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INDEPENDENT AUDITORS' REPORT

To the Board of Direclors
Stale of New Jersey Individua! Health Coverage Program

We have audited the accompanying financial “tatement- of the State of New Jersey Indvidual Health Coverage
Program (lhe “Program’), which include - the General Fund and the Agency Fund, which compnse the statement of
net assets as of June 30, 2016 and the related statement: of changes in net assets, and changes in assels and
habilities-loss assessment {(Agency) fund for the year then ended and the related noles lo the financial statements.

Management’s Responsibility for the Financial Statements

Mznagement is responsible for the preparation and far presentstion of these financial stalemenis in accordance
with accounting principles generally accepted in the United States of America; this ncludes the design,
implementation, and maintenance of mtemal control relevant to the preparation and farr preseniation of financial
statements that are free from materal misstatement whether due to fraud ar error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit We conducled our
audit in accordance with auditing standards generally aceepted in the United Stales of America, Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the fnancial statemen
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial stalements. The procedure: selected depend on the auditor's judgment, including the as:essment of the
fisks of matenal misstatement of the financial talement- whether due to fraud or error In making those nsk
assessments, the auditor considers internal conirol relevant to the ently s preparation and fair presentation of the
financial statements 11 order to design audit procedures that are appropriate in the circum:tances, but no: for the
purpose of expressing an opinion on the effeciiveness of the entity s iternal control. Accordingly, we express ho
such opinion. An audt also include evaluating the approprat:-ness of account ng policies used and the
reasonableness of significant accounting estmates made by managemen: as well as evalua! ng the overz||
presentation of the financial statements.

We believe that the audit evidence we have obizined s sufficient and appropriate fo provide a basis for our audit
opinion.

Opinion

In our opinion  the financial statements referred 1o above present fairly. in all material respects, the financial position
of the Program as of June 30, 2016, znd the changes i its net assets and the changes in its assels and 'labilities
loss assessment (Agency) fund for the year then ended :n conformity with accounting prnciples generally accepted
in the United States of America.
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Other Matter

The management's discussion 2nd analysis as isted in the table of contents is not a required part of the basic
hinancial statements but is supplemental information required by accounting principles generally accepted in the
Unied Stales of Amenca. We have applied certain hmited procedures which consisted principzlly of inquiries of

management regarding the methods of measurement and presentation However we did not audtt the information
and express no opinion on it

UV Spus 4+ Brome,

March 7, 2017
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The following narrative prowdes an overview and analysis conceming the New Jersey Individual Health Coverage
Program's ( Program®) financial performance of its actwities for the fiscal year ended June 30 2016

General information
In fiscal year 2016 the Program issued the final administrative assessments for the fiscal years ending Jdune 30
2014 and 2015 which resulted in refunds to carriers of $149,975 and billings of $5,630 for those fiscal years.

The administrative audit for the fiscal year ended June 30, 2015 was completed, and an unqualfied opinion was
issued on January 1, 2016

Through October, 2015, the Pragram contnued its obligations under the confract wth the United States
Department of Health and Human Services to operate the pre-existing condition plan program which is called NJ
Protect. By the termination of the contract, the NJ Protect Program had paid claims and expenses offset by
premiums and was reimbursed $71 806,348 from the United States Department of Health and Human Services
The terms of the contract were amended for the period June 1, 2013 through April 30, 2014. For this period the
Program was paid $30 500,000 to cover claims incurred. The contract Is similar to a fully insured arrangement in
that any risks or profits are bome by the Program. By sub-contracts, risks and profits were transferred to the
issuing carners.

Financial Highlights

The Program’s assets totaled $16,816 391 a decrease of $170,482 from the prior fiscal year due prmarily to
payment of cumment year operating expenditures offset by interest income of $49,087 on funds held In Treasury
and in the bank,

Total habilities decreased by $178,443 primarily due to current year operating expenditures offset by interest
income of $49,058 an funds held in Treasury and in the bank.

Resincted cash and restricted net assels relates to monies received from a carrier that repaid the Program for
cash advances and assessment eredits made against the reported net reimbursable losses for the 1997/1998 and
1999/2000 calculation periods. The cash is In a separate interest bearing account heid in Treasury and has
earned interest of $7,961 in the current fiscal year.

Overview of the Financial Statements

The Program has a General Fund and an Agency Fund. The General Fund uses the cash received from
assessments to pay for operating expenditures The funds are reported using the accrual basis of accounting
The Agency Fund is used to record the lizbilty due to the carriers who incurred net paid losses.

