to HISF Audit

The New York City Municipal Labor Committee, a statutorily-based
consortium of the City’s 102 public sector unions (the “MLC”), submits this
response to the Office of the Comptroller’s (“Comptroller”) revised report on
the audit of the Joint Health insurance Stabilization Fund (the “report”). While
the MLC does not challenge its conclusion that the Stabilization Fund should
be wound down, the report continues to improperly view the Stabilization
Fund with blinders in its myopic focus on what would support an outmoded
model of equalization rather than what would produce a better healthcare plan
that would be economically sound.

The Stabilization Fund was created through collective bargaining
between the City and the MLC, and never set up to operate under strict
limitations of purpose. It is governed not by a single 40- year-old agreement,
but by the New York City Collective Bargaining Law which empowers the
MLC and the City to enter into agreements and then later modify those
agreements to address changing circumstances. While the initial focus of the
Stabilization Fund was to examine the relative costs of the HIP Health
Maintenance Organization plan (HIP HMO”) and GHI Comprehensive
Benefits Plan (“GHI CBP PPO”) and seek to “equalize” them so that two plans
were available to employees at no cost, it was never the intent to so straitjacket
the fund’s purpose. As conceded too late in the report, even the original
agreement contemplated that additional benefits could be provided when there
were sufficient reserves, which, for most of its existence, there were. Indeed,
as the report recognizes, there was no trust indenture or other document created
that would limit its use. Rather, the Stabilization Fund, a creature of collective
bargaining, was intended to assist the parties —the City, as employer, and the
MLC, as employee representative—in effectuating a quality healthcare
program for the workforce that would be cost effective for the City taxpayers.

Indeed, the fallacy of the report’s approach is best demonstrated by its
attack on the parties for utilizing Stabilization Fund money to pay for
chemotherapy drugs, the principal part of the PICA program, and for chronic
disease and care management programs. Think about it: being attacked for
funding cancer treatment, criticism that ignores that the City, as employer, is
required to provide for chemotherapy for its workforce. Similarly, the report
criticizes the parties for having the Stabilization Fund make contributions to
the unions’ welfare funds largely to provide prescription drug coverage again,
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many of those drugs required by governmental regulation. Further, the report goes so far as to chide the
parties for having funds used to support the Line of Duty Widows and Orphans Fund, one designed to ensure
that those who lost loved family in the service of the City be able to maintain benefits coverage. That the
parties agreed to have those amounts paid out of the Stabilization Fund rather than a general one hardly
supports the report’s flawed conclusion that the parties somehow ignored their responsibilities in managing
the Stabilization Fund.

In fact, the report now acknowledges that the Stabilization Fund could consider supporting other
health benefits but, in its view, only after ensuring equalization. The fundamental flaw there, however, is that
it denies the parties the ability to decide that equalization was now interfering with the true primary directive:
providing quality healthcare in a responsible financial manner.

As explained to the Comptroller’s Office in interviews and in our prior submission, in the face of
ever-increasing healthcare costs, the parties recognized that change was needed. Much time has been spent
in detailing the 2014 and 2018 Healthcare Savings Agreements—negotiated to bend the arc of escalating
costs. What had become apparent was that the desire to support the Stabilization Fund so that “equalization”
could be accomplished was leading to the perverse result of avoiding accomplishing savings that would have
the effect of decreasing sums going into that fund. Accordingly, on the urging of the City Office of
Management and Budget (“OMB”), the parties (frankly, led by the MLC) negotiated with EmblemHealth to
lower the cost of the HIP HMO plan, the City’s benchmark, as the linchpin for the 2014 Healthcare Savings
Agreement. As set out below, this was done recognizing that it would accelerate the draw down of the
Stabilization Fund.

Reductions in the HIP HMO rate have historically been viewed as the truest way to secure savings on
healthcare expenditures. Because the City’s Administrative Code establishes the HIP HMO plan as the health
plan the City must provide to all City employees at no cost, any reduction to the cost of that plan represents a
reduction in the City’s budget obligation. Whether someone is enrolled in the HIP HMO, or the current GHI
CBP PPO, the City’s statutory responsibility is to pay the HIP HMO rate for each employee.

