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INDEPENDENT AUDITORS' REPORT

To the Board of Drectors
State of New Jer:-cy Small Emplayer Health Benefits Program

We have audted the accompanying financial stalements of the Slate of New Jersey Small Employer Health
Benefits Program (the “Program’), which comprise the statement of net assets as of June 30, 2016 and the relatcd
statement of changes in net assets for the year then ended and the refated notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and falr presentation of these financial statements 1n accardance
with accounling pnnciples generally accepted n the Unted States of Amenca this includes the design
implementation, and mantenance of internal cantrol relevant to the preparation and fawr presentation of financial
statements that are free from material misstatement, whether due to fraud of error.

Auditors' Responsibility

Our responsibllity is ‘o express an opinion on these financial statemenis based on our audtt. We conducted our
audit in accordance with auditng standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit 1o ob:ain reasonable assurance about whether the financial statements
are free from material misstatement.

An audtt involves performing procedures to obtan audit evidence about the amounts and disclosures in the
financial statements. The procedure: selected depend on the audilor's judgment including the assessment of the
nsks of material misstalement of the financial statements, whether due to freud or error. in making those risk
assessments, the audior considers internal contral relevant to the enlity s preparation and far presentation of the
financial statements in order to design audit procedures that are apprapnate in the circumstances, but not for the
purpose of expressing an apinion an the effectiveness of the entity's internal control. Accordingly, we express no
such opinion. An audt also includes evaluating the appropriateness of accounting pohcies used and the
reasanableness of significant accounting estmates made by management, a: well as evaluating the overall
presentation of the financial stalements.

We believe that the audit evidence we have obtained is sufficient and appropriate o provide & ba: s for our audit
opinion.

Opinion

In our opinon, the financtal stalements referred lo above present fairly ‘n all material respects, the financial posiion
of the Program as of June 10, 2016 and the changes in its net a: -ts for the year then ended in conformity with
accounting pnncple © generally accepted in the United States of Amenca.
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Other Matter

The management's discussion and analy-i- as listad in the table of conlents is not a required part of the basic
financi-| statements bul is “upplemental information required by accounling principles generally accepted in ihe
United Slates of Amenca. We have applicd cerain hmited procedures, which consisted principally of inquinies of
management regarding the methods of measurement and presentation However, we did not audit the information
and express no opinion on it

March 13, 201



State of New Jersey

Small Employer Heailth Benefits Program
Management's Discussion and Analy-i
June 30, 2016

The following narratve provides an overview 2nd znalysis conceming the New Jersey Small Employar Hesith
Benefits Program’s ("Program”) financial performance of its activities for the fiseal year ended June 30 2016.

General Informatlon

In fiscal year 2016, the Program assessed carners for budgeled expenses for fiscal year 2017 of $262,850 and
prepared the final reconciiation for fiscal year 2015 adminisisatve expenses which resulled in Invoicing carriers
$38,375 and refunding camers $111,199 which included interest earned of $196.

The Program audit for the fiscal year ended June 30, 2015 was completed and an unqualfied op nion was issued
on January 1, 2018.

Financial Highlights

The Program's assets totaled $445 575, a decrease of $46 599 from the prior fiscal year due mainly to cash.
Cash decreased due to fringe benefits payment for fiscal year 2015 which was paid in fiscal year 2016 offset by
feceipis from cammiers for the fiscal year 2017 admnistrative assessment and the fiscal year 2015 final
adminisirative assessment.

Financial Analysis

016 2015
Tolal As:2is & Liabllities $ 445,575 $ 492274
Total Revenus & Expendilures $ 2420869 $ 23520
Total Budgeted Expenditures $ 289,350 $ 308,270

Total expenses increased by $6,865 from 2015 to 2016 princ pally due to legal fees for review of the proposed re-
adoption of the regulations

Total actual expenses were favorable 1o budgeted expenses by $47,751 primarily due to the -alaries and fringe
and the overhead expense allocation from the D«partment.