There is no balance for Unrestncted Net Assets because revenues are equal to actyal expenditures, The
difference in an assessment billed to the carriers and the revenue is recorded as a receivable from or payable o
ihe members.

The Notes lo the Financial Statements provide adddtional background information to assist the reader 1n
understanding the data provided in the financial statements.
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Financiaf Analysis

2015 2015

Total Assels $ 16,816,391 $ 16,986 873
Liabiljties:

Due to Carriers for Losses $ 8506,548 $ 8506548
Other Liabilites $ 5621753 $ 58001986
Total Revenue & Expenditures 5 239,839 $ 248,519
Tatal Budgeted Expenditures ] 348,970 ] 314,500

Total expenditures decreased by $8,680 as compared to fiscal year 2015, This was the result of a decrease in
the accrual for audit costs, salary expense overhead and printing costs offset by an increase in fringe benefit
rates from 40.15% to 45.25% in FY2016.

Expenditures were favorable 2: compared to budget due pnmarily to less than expected legal fees, salaries and
fringe.

For the fiscal year ended June 30, 2016, salares and fringe accounted for 85 0% of fotal expendiuras and legal
fees accounted for 2.7%, as compared to 81.5% and 2 3%, respectively, for the fiscal year ended June 30, 2015.
Overhead Allocation accounted for 4.6% of total expenditures in 2016 as compared to 5.3% in 2015 due to
allocation of shared Department expenses

Contacting the Program Board

This financial report is designed to provide the Individual Health Coverage Program Board and the member
carriers with a general overview of the Program s finances and to demonstrate the Board s accountability for the
loss and administrative assessment funds recewed If there are any gqueshons about this report or need
additional information, contact the State of New Jdersey Individual Health Coverage Program at 20 West State
Street, 11th floor, PO Box 325, Trenton, New Jersey 08625-0325



State of New Jersey

Individual Health Caverage Program

Statement of Net Assets
June 30, 2016

Assets

Cash and cash equivalents
Restncied cash - treasury

Total cash and cash equivalents

Accounts recenable
Accounts recenable - members (bilted)

Due from general fund

Total accounts recevable

Total cument assets

Property and equipment, net

Liabilities and Net Assets

Due to loss assessment fund
Interest payable - members
Accounts payable - members
Accounts payable

Accrued expenses

Dus to SEH program

Deferred income

Net paid loss rembursement due  members

Tatal liabilities

Not Assets
Restricted

Unrestricted

Loss

Assessment Total
General Fund {Memorandum

Fund {Agency Fund) Only)
$ 14 123,299 $ $ 14,128,201
2,688,090 2 688,000
16,816 381 - 16,816 381
10 - 10
8,506,548 B 506,548
10 8,506,548 8,506,558
16,816,391 8,506,548 25,322,939
16,816,391 s 1506 K45 $ 25322 939
3 8506548 § - $  8506,548
1,717,274 - 1,717,274
3,224,271 — 3,224,271
103 - 103
253,629 - 253,829
75,906 - 75,906
350,570 - 150,570
- 2 506 548 2 506,548
14 128,301 8,506,548 22,634,845
2,685,080 - 2,688,090
2,688,090 — 2 688,080
$§ 16816391 $ 8506548 $ 25322839

The Notes to Financial Statements are an integral part of this statement.
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State of New Jersey

individual Health Coverage Program
Statement of Changes in Net Assets
For the Year Ended June 30, 2016

Rewenues
Administrative assessment

Expenditures
Current operations

Audit fees - program
Salaries and fringe benefits
Legal fees
Owethead allocation - DOS!
Other administrative expenses
Printing expenses
Depreciation

Total expenditures from current aperations
Changes in net assets - unrestricted

Net assets - unrestricted at the beginning of the year
Net assets - unrestricted at the end of the year

The Notes to Financial Statements are an integral part of this statermnent,
6

15,000
203,850
6 567
11,048
1,006
1,949
379

239,839
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State of New Jersey

Individual Health Coverage Program
Notes to Financial Statements

June 30, 2016

1.