Should an employee elect a plan that costs less than the HIP HMO rate, the difference between that
premium and the respective HIP HMO premium was deposited into the Stabilization Fund for use by the
City and the MLC to provide additional benefits (like PICA). As such, according to OMB, reducing costs of
other City health plans did not represent a true savings to the City, for it created an additional contribution to
the Stabilization Fund. Conversely, reducing the costs of a plan that is more expensive than the HIP HMO
would result in the City taking out (or “intercepting’) those amounts from the Stabilization Fund. This
intercept allows the City to realize savings created by changes to other plans, even though the HIP HMO rate
does not change. The intercept did not reflect some nefarious or frivolous purpose, as the report attempts to
imply; rather, it goes back to the City to defray costs paid from other funds for the same purpose— the
provision of quality health benefits earned by those who make our City work.

Over time, this structure created a perverse incentive where real reductions in medical spending were
not being viewed as savings if they did not reduce the HIP HMO premium rate. Changes and programs put
in place to reduce medical costs in the GHI CBP PPO (the City’s largest health plan) were not counted as
savings, and in fact the reductions realized resulted in money being taken out of the Stabilization Fund.
Under this construct, there was a disincentive to reduce the HIP HMO rate (i.e., initiatives to get City
employees healthier in that plan), since doing so would increase the differential between the cost of the HIP
HMO and the GHI CBP, resulting in more money coming from Stabilization to pay those savings.

This dilemma led to the creation of the Tripartite Healthcare Committee, comprised of
representatives from the MLC, the City and chaired by Arbitrator/Mediator Martin Scheinman, with the goal
of ensuring quality healthcare while still preserving no member contribution to premium in a more rational
economic structure. To do this, all agreed, would require a re-thinking of the current program. And under
the auspices of the Tripartite Healthcare Committee, numerous meetings and discussions were had, assisted
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by healthcare consultants both for the MLC (Segal) and the City (Milliman), leading to the understanding
that the emphasis on preserving equalization above all else was interfering with obtaining true savings.
Underlying that recognition was the fact that lowering the HIP HMO rate and/or diminishing subsequent
increases not only achieved immediate direct savings but also ensured savings would be recurring since the
next increase would be off of a lower rate than what would otherwise have been. Yet, contrary to the
report’s implication, the parties recognized that this change—reducing the HIP HMO rate —necessarily
would reduce the amount of money going into the Stabilization Fund and over time lead to its demise. But
that was viewed as appropriate to be able to properly control the cost of healthcare. And that is why the
MLC and the City sought to reimagine the healthcare program so that one could be developed to preserve if
not improve upon the quality of the GHI CBP PPO program and still lower costs.

Recognizing that the parties and the consultants would need time to arrive at a new plan, far from
being asleep at the switch as the report implies, the MLC and the City simultaneously worked on interim
steps that would slow the anticipated demise of the Stabilization Fund. One such measure was to move
Medicare-eligible retirees from the existing Medicare supplement plan to a Medicare Advantage (“MA”)
one. At its inception the savings were estimated by both sets of healthcare consultants to be $600 million
annually. And while that sum would not in and of itself prevent the ultimate decline of the Stabilization
Fund, it would materially slow the process to allow for the development and procurement of a new PPO plan
to succeed the current GHI CBP PPO.

Unfortunately, a series of lawsuits were brought challenging the MA plan which prevented the MA
plan from going into effect. After several years of litigation, the New York Court of Appeals this past year
reversed prior rulings and allowed the MA plan to go forward. By this time, the parties had succeeded in
arriving at a new PPO plan, the NYCE PPO, which improved benefits, maintained the no member
contribution to premium and existing copay levels, all while slated to save upwards of $1 billion annually.
In light of this, and subsequent changes in levels of federal subsidies for MA plans, the City made the
decision not to go forward with an MA plan.