For fiscal year ended June 30, 2016, salaries and fringe accounted for 84 2% of tolal expendtur-s and legal fees
accounted tar 5.7%, as compared to 86.2% and 1.1%, respectively, for fiscal year ended Jun- 30 2015. In fizcal
year 2016, Depariment Overhead accounted for 4.6% of total expenditures as compared to 5.5% in fiscal year
2015

Contacting the Program Board

This financial report is designed to provide the Small Employer Health Benefits Program Board and the member
camlers with a general overview of the Program's finances and to demonstrate the Board's acceuntability for the
admunistrative assessment fund: received If there are any questions about this report or need additional
informatton, contact the State of New Jersey Small Employer Health Benefits Program at 20 West State Street,
11th ficor PO Box 325, Trenton, New Jersey 08625-0325,



State of New Jersey

Small Employer Health Benefits Program
Statement of Net Assets

June 30, 2016

Assets
Cash and cash equwalrnis

Accounis receivable
Accounts receivable - member- (hilled)

Due from IHC program

Tolal current asse’-

Property and equipmen, net

Liabilitles and net assets

Lizbilities
Accounts payable - members
Accounts payable
Accrued expenses
Interest payzble - members
Deferred income

Total liabilities

Net assets

The Notes to Financial Statemonts are an integral part of this statement.
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3 365,586

4,083
75,908

445 575

b 162 352

S 445575



State of New Jersey

Small Employer Health Benefits Program
Statement of Changes in Net Ass

For the Year Ended June 30, 2016

Revenues
Administraiive assessment $ 242,089
Expenditures
Salanes 140,698
Fringe benefts 63,194
Audit fee= 12 000
Legalfees 13,729
Overhead =llocation - DOBI 11,048
Qther expenditures 1,022
Depreciation 379
Tola) expenditures 242,069

Change in net assets s
Net assets - beginning of the year
Net assets - end of the year

— - —— i

The Notas to Financial Statements are an integral part of this statement.
5



State of New Jersey

Small Employer Health Benefits Program
Notes to Financial Statements

June 30, 2016

1.

ORGANIZATION AND PURPOSE

The Stal- of New Jersey Small Employer Health Senefits Program (the Program or SEH } was created
pursuant to L1892, ¢ 152 (NJ S A 17B 27A-17 e seq ), 2nd has been amended by subsequent acts of
lhe legislature. It has as it= members all nsurance companies, healih service corporations, hospital
service corporations medical =crvice corporations and health maintenance organizations that issue or
have In force Small Employer healih benefits plans in New Jersey. The purpose of the Program is to
assure the availability of standard zed hezlth benefis plans to New Jersey small employers, their eligible
employees and the dependents of those eligible employees, on a guaranieed issue basis. Small
employers are considered any person, firm, comorztion. partnership, or political subdvision that is
actively engaged in business that employed an average of al least one but not more than fifty eligible
employses on business days during the preceding calendar year and who employs =1 least one eligible
employee on the frst day of the plan year. The Program is tax-exempt.

BASIS OF PRESENTATION AND ACCOUNTING POLICI

The Pragram’s financial statements are prepared in accordance with accounting principles generally
accepted in the United Stales of America as prescribed by the Governmental Accounting Standards
Board ("GASB’). The Program follows the pronouncements of all Financial Accounting Siandards Board
Statements and Interpretztions, Accounting Principles Board Opinions and Accounting Research Bulletins
on Accounting Procedures issued on or before November 30, 1989, unless they confiict with or contradict
GASB pronouncements. In addition, all financial records are kept in accordance with the State of New
Jersey's prescribed policies and procedures.

Use of Estimates

The preparation of financial statements 1n conformity with accounting principles generally accepied in the
Unted States of America requires management to make estimates and assumplions tha: affect the
reporied amounts of assels and liabilities and disclosure of contingent assels and liabilibes al the date of
the financial statements and the reported amounts of revenues and expenses dunng the reporting periad.
Actual results could differ from those estimatss.

Cash and Cash Equivalents

Cash and cash equivalents include cash held in banks, and cash held by the State of New Jersey. The
Program's total cash and cash equivalents were $365,586 at June 30, 2016. The Program's bank
balances were $201,044 2t June 30 2016, all of which were insured by the Federal Deposit Insurance
Comoration held in the Program's name by tha Program's financial Instilutions or agents

Cash held by the State of New Jersey, Department of Banking and Insurance (DOBI) includes funds used
for payment of Program expenses, such as staff salaries, fringe benefits, and other miscellaneous
expenditures that were provided through State sources.