ORGANIZATION AND PURPOS

The State of New Jerscy Individu=l Health Coverage Program (the “Program® or "IHC"} was created
pursuant to N.J.S.A 17B 27A-2 1o 16. and has b=cn amended by subsequent Acts of Legislatere It ha
as ils members all insurance companies, health service corporations, hospital service corparation
madical service corporations, and h-=lih maintenance organizations that issue or hawe m force health
benefiis plans in New Jersey. Th purpose of the Program is to assure the availabilty of standzrdized
individuzl health benefits plan: and basic and essenhial plans i New Jersey on an open enrollment
community-rated or modified community-rated basis, and to reimburse certain losses of member
companies for the calendar year ended December 31,1992 pursuant to N.J.S.A. 17B:27A-12 for each
calendar year ended Decomber 31, 1993 through December 31, 1996, and for each two-year calculation
peniod through 2007/2008 pursuant ‘o NJ.S A, 17B:27A-12, as amended. Assessmenis to carners
subsequent to the 2007/2008 calculation p-riod have been solely to fund adm miztratve expenses. The
Program is tax-exempt.

BASIS OF PRESENTATION AND ACCOUNTING POLICIES

The Program’s financial statements sre prepared in accordznce with accounting pnnciples generally
accepted in the United States of America as prescribed by the Governmental Accounting Standards
Board ( GASB"). The Frogram follows the pronouncements of all applicable Financial Accounting
Standards Board Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins on Account ng Procedures issued on or before November 30, 1989, unless they
conflict with or contradict GASB pronouncements. In additon aM financial records are kept in accordance
with the State of New Jersey's presenbed policles and procedures.

General Fund and Loss Assessment {Agency) Fund

The IHC Program is made up of two funds the General Fund and the Loss Assessment (Agency) Fund.
The IHC Program Agency Fund was established to separate operating costs from member company loss
reimbursements that are based on a formula driven by the established statutory and regulatory
authority The Agency Fund houses the liability for the net paid loss reimbursement due o member
companies with the corresponding debit being Due from the General Fund where all the cash balances
and administrative activities are maintained.

Use of Estimates

The preparation of financial statements in conformity with aceounting principles generally accepted in the
United States of America requires management to make estimates and assumplions that affect the
Teported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting penod.
Actual results could differ from those estmates.

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 wene $16,816,381 at June 30, 2018, The Program's bank
balances were $184 061 at June 30, 2016, all of which was insured by the Federal Deposit insurance
Corporation held in the Program's name by the Program's financial institutions or agents,

The interest income earned was recorded as a payable to member companies As of June 30, 20186, the
amount of interest Income held by the Program 1s $1,717 274, The amount of interest eamed shall be
distributed to member carriers in accordance with N.JA.C. 1120-2.7(c)2 upan completion of the loss and
administrative audits, Issuance of final reconciliations, and settiement of outstanding litigation.

B



State of New Jersey

Individual Health Coverage Program
Notes to Financial Statements

June 30, 2016

Cash held by the State of New Jersey Department of Banking and insurance {DOBI) inciude funds used
for payment of Program expenses. such as staff alares, fringe benefits, and other miscelianeous
expenses that are provided through Stale sources. The State of New Jersey also halds restricied cash
funds that are related 1o disputed ne paid loss relmbursement amounts. As of June 30 2018, the
resiricted cash balance was 32 688,090

Cash and cash equivalents consist of

Commercial Checking $ 430
Money Marke! 183,571
NJ State - JHC DOBI - Admin 35,572
Cash Meld in Treasury 13908,658
Restncted Cash - Treasury 2.688,090

Total Cash and Cash Equwvalents $.16,816,381
Property and Equipment

Property and equipment are carned at cost and 15 shared equally with the Small Employer Hezlth Benefits
Program In zccordance with the State of New Jersey Circular #11-19-OMB, effective Aprit 6 2011, the
Program follows the practice of capitalizing, at cost, all expenditures for proparty and equipment in excess
of $1,000. The Program provides for depreciation as follows:

Estimated
Assat Useful Life Method
Computers 3 years Straight-l ne

Accounts Payable — Members

The balance represents amounts to be refunded to the members as a result of differences in the
assessment to all member camiers of r-ported losses v-rsus audited losses, budgeted administrative
expenses assessed versus audited admin strative expense: and appeals of assessments billed resulting
from Exhibit K revisions. The amaunts will be refunded to the carners following the final reconciliation of
the reimbursable losses and the Program expenses for those calculation periods.

Net Paid Loss Reimbursements Due to Members

Net pad loss reimbursemen's due to members represents amounts due to member carriers who have
incurred reimbursable losses as g result of offering individual health coverage in the State, tn accordance
withNJAC. 1120-85 The labillty 1= recorded in the year the paid losses are reported by the members.

