
 

 
Narrative Summary  

of Proposed 2017 Premium Rate Adjustments 
 
Background 
 
North Shore-LIJ CareConnect Insurance Company, Inc. (“CareConnect”), New York State’s first 
provider-owned commercial insurance company, was founded in 2013 by Northwell Health 
(formerly North Shore-LIJ Health System). CareConnect is built on customer service and 
powered by integration into a health care delivery system, and its innovative model helps 
members get the most effective and efficient care possible while keeping their costs low. 
CareConnect offers a broad range of plans on and off New York’s marketplace, the New York 
State of Health (“NYSOH”), to address the needs of individuals, families, and small and large 
groups. 
 
Current Situation 
 
In its first three years of operation, CareConnect offered some of the lowest rates available to 
individuals and groups seeking coverage on and off the NYSOH. To maintain those low rates, 
CareConnect requested only modest premium increases for many of its plans for 2015 and 
2016 and actually requested a substantial (14%) rate decrease for its small group plans for 
2015. Now, for 2017, due to a range of factors, CareConnect must seek more significant rate 
increases. In this narrative summary, we explain the need for and reasons behind our proposed 
rates for 2017. CareConnect is viewing our 2017 individual rates as a “market correction” 
(further explained below). Similarly, our proposed 2017 small group rates reflect unanticipated 
costs resulting from unique and isolated events that disrupted the New York health insurance 
market in 2015, most notably the collapse of Health Republic, as well as outsized estimated 
2016 and 2017 expenses stemming from the federal risk adjustment program (also explained 
below). It is our expectation and belief that even after these rate increases, CareConnect will 
remain one of the most affordable options for consumers in the New York metropolitan area 
who are seeking individual or small group coverage.  
 
Proposed 2017 Rates 
 
CareConnect is requesting a 15% average increase in 2017 premium rates for its small group 
plans. For individual plans, CareConnect is requesting a 27% average increase in 2017 
premium rates in the Long Island geographic area and a 32% average increase in 2017 
premium rates in the New York City geographic area. 
 
Premium Rate Development 
 
In general, premium rates developed by CareConnect must be based on sound actuarial 
principles and cover all medical costs (including, for example, charges for physician visits, 
inpatient care, outpatient care, rehabilitative services, imaging, laboratory tests and prescription 
drugs); administrative costs (including, among other things, the cost of customer service, claims 
processing, system maintenance and upgrades, marketing and member education); claim 
reserve requirements; taxes and regulatory fees (including the New York State premium tax; the 
covered lives assessment; the New York State Health Care Reform Act, or HCRA, surcharge; 
the New York State 206 assessment, which helps fund the Department of Financial Services; 

North Shore-LIJ CareConnect Insurance Company, Inc. 
2200 Northern Boulevard, Suite 104, East Hills, NY 11548  CareConnect.com 

 
 



 

the risk adjustment user fee; and the fee to fund the Patient Covered Outcomes Research 
Institute, or PCORI), and also allow for a small margin.  
 
 
 
Proposed Rate Increase Components 
 
Our requested 2017 premium rate increase reflects several factors. 
 
Some of these factors are predictable in the world of health insurance, such as the fact that the 
cost of health care services increases every year. This upward trend is due to growth in what’s 
known as unit cost (the amount hospitals and physicians charge health plans), advances in 
technology (for instance, increased usage of robotic surgery), and skyrocketing pharmacy costs 
that can be traced to the availability of new, costly treatments and to industry drug pricing.   
 
Each year, we also review something called area factors. Just as real estate prices are higher in 
the New York metro area, health care costs are known to be higher in this area, since they 
reflect the higher price of office space and the higher salaries earned by local workers, among 
other things. New York insurers are allowed to increase premiums accordingly. However, for 
small group plans, CareConnect decided to absorb these costs related to geographic area; they 
do not figure into our requested 2017 premium rate increase for these plans.  
 
In addition to these expected premium drivers, a number of unusual factors are affecting 
insurers’ calculations this year. 
 
