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Independent Auditors’ Report

Office of Legislative Services
Office of the State Auditor
State of New Jersey:
Report on the Financial Statements
We have audited the accompanying financial statements of fiduciary activities of the State of New Jersey
State Health Benefit Program Funds (the Funds) as of and for the years ended June 30, 2014 and 2013, and
the related notes to the financial statements, which collectively comprise the Funds’ basic financial
statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the State of New Jersey State Health Benefit Program Funds, as of June 30, 2014 and 2013, and
the respective changes in plan net position thereof for the years then ended in accordance with U.S. generally
accepted accounting principles.
Other Matters
Required Supplementary Information
U.S. generally accepted accounting principles require that the management’s discussion and analysis and
schedules of funding progress and employer contributions on pages 3–7 and 18–20, respectively, be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements,
and other knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.
Supplementary Information
Our audit, for the year ended June 30, 2014, was conducted for the purpose of forming an opinion on the
financial statements that collectively comprise the Funds’ basic financial statements. The supplementary
information included in schedules 3 through 8 (the Schedules) as listed in the table of contents are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
The Schedules are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the Schedules for the year ended June 30, 2014 are fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

Short Hills, New Jersey
July 13, 2015
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Management’s Discussion and Analysis
(Unaudited)
June 30, 2014 and 2013

Our discussion and analysis of the financial performance of the State of New Jersey State Health Benefit Program
Funds (SHBP) – State, Local and Education (collectively the Funds) provides an overview of the Funds’ financial
activities for the fiscal years ended June 30, 2014 and 2013. Please read it in conjunction with the basic financial
statements and related notes to the financial statements, which follow this discussion.
2014 – 2013


Net position held in trust for benefits decreased by $48.5 million as a result of fiscal year 2014’s operations
from $295.6 million to $247.1 million.



Additions for the year are $5,879.9 million, which are comprised of member and employer pension
contributions of $5,878.7 million and investment income of $1.2 million.



Deductions for the year are $5,928.3 million, which are comprised of benefit payments of $5,919.0 million and
administrative expenses of $9.3 million.

2013 – 2012


Net position held in trust for benefits increased by $63.9 million as a result of fiscal year 2013’s operations
from $231.7 million to $295.6 million.



Additions for the year are $5,469.0 million, which are comprised of member and employer pension
contributions of $5,467.6 million and investment income of $1.4 million.



Deductions for the year are $5,405.1 million, which are comprised of benefit payments of $5,395.7 million and
administrative expenses of $9.4 million.

Overview of the Financial Statements
This discussion and analysis is intended to serve as an introduction to the basic financial statements. The basic
financial statements are comprised of two components: 1) fiduciary financial statements and 2) notes to the
financial statements. This report also contains required supplementary information in addition to the basic financial
statements.
Fiduciary Financial Statements
The statement of fiduciary net position presents the Trust’s assets and liabilities by major categories and may serve
over time as a useful indicator of the Trust’s financial position. The difference between assets and liabilities
represents the net position restricted for pensions.
The statement of changes in fiduciary net position provides information on the change in the Trust’s net position
during the current year. Additions are comprised of investment income and member contributions. Deductions
include retirement benefit payments.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Management’s Discussion and Analysis
(Unaudited)
June 30, 2014 and 2013

Notes to the Financial Statements
The notes to the financial statements provide additional information that is essential to a full understanding of the
data provided in the basic financial statements and includes a description of the Trust.
Financial Analysis

Summary of Fiduciary Net Position

2014 – 2013

Assets
Liabilities

$
Net position

$

2014

2013

942,229,366
695,096,985
247,132,381

912,148,601
616,581,166
295,567,435

Increase/
(decrease)
30,080,765
78,515,819
(48,435,054)

Assets consist of cash and cash equivalents, investments, and contributions due from members, participating
employers and former members who are covered under the rules of the Federal Consolidated Omnibus Budget
Reconciliation Act of 1985 (COBRA). Between fiscal years 2013 and 2014, total assets increased by $30.1 million
or 3.3%. The increase in total assets is due to a combination of an increase in receivables of $41.0 million and cash
and cash equivalents of $62.3 million offset by a decrease in the investment holdings in the Cash Management
Fund (CMF) of $73.2 million.
Liabilities consist of outstanding medical and long-term disability claim payments, classified under accounts
payable and accrued expenses. Total liabilities increased by $78.5 million or 12.7% due to an increase in claims
payable.
Net position decreased by $48.4 million or 16.4%.