As of June 30, 2016, approxima ely $8.5 million was due to ten carners for the losses incurred for the
1997-2002 calculation petiods.

Pursuant to NJAC 1120-2.8, audit: are performed for carriers with reported net paid reimbursable
lasses, for each calculation penod. Due to the timing of the audits, any adjustments are recorded in the
year the audit 1s completed No prov -ion has been made in the accompanying financial statements to
reflect the possible resulls of on-going loss audits.



State of New Jersey

Individual Health Coverage Program
Notes to Financial Stat-ments

June 30, 2016

Revenues and Oper:ting Expenditures

Revenue: and expenditur re relsted to the operation of th- Program  Revenues are based on =n
adminsstrative assessment (o the member carriers pursuant to NJAC 11:20-2 12 of 5 budgeted amount
approved by the IHC Progr=m Board. Revenucs are recorded when eamed Expendilures are recorded
when incurred

There ts no balance for the unrestricted fund balance of the Program pursuant to NJA.C 1120 2.12(a)
A final reconciliation of the assessment for administrative expenses shall be made upon approval of the
final audited stalement of the Program's financial statement:. The membe ' = share shall be calculated
based on the audited amount of the expenses and credited for any money advanced agains! the previous
assessment.

Related Party Transactions

Although the Program and Small Employer Health Benefi's Program (' SEH Program®) are distinct state
agences and have scparate Boards of Directors and reguiations the programs share the staff thus
salaries, fnnge benefits and other miscellaneous expense: incurred through the Department of Banking
and Insurance are recorded equally by each program. In 2016 charges to and from the SEH Program
amounted to $10,820 and $261,979 respectively. As of June 30, 2016 the Program owed the SEH
Pragram $75,906,

The Program has a contract with the United States Department of Health and Human Services ‘o operate
the pre-existing condition plan program which is called NJ Protect. The NJ Protect Program shares the
staff of the IHC and SEH Programs. In 2016 charges to the NJ Protect Program for legal fees from the
State of New Jersey Division of Law amounted to $171. As of June 30, 2016 the NJ Protect Program
owed the |IHC Program $-0-.

Pensions
The staff of the Program Is covered under the State Health Benefit: Plan, which includes health, dentaf,

and prescription coverage.

The State offers eight defined benefit pension funds. Public Employees’ Retirement System (" PERS"),
Teachers' Pension and Annuity Fund (“TPAF") Police and Firemen’s Retirement Syslem ("PFRS") Stale
Police Retirement System ('SPRS"), Judicial Retirement Syslem ('JRS"), Consolidated Police and
Firemen’s Pension Fund (‘CPFPF ) the Prison Officers' Pension Fund ("POPF’), and the Central Pension
Fund ("CPF ). The staff of the Small Employer Health Benefits Program are members of the PERS.

The PERS was established in 1955 by New Jersey Statute and can be found n the New Jersey Statutes
annotated, Title 43, Chapler 15A. Changes in the faw can only be made by an act of the State
legislature. Rules goveming the operation and administration of the system may be found in Title 17,
Chapters 1 and 2 of the New Jersey Administrative Code. The system was established to provide
retirement, death and disability benefits, including post-retirement health care to all full-time employees
of the State and any county municipality, schoot district, or public agency provided the employee is not a
member of any other state-administered retrement system  Membership 1s mandatory for such
employees.

Vesting occurs after 10 years of service for pension benefi:s and 25 years for post-rebrement health care
coverage.



State of New Jersey
Individual Health Coverage Pr
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June 30, 2016

The PERS is a defined benefit plan administered by the New Jersey Div sion of Pensions and Benef
Adminisirative expenses are paid by the PERS to the State of New Jersey Department of Treasury.
Contributions include funding for basic retrement allowances, cost-of-ving adjustments noncontnbu ory
death benefits, 2nd cost of medical premiums after retirement for qualified retirees

The full normal employee contnbution rate Is 5 5% of base salary. The rate for members who are ehgible
for the Prosecutors Part of the PERS (Chapter 366, P L 2001) is 8 5% of base salary ENective October
2011, pursuant to the prowsions of Chapter 78, P.L, 2011, the active member contribution rate will b
increased from 5 5% of annual compensalion ta 6.5% plus an additonal 1% phased-in over 7 yea
beginning in the first year The phase-in of the additional incremental member contribution rate will ta
place m July of each subsequent fiscal year The rate for members who are eligible for the Prosecutor
Part of PERS will be increased from B.5% of base salary to 10%.