Cash and cash equvaleni: consist of

Commercial Checking $ 974
Money Market 200,070
NJ State - S.E.H DOBI - Admin 164,542

Total Cash and Cash Equivalents $__365586



State of New Jersey

Small Employer Health Benefits Program
Notes to Financial Statements

June 30, 2016

Property and Equipment

Property and equipment are camed at cost and 15 shared equally with the Individuzl Heatth Coverage
Program. In accordance with the State of New Jersey Circular #71-19-OMB. offective April §, 2011, the
Program follows the practice of capita¥zing, at cost, ail expenditures for property and equipment in excess
of $1,000. The Program provdes for depreciation as follows

Estimated

As:set Useful Method
Life

Comput:rs 3 years Siraight-line

Accounts Payable - Member Carrlers

The balance represent= amount= awed to the carrers as a resull of 1he difference between the amount
biled for operating expend wre = per the annual budget versus actual expenditures incurr-d. The amount
due wii be refunded to ‘he carrlers as set forth i a final assessment reconcihation following completion o'
the audit of the assessment years' financial transaction:.

Deferred Income

The balance represents the amounts invo ced to member camiers for an administralive assessmen! for
the fiscal year ending June 30, 2016 based on the budgeted amount for the Program for that fiscal yearin
accordance with N.J.S.A 178 27A-32d, and the Plan of Operations se! forth at N.J.A.C. 11 21-2.

Revenues and Operating Expenditures

Revenues and expenditures are related io the operation of the Program. Operating revenues are based
on actual administrative expendttures of the Program, and are recorded when earned. Expenditures ar
recorded when incurred,

There are no net assets of the Program becau=e N.J.A.C. 11:21-2.8(a) requires that a final raconciliation
of the assessment for administrabve expendtures shall be made upon approval of the final audited
amount of expenddures. Members are credited for any money previously assessed and pad for that {1:cal
year,

Rulated Party Transactions

Although the Program and the Individual Health Coverage Program {JHC Program) are distinct State
agencies and have separate Boards and regulations, the Programs share the -aff, thus salaries fange
benefits and other miscellanecus expenditures incurred through the Department of Banking and
Insurance are split equally by each program. In 2018 charges to and from the IHC Program amount-d to
$261 979 and $10,820, respectively. As of June 30, 2016, the IHC Program owed the SEH Prog-am
575 906.

Pensions
The staff of the Program = covered under the State Health Benefts Plan, which includes heakh, dent:),

and prescrpton coverage



State of New Jersey

Small Employer Health Benefits Program
Notes to Financial Statements

June 30, 2016

The State offers eight defined benelt pension funds: Public Employ Retirement System ((PERS")
Teachers' Pensian and Annuty Fund (“TPAF ). Police and Firemen's R=trement Sysiem (‘PFRS") State
Police Retirement System ('SPRS’), Judcal Retirement System ('JRS), Consoldaled Police and
Firemen's Pension Fund {{CPFPF ). the Pnson Officers’ Pension Fund ('POPF ), and the Central Pension
Fund ( CPF’). The staff of the Small Employer Health Bene/its ~rogram are members of the PERS

The PERS was eslablished in 1955 by New Jersey Statute and can be found in the New Jersey Statute
annotated, Title 43, Chapler 15A. Changes in the iaw can only be made by an act of the State legislalure
Rules goveming the operzlion and adrminisiration of the system may be found in Title 17, Chapters 1 and
2 of the New Jersey Adminisirative Code The system was established o provide retirement, death and
diszbility benefits, including post-retirement health care, lo a4 full-tima employees of the State and any
county, municipality, school distnict. or publ ¢ agency provided the employee is not a member of any other
state-administered refirement system Membership is mandatory for such empioyee

Vesling accurs after 10 years of service for pension benefils and 25 years for post-retirement heath car
coverage,

The PERS is a defined benef ! plan administered by the New Jersey Divislon of Pensions and Benefils,
Administrative expenses are paid by the PERS to the State of New Jersey Department of Treasury.
Coniribution: include funding for basic retirement allowances, cost-of-living adjustmen Roncontfibutory
death beneiils, and cost of medical premiums after retirement for qualified relirees.

The full normal employee contribution rate is 5.5% of base salary. The rate for members wha are eligible
for the Prosecutors Part of the PERS (Chapter 366 P.L. 2001) Is 8.5% of base salary. Effective October
2011, pursuant to the pravisions of Chapter 78, P.L 2011, the active membsr contnibution rate will be
increased from 5 5% of annual compensation to 6.5% plus an adddional 1% phased-in over 7 years
beginning in the first year. The phase-in of the additional incremental member contribulion rate will take
place in July of each subsequent fiscal year. The rate for members who are eligible for the Proseculors
Part of PERS will be increased from 8.5% of base salary to 10%.