Summary of Fiduciary Net Position

2013 – 2012
Assets
Liabilities

$
Net position

$

2013

2012

912,148,601
616,581,166
295,567,435

791,674,255
559,998,567
231,675,688

Increase
120,474,346
56,582,599
63,891,747

Assets consist of cash and cash equivalents, investments, and contributions due from members, participating
employers and former members who are covered under the rules of COBRA. Between fiscal years 2012 and 2013,
total assets increased by $120.5 million or 15.2%. The increase in total assets is due to an increase in the investment
holdings in the CMF of $95.8 million and an increase in net receivables and cash and cash equivalents of
$24.7 million.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Management’s Discussion and Analysis
(Unaudited)
June 30, 2014 and 2013

Liabilities consist of outstanding medical and long-term disability claim payments, classified under accounts
payable and accrued expenses. Total liabilities increased by $56.6 million or 10.1% due to an increase in claims
payable.
Net position increased by $63.9 million or 27.6%.

Summary of Changes in Fiduciary Net Position
2014 – 2013

Additions:
Member contributions
Employer contributions
Net investment income

$

Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Changes in net position

$

Increase/
(decrease)

2014

2013

399,307,467
5,479,344,541
1,223,707

304,860,078
5,162,767,727
1,378,523

94,447,389
316,576,814
(154,816)

5,879,875,715

5,469,006,328

410,869,387

5,918,951,153
9,359,616

5,395,752,981
9,361,600

523,198,172
(1,984)

5,928,310,769

5,405,114,581

523,196,188

(48,435,054)

63,891,747

(112,326,801)

Additions consist of member and employer contributions and earnings from CMF investment activities. Total
additions increased by $410.9 million or 7.5% primarily due to an increase in member and employer contributions.
Member contributions increased by $94.4 million or 31.0%. In SHBP – State member contributions increased by
$89.7 million or 44.3%, in SHBP – Local member contributions increased by $3.2 million or 6.3%, and in SHBP
– Education member contributions increased by $1.5 million or 3.0%. Active employee contributions increased as
a result of Chapter 78, P.L. 2011 premium share requirements. In plan year 2014, the active employee group rate
for SHBP – State increased by 8.1%, in SHBP – Local the increase was 7.8%, and in SHBP – Education the
increase was 5.4%. SHBP membership increases between plan years 2013 and 2014 also contributed to the higher
member contributions.
The SHBP – State employer contributions increased by $121.1 million. For the SHBP – Local, employer
contributions increased by $120.8 million. For the SHBP – Education, employer contributions increased by $74.7
million. These increases are attributable to rate increases effective January 1, 2013 and 2014, as well as an increase
in the number of covered members.
Net investment income decreased by $154.8 thousand or 11.2%.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Management’s Discussion and Analysis
(Unaudited)
June 30, 2014 and 2013

Deductions primarily consist of claim charges for the self-insured health and prescription drug, and administrative
expenses. During the year, total expenses increased by $523.2 million or 9.7% due to an increase in claims paid.

2013 – 2012

Summary of Changes in Fiduciary Net Position
2013

2012

304,860,078
5,162,767,727
1,378,523

244,680,394
4,721,637,111
1,361,300

60,179,684
441,130,616
17,223

5,469,006,328

4,967,678,805

501,327,523

Deductions:
Benefits
Administrative expenses

5,395,752,981
9,361,600

5,266,242,035
8,268,671

129,510,946
1,092,929

Total deductions
Changes in net position

5,405,114,581
63,891,747

5,274,510,706
(306,831,901)