While the report acknowledges the promise of the new NYCE PPO plan (indeed, the Comptroller’s
Office has now registered the contract between the City and the Co-Administrators of the plan,
EmblemHealth and United Healthcare), the MLC and the City are faulted for the amount of time it took to
arrive at this accomplishment. According to the report, the MLC and the City should have done
something—though it never quite says what—the moment the Stabilization Fund approached insolvency.'
Yet, that was neither practical nor, importantly, in the best interests of the City workforce. As indicated
above, even the report (buried at the end) acknowledges that it was proper for the Stabilization Fund to be
used to pay for important benefits, like chemotherapy drugs, injectables and chronic disease and care
management programs. The “wrong,” according to the report, was not ceasing such payments once the
Stabilization Fund was in decline. But the parties were working assiduously to create a better, more rational
program. And, what was to happen to the life-saving benefits that the Stabilization Fund was properly
paying during the years it was flourishing? Hard to believe the Comptroller’s Office really contends that they
should have been abruptly terminated.

If the benefits provided all these years were legitimate and a new promising PPO program has been
developed, what really, then, is the Comptroller’s Office’s beef? In assessing the operations of the
Stabilization Fund for some half century, the Comptroller’s Office seems to be fixated on an administratively

! The Stabilization Fund still maintains hundreds of millions of dollars on account, still receives interest on those sums, but they
are being held in reserve to satisfy some level of incurred claims to the carriers upon the end of the current GHI CBP PPO
program.

2 Though repeatedly criticizing the City’s “intercepts” as if they were some form of conversion, the report ignores entirely that
such funds were intercepted and moved to the City’s general funds where they could be used to pay for a variety of benefits and
services. There is no claim that either the City or the MLC diverted funds outside the needs of the City or its workforce. The
programs paid for by the HISF are but a small part of the larger health benefits program administered and paid for by the City.
Moving funds from one part of that plan to another is not improper when based on good faith collective bargaining.
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determined accounting label under GASB applied for the first time in 2020, long after the Stabilization Fund
had taken on providing PICA benefits and continuation of coverage for widows and orphans and many other
benefits the report contends may not have been permitted under the GASB label. But the analysis speaks
more to a potential mislabeling of the Stabilization Fund a few years ago than any improper management
through its existence. One simply cannot take a designation applied in 2020 and restrict it to the initial
parameters of the Fund from the 1980’s to the exclusion of subsequent agreements. The resulting analysis
will necessarily be missing important aspects of its operation.

More fundamentally, the report applies an unrealistic measuring stick to the City, the MLC and the
Stabilization Fund that ignores the application and operation of the collective bargaining laws. This is
evident from the complaint that the Fund lacked a clear decision-making authority that permeates the report.
All decisions about the Stabilization Fund (and all City employee health benefits) are made at the bargaining
table. That authority is clearly set forth in law, designating the exclusive bargaining agents, obligating the
City to bargain in good faith and prohibiting unilateral changes to employee and retiree health benefits.
Nothing could be more clear. Collective bargaining is complex and involves more than just the fate of the
Fund. Aside from vaguely complaining that the parties to complex agreements navigating a worldwide
pandemic, exponential health care inflation and myriad other matters did not act quickly enough, the report
offers no other realistic path or alternatives that the MLC and the City failed to consider. The practical reality
on the ground is that there were no quick or easy solutions, but the MLC and the City continued to work in
good faith, creatively and responsibly (despite setbacks outside the parties’ control), to bring a better and
more efficient order to the City health programs while maintaining the level of health benefits promised to
the people who make the City work. While the Stabilization Fund at one time served as a flexible tool in that
process, that no longer became the case and its continued existence is not ordained by any law. It was a
creation of collective bargaining and will ultimately be resolved through such bargaining, which is exactly
what the MLC and City have been working towards the past several years without any admonition from the
Report that they need to so act.
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