There is a growing acknowledgment among health insurers and health care analysts nationally 
that the individual market is underpriced for the population currently enrolled, and that a market 
correction is necessary. Individuals signing up through exchanges have proved to be sicker than 
was previously thought. Some data shows that people on the individual market are being 
admitted to the hospital 84% more and using the emergency room 79% more than had been 
expected, and that medical costs for people with individual plans are averaging as much as 22% 
more than anticipated.1 The Affordable Care Act risk corridor program was intended to 
compensate for the risk that people who had previously been uninsured would have a pent-up 
need for medical care, by creating a mechanism through which insurers spending unexpectedly 
high amounts on claims would be subsidized by insurers with claims below the expected levels. 
However, funding for the program fell short, leading to a payout of 12 cents on the dollar for 
2014 (a shortfall of $2.7 million) and zero payout for 2015 and 2016 (estimated shortfalls of $5 
million for each of those years). This defunding occurred after CareConnect’s 2016 rate filing, 
creating a substantial loss in our individual business, and leading to the need for a substantial 
one-time adjustment in our 2017 rates. Additionally, the Affordable Care Act’s reinsurance 
program, which was designed to mitigate risk for insurers, terminates at the end of 2016.  

These factors, among others, help explain why several national carriers have reported poor 
financial performance in the individual market and why some have announced plans to exit that 
market. The alternative to withdrawing is to attempt a pricing correction. 

An unexpected and very significant driver of the need to increase small group rates for 2017 is 
CareConnect’s obligation to reserve for the Federal Risk Adjustment program. This program 
was created by the Affordable Care Act in order to transfer funds from health insurers whose 

1 http://www.bcbs.com/healthofamerica/newly_enrolled_individuals_after_aca.pdf 
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members, as a whole, have lower-than-average actuarial risk to insurers with relatively high-risk 
populations. However, it has become clear that the risk adjuster program penalizes small start-
up insurance companies (such as CareConnect) that are trying to innovate and bring more 
affordable products to the market. The risk adjustment program uses member data to determine  
 
member risk, yet new insurers lack historical data on their members. As a consequence, their 
membership may look healthier than it really is, with the result that new insurers may face 
financial harm from this program that was meant to bring them relief. We anticipate paying an 
estimated $16.4 million in 2016 for our 2015 risk adjuster liability—an amount equal to nearly 
one-third of the entire premium revenue we collected for 2015. Based on a preliminary analysis, 
we estimate that we may owe as much as $94 million for 2016 and $61 million for 2017 risk 
adjustment, respectively; these estimates may represent a worst-case scenario, yet they are 
within the realm of possibility and clearly impossible to sustain. Given its size and youth, 
CareConnect cannot bear expenses of this magnitude without passing some of the liability on to 
its membership. Estimated liabilities associated with the federal risk adjustment program 
account for two-thirds of the increase we are seeking in our small group rates.  
 
In addition to the risk adjustment program, which will have an ongoing and cumulative impact on 
CareConnect, and the risk corridor de-funding, which has a one-time impact, several 
consequential and unanticipated occurrences in 2015 and 2016 contributed to our need to 
increase rates for 2017. These events included the fact that in November 2015, New York 
insurers were required by the Department of Financial Services to administer an unexpected 
special enrollment period for members of Health Republic, whose coverage had been ended by 
the state. As a result, CareConnect gained approximately 8,500 new individual members and 
33,000 small group members in December 2015. The administrative costs associated with 
enrollment, onboarding, and servicing this new population had a disproportionate impact on 
CareConnect, which at the start of the special enrollment period had just 16,000 individual and 
11,000 small group members. Moreover, CareConnect was asked, as were all New York 
insurers, to credit these new members for the amount they had paid toward their 2015 
deductible under Health Republic, costs that we and other carriers bore without any 
reimbursement.  
 
Summary 
 
Our proposed rates reflect a number of substantial increases in the cost of providing insurance, 
as described above. In order to continue to offer affordable, innovative, clinically integrated care 
for our members, CareConnect must ensure our own viability, and we are therefore requesting 
2017 rate increases. CareConnect’s goal is to price our insurance products adequately and 
appropriately now, so that we can remain in the individual and group markets, and so that 
consumers can count on greater predictability in the future. Despite the increases we are 
requesting, we expect that our plans will continue to be among the most affordable options 
offered by commercial carriers in the area. We believe that the requested rate increases will 
enable CareConnect to have a margin of profitability that we can re-invest in our vision of 
clinical integration. Ultimately, we believe this will further Northwell Health’s not-for-profit 
mission of improving the health of the community. 
 
Final Rates 
 
New York DFS may approve, deny or amend our requested rate adjustment. 
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