130,603,875
370,723,648

Additions:
Member contributions
Employer contributions
Net investment income

$

Total additions

$

Increase

Additions consist of member and employer contributions and earnings from CMF investment activities. Total
additions increased by $501.3 million or 10.1% primarily due to an increase in member and employer contributions.
Member contributions increased by $60.2 million or 24.6%. In SHBP – State member contributions increased by
$50.7 million or 33.3%, in SHBP – Local member contributions increased by $6.9 million or 16.1%, and in SHBP
– Education member contributions increased by $2.6 million or 5.2%. Active employee contributions increased as
a result of Chapter 78, P.L. 2011 premium share requirements. In plan year 2013, the active employee group rate
for SHBP – State increased by 6.9%, in SHBP – Local the increase was 7.9%, and in SHBP – Education the
increase was 14.7%. SHBP membership increases between plan years 2012 and 2013 also contributed to the higher
member contributions.
The SHBP – State employer contributions increased by $57.3 million. For the SHBP – Local, employer
contributions increased by $155.7 million. For the SHBP – Education, employer contributions increased by $228.1
million. These increases are attributable to rate increases effective January 1, 2012 and 2013, as well as an increase
in the number of covered members.
Net investment income slightly increased by $17.2 thousand or 1.3%.
Deductions primarily consist of claim charges for the self-insured health and prescription drug, and administrative
expenses. During the year, total expenses increased by $130.6 million or 2.5% due to an increase in claims paid.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Management’s Discussion and Analysis
(Unaudited)
June 30, 2014 and 2013

Overall Financial Condition of the Funds
For the SHBP – Local, total revenues recognized exceeded total expenses incurred by $33.9 million, increasing
the surplus at the beginning of the year from $223.5 million to $257.4 million at year end. This increase is
attributable to a gain for the retired group due to favorable claims experience. Local premium rates for calendar
year 2015 were set to match expected claim charges and administrative costs. For the SHBP – Education, total
expenses incurred exceeded total revenues recognized by $93.7 million, reducing the balance of net position at the
beginning of the year of $225.2 million to $131.5 million at year end. This decrease in net position balance is due
to the State contributing less than the full required retiree premium based on the established rates in order to utilize
available cash reserves to meet incurred claim charges. For the SHBP – State, total revenues recognized exceeded
total expenses incurred by $11.4 million, reducing the deficit at the beginning of the year from $153.2 million to
$141.8 million at year end. This small reduction in the deficit is due to favorable claims experience.
For the other postemployment benefit plans for State fiscal year 2014, based on the current actuarial valuation
dated July 1, 2013, the State had a $19.7 billion unfunded actuarial accrued liability (UAAL) under GASB
Statement No. 43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans, for SHBP –
State active and retired members and a $33.3 billion UAAL for SHBP – Education employees and retirees that
become the obligation of the State of New Jersey upon retirement. In comparison, based on the prior year actuarial
valuation, the State had a $19.3 billion UAAL for SHBP – State active and retired members and a $32.2 billion
UAAL for SHBP – Education employees and retirees. This increase in the post-retirement medical UAAL is
attributable to the State funding post-retirement medical benefits on a pay as you go basis as opposed to funding
on an actuarial reserve basis. SHBP – Local fiscal year 2014 UAAL for OPEB based on the same actuarial valuation
was $13.8 billion and, for the prior year actuarial valuation, the liability was $12.4 billion.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and creditors with a general
overview of the Funds’ finances and to show the Funds’ accountability for the money it receives. This report is
available on the Division of Pensions and Benefits website at www.state.nj.us/treasury/pensions. If you have any
questions about this report or need additional financial information, contact the Division of Pensions and Benefits,
P.O. Box 295, Trenton, NJ 08625–0295.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Statement of Fiduciary Net Position
June 30, 2014
State Health
Benefit
Program Fund
State

State Health
Benefit
Program Fund
Local

State Health
Benefit
Program Fund
Education

24,143,707   

8,964,793   

30,849,906   

999,600   
38,541,214   
1,027,081   

990,696   
71,942,509   
1,885,978   

876,023   
66,249,318   
2,530,800   

40,567,895   

74,819,183   

69,656,141   

37,610,815   

324,394,982   

331,221,944   

37,610,815   

324,394,982   

331,221,944   

102,322,417   

408,178,958   

431,727,991   

Liabilities:
Accounts payable and accrued expenses

244,110,245   

150,751,023   

300,235,717   

Total liabilities

244,110,245   

150,751,023   

300,235,717   

(141,787,828)  