Employers are required to contnbute 2t an ctuanally determined rate The annual employer contribution
include funding for basic retirement allowance cost-ofdving adjustment: and norcontribulory de sth
benefils.

In accordance with the pravisions of N.J.S. A 43:15A, the contrbution policy requres State-related
employers and the Siate of New Jersey to contribute at an actuarially determined rate. The actuarial
cost method is projected unit credit. The actuarial assumplions were: investment rate of return 7.90%,
salary range of 2.15% to 4.40% for 2012 through 2021 and 3.15% to 5.40% thereafter, based on age
cosi-of-iving adjustments of -0-% of the average consumer price index for the calendar year. The assct
valuation method is the five year average of market value.

Contributions during the fiscal year 2015 far the PERS amounted to approximately $195.1 million. The
State of New Jersey's annual required conr bution and actual contributions were $1.5824 billion and
$892.6 miliion, respectively.

The State Health Benefit Plan (‘SHBEP") had an actuarial accrued liabity of $24.5 billion a- of July 1,
2014, The actuarnal value of assets of 3-0-, at July 1 2014, was less than SHBP liabilities, resulting In a
funding ratio of -0-%, or $24.5 billion in funding deficit. Covered payroll for employees under the SHBP
amounted to $7.6 billion, which translates nto a funding deficit of 323.9% of covered payroll.

Retirement benefits for age and service are available at age 60. Employees wha retire at the age of 60
are entitied to a retirement benefit determined to be 1/55th of the final average salary for each year of
sefvice credit.  Final average salary equals the average salary for the final three years of service prior lo
retirement (or the highest three years compensation f other than the final three years). Members may
seek early retirement after achieving 30 years of service credit or they may elect deferred retirement after
achieving ten years of service credit, in which case, benefits would begin the first day of the month afier
the member attains normal retirement age.

Financial statements for the State of New Jersey Public Employees' Retirement System are ava lable by
contacting the Division of Pensions and Benefits, P.O Box 295, Trenton NJ 08625-0295,

The information contained herein for the pension footnote i3 taken from the PERS report for the fiscal
year ended June 30, 2015, because the repart for the fscal year ended June 30, 2016 is not avalabile a:
the time of issuance of this audit report and the information contained in the note Is not reflected in the
financial statements for the Program for the fiscal year ended June 30, 2016.
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Notes to Financial Statemen

June 30, 2016

3. FAIR VALUE MEASUREMENT

The Program has adopted the accounting pronouncement for Far Value Measurements. Th
pronouncement defines fair valu blish framework for measuring fair value under generally
accepted accounting princples and enhances disclosure bou! fz21r value measuraments. Fair valu
defined under the pronouncement he exchange price that would be received for an assel or pad
transfer a llabdity {an exit price} in the principal or most advantageous market for the asset or hability in 2n
orderly transaction between market particpations on the me2:urement date. Valuation techniques used
la measure fair value under the pronouncement mus! maximize the use of abservable input: and
minimize the use of unobservable inpuis. The standard describes a fair value hierarchy based on thr
fevels of inputs, of which the first two are considered observable and the third unobservable, that may b
used io measure fair vaiue are as follows:

Level 1~ Quoted prices i aclive markels for identical assets or lablties.

Level 2 - Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted price
for similar assets or labilities' quoled prces in market: that are not active or other inputs tha: ar
observable or can be corroboratzd by observable marke! data for substantially the full term of the asse! or
liabiities.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to
the fair value of the asset or lizbilitics.

In accordance with accounting standards, the follow ng tables represent the Program's far value
hicrarchy for its financial assets (cash and cash equivalents) measured at fair value on a recurning basis
as of June 3D 2016:

Level 1 Level 2 Level 3

&

Cash and cash equivalenis

PROPERTY AND EQUIPMENT
Property and equ pment con - st of the following at June 30 2016

Computers $ 1754
Less accumulated depreciation {1.774)

Deprecation expense amounted o $379 for the year ended June 30 2016

SUBSEQUENT EVENTS

The Program has evaluated subsequent events through March 7 2017 which s the date the financial
statements were available to be issued. Based on thi: evaluzton, the Program has determined that no
additional subsequent events have occurred which require di:closure in the financial statements.