Employers are required to contribute at an actuarially determined rate, The annual employer contribution
include funding for basic retirement allowances, cost-of-living adjustments, and noncontributory death
benefits.

In accordance with the provsions of NJ.S.A 43:15A, the contribution palicy requires State-related
employers and the Stale of New Jersey to contnbute at an actuarially determined rate. The actuarial cost
methad Is projected unit credit. The actuanal a:sumptions were investment rate of returmn 7.90%, salary
range of 2.15% to 4 40% for 2012 through 2021 and 2.15% to 5.40% thereafier, based an age, cost-of
living adjustments of -0-% of the average consumer price index for the calendar year The asset
valuation method is the five year average of market value.

Contnibutions during the fiscal year 2015 for the PERS amounted fo approx malely $195.1 muibon. The
Stale of New Jarsey's annual required contrbution and actual contributions were $1 5824 billion and
$692.6 millon, respectively

The State Health Benefit Plan ("SHBP") had an actuanal accrued lability of $24.5 billion as of July 1,
2014. The actuanal value of assets of $-0-, at July 1 2014, was less than SHBP Labiltes, resulting in a



State of New Jersey

Small Employer Health Benefits Program
Notes to Financial Statements

June 30, 2016

funding ratio of -0 %, or $24.5 bilion n funding deficit Covered payrell for employzes under the SHEP
amounted to $7.6 bithon which translates into a funding defict of 323 9% of covered payroll.

Retirement benefils for age and sefvice are avalable at age 60. Employees who retire al the age of 60
are entitlled to a retirement benefit determined to be 4/55th of the final average salary for each year of
semvice credit. Final average salary equals the average salary for the final three years of service prior to
retrement (or the highest three years compensation if other than the final three years). Members may
seek early retirement after achieving 30 years of sepvice credit or they may elec! deferred relitement after
achieving ten years of service credit In which case, benefits would begin the first day of ihe month after
the member attalns normal retisement age.

Finanelal statements for the State of New Jersey Public Employees’ Retirement System are available by
contacting the Dwvision of Pensions and Benefits, P.O. Box 295 Trenton, NJ 08625-0295, The information
contained herein for the pension footnote is tzken from the PERS report for the tiscal year ended June
30. 2015, because the report for the fiscal year ended June 30, 2016 is not avalable at the tme of
tssuance of this audt report and the information contained in the nole s not reflected in the financial
stalements for the Program for the fiscal year ended Juns 30, 2016.

3 FAIR VALUE MEASUREMENTS

The Program has adopted the accounting pronouncement for Far Value Measurement:. The
prenouncement defines fair value eslablishes a framework for measunng fair value under generally
accepted accounting principles and enhances disclosure abou: far value measurements. Fair value
defined under the pranouncement as the exchange price that would be received for an asset or paid to
{ransfer a labilty (an ext price) n the prncipal or most advantageous markel for the asset or lisbility in an
orderly transaction between market participations on the measurement date. Valuation techniques used
to measure fair value under the pronouncement must maximize the use of observable inputs and
minimize the use of unobservable inputs. The standard describes a fair value hierarchy based on three
levels of inputs, of which the first two are considered observable and the third unobservable, that may be
used to measure fair value are as foilows

. Level 1 — Quoted prices in active markets for identical assets or habilities
Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as
quoted prices for similar assets or liablities; quoted price: in markets that are not active or other
inputs that are observable or can be cormoborated by observable market data for substantially the
{ull term of tha assets or liabilties.

. Level 3 — Unobserv:ble inputs that are supported by fittle or no market activty and that are
significant to the fair value of the assels or labilitie:.

In accordance with accounting standards, the foliowing tables represenl the Program's fair value
hierarchy for its financial assets (cash and cash equivalen =) measured at farr value on a recumnng basis
as of June 30, 2018

Levelq Level 2 Level 3

Cash and cash equwvalent



State of New Jersey
Smali Employer Health Benefits Program
Notes to Financial Statements

June 30, 2016

4, PROPERTY AND EQUIPMENT
Property and equipment con- -1 of th tollowing at June ©0, 2016
Computer $ 1754
Less aceumulated deprecation . 1.754)

Depreciatlon expense amoun ed to $379 for the year ended June 10, 2016

SUBSEQUENT EVENTS

The Program has evaluated subsequent events occuring afier the stalement of net assets through the
date of March 13, 2017 Based on this evalustion the Program has determined that no subsequent
events have occured which require disclosurz in the financial slatements
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