257,427,935   

131,492,274   

Assets:
Cash and cash equivalents

$

Receivables:
Contributions:
Members
Employers
Other
Total receivables
Investments, at fair value:
Cash Management Fund
Total investments
Total assets

Net position restricted for other
postemployment benefits

$

See accompanying notes to financial statements.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Statement of Fiduciary Net Position
June 30, 2013
State Health
Benefit
Program Fund
State

State Health
Benefit
Program Fund
Local

State Health
Benefit
Program Fund
Education

816,188   

450,743   

388,507   

531,090   
6,227,807   
924,587   

872,245   
74,989,837   
847,594   

792,537   
57,704,981   
1,136,306   

7,683,484   

76,709,676   

59,633,824   

58,829,316   

276,062,786   

431,574,077   

Total investments

58,829,316   

276,062,786   

431,574,077   

Total assets

67,328,988   

353,223,205   

491,596,408   

Liabilities:
Accounts payable and accrued expenses

220,496,302   

129,671,252   

266,413,612   

Total liabilities

220,496,302   

129,671,252   

266,413,612   

(153,167,314)  

223,551,953   

225,182,796   

Assets:
Cash and cash equivalents

$

Receivables:
Contributions:
Members
Employers
Other
Total receivables
Investments, at fair value:
Cash Management Fund

Net position restricted for other
postemployment benefits

$

See accompanying notes to financial statements.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Statement of Changes in Fiduciary Net Position
Year ended June 30, 2014

Additions:
Contributions:
Members
Employers

$

Total contributions
Investment income:
Net increase in fair value of investments
Interest
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Net increase (decrease)
Net position restricted for other postemployment benefits:
Beginning of year
End of year

$

See accompanying notes to financial statements.
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State Health
Benefit
Program Fund
State

State Health
Benefit
Program Fund
Local

State Health
Benefit
Program Fund
Education

292,452,484   
1,870,389,106   

53,211,178   
1,209,175,752   

53,643,805   
2,399,779,683   

2,162,841,590   

1,262,386,930   

2,453,423,488   

10,229   
179,203   

23,522   
437,727   

25,914   
547,112   

189,432   

461,249   

573,026   

2,163,031,022   

1,262,848,179   

2,453,996,514   

2,148,141,681   
3,509,855   

1,227,259,388   
1,712,809   

2,543,550,084   
4,136,952   

2,151,651,536   

1,228,972,197   

2,547,687,036   

11,379,486   

33,875,982   

(93,690,522)  

(153,167,314)  

223,551,953   

225,182,796   

(141,787,828)  

257,427,935   

131,492,274   

STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Statement of Changes in Fiduciary Net Position
Year ended June 30, 2013
State Health
Benefit
Program Fund
State
Additions:
Contributions:
Members
Employers

$

Total contributions
Investment income:
Net increase in fair value of investments
Interest
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Net (decrease) increase
Net position restricted for other postemployment benefits:
Beginning of year
End of year

$

See accompanying notes to financial statements.
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State Health
Benefit
Program Fund
Local

State Health
Benefit
Program Fund
Education

202,711,158   
1,749,261,868   

50,048,889   
1,088,415,378   

52,100,031   
2,325,090,481   

1,951,973,026   

1,138,464,267   

2,377,190,512   

1,735   
332,015   

3,131   
403,866   

3,349   
634,427   

333,750   

406,997   

637,776   

1,952,306,776   

1,138,871,264   

2,377,828,288   

2,001,820,015   
3,510,600   

1,061,533,307   
1,713,172   

2,332,399,659   
4,137,828   

2,005,330,615   

1,063,246,479   

2,336,537,487   

(53,023,839)  

75,624,785   

41,290,801   

(100,143,475)  

147,927,168   

183,891,995   

(153,167,314)  

223,551,953   

225,182,796   

STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Notes to Financial Statements
June 30, 2014 and 2013

(1)

Description of the Funds
(a) Organization
The State of New Jersey, Division of Pensions and Benefits (the Division) was created and exists
pursuant to N.J.S.A. 52:18A to oversee and administer the pension trust and other postemployment
benefit plans sponsored by the State of New Jersey (the State), including the State Health Benefit
Program Fund (SHBP)–State, SHBP–Local, and SHBP–Education (the Funds or the Plans).
The SHBP – State is classified as a single-employer plan the SHBP – Local is classified a as cost-sharing
multiple-employer plan, and the SHBP – Education is classified as a multiple-employer plan with a
special funding situation. Each of these Plans is further described below:
Plan

Established
as of

Legislation

Membership

SHBP - State
SHBP - Local

1961

Title 52, Article 14-17.25
et seq

Offers medical and prescription drug coverage to qualified
State and local government public employees, retirees, and
eligible dependents; and dental coverage to qualified State
and local government/education public employees, retirees,
and their eligible dependents. Local employers must adopt a
resolution to participate in the SHBP.

SHBP - Education

2007

Title 52, Article 14-17.46
et seq

Offers medical and prescription drug coverage to qualified
local education public employees, retirees, and eligible
dependents. Local education employers must adopt a
resolution to participate in the SHBP.

Plan Membership and Contributing Employers
Membership and contributing employers of the defined benefit OPEB plans consisted of the following at
June 30, 2014 and 2013:
2014
Active
SHBP - State
SHBP - Local
SHBP - Education

Retired

114,464
47,533
231,652

Total

60,528
36,374
129,387

174,992
83,907
361,039

Contributing
Employers
1
589
1

2013
Active
SHBP - State
SHBP - Local
SHBP - Education

Retired

115,705
44,380
229,524

54,660
29,467
121,360

12

Total
170,365
73,847
350,884

Contributing
Employers
1
584
1

(Continued)

STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Notes to Financial Statements
June 30, 2014 and 2013

(b) Contribution Requirements and Benefit Provisions
Contributions to pay for the health benefit premiums of participating employees in SHBP – State, Local
and Education (including the prescription drug programs (PDP)) are collected from the State of New
Jersey, participating local employers, active and retired members, and former active and retired members
who have elected to participate under the rules of the Consolidated Omnibus Budget Reconciliation Act
(COBRA). The State of New Jersey provides contributions for State employees through State
appropriations. These appropriations are generally distributed to SHBP – State on a monthly basis. Local
and Education employers remit employer contributions on a monthly basis. Active and retired member
contributions are generally received on a monthly basis.
The State, employers participating in SHBP – Local and employers participating in SHBP – Education
made contributions of $1.9 billion, $1.2 billion and $2.4 billion for State fiscal year 2014, respectively.
For State fiscal year 2013, the State, employers participating in SHBP – Local and employers
participating in SHBP – Education made contributions of $1.7 billion, $1.1 billion and $2.4 billion,
respectively.
Chapter 78, P.L. 2011, effective June 28, 2011, established new employee contribution requirements
towards the cost of employer provided health benefit coverage. Employees are required to contribute a
certain percentage of the cost of coverage. The rate of contribution is determined based on the
employee’s annual salary and the selected level of coverage. The increased employee contributions are
being phased in over a four-year period for those employed prior to June 28, 2011 with a minimum
contribution required to be at least 1.5% of salary. For those employed on or after June 28, 2011, the
four-year phase-in does not apply, and contributions based on the full percentage rate of contribution are
required. Under Chapter 78, certain future retirees eligible for state-paid health care coverage at
retirement are also required to pay a percentage of the cost of their medical coverage determined on the
basis of their annual retirement benefit.
SHBP – State provides medical coverage to qualified active and retired participants. Under Chapter 136,
P.L. 1977, the State of New Jersey pays for the health insurance coverage of all enrolled retired State
employees (regardless of age) whose pensions are based upon 25 years or more of credited service or a
disability retirement regardless of years of service. Retirees who are not eligible for state-paid health
coverage at retirement can continue in the program by paying the cost of the insurance for themselves
and their covered dependents. The PDP was established in December 1974, under N.J.S.A. 52:14-17.29
to provide coverage to employees and their eligible dependents for drugs which under federal or State
law may be dispensed only upon a prescription written by a physician. State employees are eligible for
PDP coverage after 60 days of employment.
SHBP – Local provides medical coverage to qualified local active and retired participants. Partially
funded benefits are also provided to local police officers and firefighters who retire with 25 years of
service (or on disability) from an employer who does not provide coverage under the provisions of
Chapter 330, P.L. 1997. Also, local employees are eligible for the PDP coverage after 60 days of
employment.

13

(Continued)

STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Notes to Financial Statements
June 30, 2014 and 2013

SHBP – Education provides medical coverage to qualified local education active and retired participants.
Members of TPAF who retire from a board of education or county college with 25 years of service or on a
disability retirement receive state-paid post-retirement medical coverage. Under the provisions of
Chapter 126, P.L. 1992, the program also provides state-paid coverage to members of PERS and ABP who
retire from a board of education or county college with 25 years of service or on a disability retirement if the
member’s employer does not provide this coverage. Certain local participating employers also provide
post-retirement medical coverage to their employees. Retirees who are not eligible for state-paid health
coverage at retirement can continue in the program if their employer participates in this program or if they
are participating in the health benefits plan of their former employer and are enrolled in Medicare Parts A
and B by paying the cost of the insurance for themselves and their covered dependents. Also, education
employees are eligible for the PDP coverage after 60 days of employment.
(2)

Summary of Significant Accounting Policies
(a) Measurement Focus and Basis of Accounting
The accompanying financial statements were prepared in accordance with U.S. generally accepted
accounting principles as applicable to governmental organizations. In doing so, the Funds adhere to
reporting requirements established by the Governmental Accounting Standards Board (GASB).
The accrual basis of accounting is used for measuring financial position and changes in net position of
the Funds. Under this method, revenues are recorded in the accounting period in which they are earned,
and deductions are recorded at the time the liabilities are due and payable in accordance with the terms
of the Funds. The Fund is accounted for using an economic resources measurement focus.
(b) Receivables
Receivables consist primarily of member and employer contributions and other amounts that are due to
the Funds.
(c) Investments
Investments are reported at fair value as follows:
 Cash Management Fund – closing net position on the last day of trading during the period as
determined by the Transfer Agent.
The State of New Jersey, Department of the Treasury, Division of Investment, issues publicly available
financial reports that include the financial statements of the State of New Jersey Cash Management
Fund. The financial reports may be obtained by writing to the State of New Jersey, Department of the
Treasury, Division of Investment, P.O. Box 290, Trenton, New Jersey 08625-0290.
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(d) Administrative Expenses
Administrative expenses are paid by the Funds to the State of New Jersey, Department of the Treasury
and are included in the accompanying financial statements.
(e) Use of Estimates
The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make significant estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements, as well as the reported amounts of revenue and expense during the reporting period. Actual
results could differ from those estimates.
(f) Reclassifications
Certain reclassifications of 2013 amounts and disclosures have been made to conform to the 2014
presentation.
(3) Investments
The Funds’ investments as of June 30, 2014 and 2013, consist of an interest in the State of New Jersey Cash
Management Fund (CMF). The CMF is a short-term cash fund and is open to state and certain non-state
participants. The Funds’ investments in the CMF are not evidenced by securities that exist in physical or book
entry form held by the Funds, and are unrated.
(4) Funded Status
The following represents the funded status of each of the Funds as of the most recent actuarial valuation dates.
S HB P – S ta te
Ac tua ria l Va lua tio n Da te
Ac tua ria l va lue o f a s s e ts

J uly 1, 2013
$

Ac tua ria l a c c rue d lia bility

S H B P – Lo c a l

J uly1, 2012
—

$

19,746,700,000

J uly 1, 2013
—

$

19,319,700,000

S H B P – E d u c a t io n

J uly1, 2012
—

$

13,804,500,000

J uly 1, 2013
—

$

12,378,100,000

J uly1, 2012
—

—

$

33,253,400,000

32,182,900,000

Unfunde d (o ve rfunde d) a c tua ria l
a c c rue d lia bility

19,746,700,000

F unde d ra tio
C o ve re d pa yro ll

$

19,319,700,000

—

%

—

7,811,194,620

$

7,695,193,894

13,804,500,000
%
$

—
3,156,000,000

12,378,100,000
%
$

—
2,937,000,000

33,253,400,000
%
$

32,182,900,000

—

%

—

13,153,105,380

$

12,818,706,106

Unfunde d (o ve rfunde d) a c tua ria l
a c c rue d lia bility a s a pe rc e nta ge
o f c o ve re d pa yro ll

252.80%

251.10%
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Actuarial Assumptions
Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions
about the probability of occurrence of events far into the future, and these amounts and assumptions are
subject to continual revision as actual results are compared to past expectations. Calculations are based on
the benefits provided under the terms of the plan in effect and the pattern of cost sharing between employees
and the employer. Actuarial calculations reflect a long-term perspective and employ methods and
assumptions that are designed to reduce short-term volatility in actuarial accrued liabilities and the actuarial
value of assets, consistent with the long-term perspective of the calculations. A summary of the significant
actuarial methods and assumptions used by SHBP – State, SHBP – Local, and SHBP – Education as of the
most recent actuarial valuations dated July 1, 2013 and 2012 are as follows:

Actuarial cost method
Amortization method
Remaining amortization period
Actuarial assumptions:
Interest rate
Salary range
Cost-of-living adjustments

S HBP – S tate

S HBP – Local

S HBP – Education

Projected unit credit
Level dollar, open
30 years

Projected unit credit
Level dollar, open
30 years

Projected unit credit
Level dollar, open
30 years

4.50% (assuming
no prefunding)
N/A
N/A

4.50% (assuming
no prefunding)
N/A
N/A

4.50% (assuming
no prefunding)
N/A
N/A

OPEB used the projected unit credit as actuarial cost method. The actuarial assumptions for OPEB included
4.50% for investment rate of return.
Based on the valuation dated July 1, 2013, for medical benefits, the healthcare cost trend rate assumption
initially is at 8.0% and decreases to a 5.0% long-term trend rate for all medical benefits after 7 years, except
for NJ Direct Post-65 whose rate assumption is 5.0% throughout 7 years. For prescription drug benefits, the
initial healthcare cost trend rate assumption is 8.0%, decreasing to a 5.0% long-term trend rate after 7 years.
For Medicare Part B reimbursement, the healthcare cost trend rate assumption is 5.0% throughout 7 years.
Based on the valuation dated July 1, 2012, for medical benefits, the healthcare cost trend rate assumption
initially is at 8.5% and decreases to a 5.0% long-term trend rate for all medical benefits after 8 years, except
for NJ Direct Post-65 whose rate assumption is 5.0% throughout 8 years. For prescription drug benefits, the
initial healthcare cost trend rate assumption is 8.5%, decreasing to a 5.0% long-term trend rate after 8 years.
For Medicare Part B reimbursement, the healthcare cost trend rate assumption is 5.0% throughout 8 years.
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(5)

Reserves
The Funds maintain the following legally required reserves as follows (amounts indicated in parenthesis
represent net position restricted for the respective reserve as indicated):
SHBP Reserve Fund – State (2014 – $-141,787,828; 2013 – $-153,167,314)
The State uses this fund (NJSA: SHBP 52:14-17.42) to cover claims payments. Due to ongoing budget
constraints, the State has not made the full required premium contributions for active members over the past
several years resulting in a negative fund balance. However, the fund has received sufficient State
appropriations to maintain a positive cash balance in order to pay all benefit obligations on a timely basis.
SHBP Reserve Fund – Local (2014 – $257,427,935; 2013 – $223,551,953)
The net position of SHBP – Local (NJSA: SHBP 52:14-17.42) are available to pay claims of future periods.
These reserves are maintained by the fund to stabilize rates and to meet unexpected increase in claims.
SHBP Reserve Fund – Education (2014 – $131,492,274; 2013 – $225,182,796)
The net position of SHBP – Education (NJSA: SHBP 52:14-17.42) are available to pay claims of future
periods. These reserves are maintained by the fund to stabilize rates and to meet unexpected increase in
claims.

(6)

Contingencies
The Funds are party to various legal actions arising in the ordinary course of its operations. While it is not
feasible to predict the ultimate outcome of these actions, it is the opinion of management that the resolution
of these matters will not have a material adverse effect on the Funds’ financial statements.

17

Schedule 1
STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Required Supplementary Information
Schedule of Funding Progress
(Unaudited)

Actuarial
value of
assets
(a)

Actuarial
valuation
date

Actuarial
accrued
liability
(b)

Unfunded
actuarial
accrued
liability
(b – a)

Funded
ratio
(a / b)

Covered
payroll *
(c)

Unfunded
actuarial
accrued
liability as a
percentage
of covered
payroll *
((b – a) / c)

State Health Benefit Program – State
July 1, 2011
July 1, 2012
July 1, 2013

$

—    
—    
—    

18,077,800,000
19,319,700,000
19,746,700,000

July 1, 2011
July 1, 2012
July 1, 2013

$

—    
—    
—    

11,127,000,000
12,378,100,000
13,804,500,000

July 1, 2011
July 1, 2012
July 1, 2013

$

—    
—    
—    

30,871,900,000
32,182,900,000
33,253,400,000

18,077,800,000
19,319,700,000
19,746,700,000

—% $
—
—

7,491,835,889
7,695,193,894
7,811,194,620

241.3%
251.1
252.8

—% $
—
—

2,831,000,000
2,937,000,000
3,156,000,000

393.0%
421.4
437.4

—% $
—
—

12,794,864,111
12,818,706,106
13,153,105,380

241.3%
251.1
252.8

State Health Benefit Program – Local
11,127,000,000
12,378,100,000
13,804,500,000

State Health Benefit Program – Education
30,871,900,000
32,182,900,000
33,253,400,000

See accompanying independent auditors’ report.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Required Supplementary Information
Schedule of Funding Progress – Additional Actuarial Information
(Unaudited)
Significant actuarial methods and assumptions used in the most recent 2013 and 2012 actuarial valuations include
the following:
July 1, 2013

July 1, 2012

Actuarial cost method
Amortization method
Remaining amortization period

Projected unit credit
Level dollar, open
30 years

Projected unit credit
Level dollar, open
30 years

Actuarial assumptions:
Interest rate
Salary range
Cost-of-living adjustments

4.50% (assuming no prefunding)
N/A
N/A

4.50% (assuming no prefunding)
N/A
N/A

Valuation date

July 1, 2013

July 1, 2012

July 1, 2013
For medical benefits, the healthcare cost trend rate assumption initially is at 8.0 and decreases to a 5.0% long-term trend
rate for all medical benefits after 7 years, except for NJ Direct Post-65 whose rate assumption is 5.0% through 7 years.
For prescription drug benefits, the initial healthcare cost assumption is 8.0%, decreasing to a 5.0% long-term trend rate
after 7 years. For Medicare Part B reimbursement, the healthcare cost trend rate assumption is 5.0% throughout 7 years.
July 1, 2012
For medical benefits, the healthcare cost trend rate assumption initially is at 8.5% and decreases to a 5.0% long-term trend
rate for all medical benefits after 8 years, except for NJ Direct Post-65 whose rate assumption is 5.0% through 8 years.
For prescription drug benefits, the initial healthcare cost assumption is 8.5%, decreasing to a 5.0% long-term trend rate
after 8 years. For Medicare Part B reimbursement, the healthcare cost trend rate assumption is 5.0% throughout 8 years.

See accompanying independent auditors’ report.
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STATE HEALTH BENEFIT PROGRAM FUNDS
Required Supplementary Information
Schedule of Employer Contributions
(Unaudited)
Annual
required
contribution(1)

Employer
contributions

Percentage
contributed

Year ended June 30, 2012
Year ended June 30, 2013
Year ended June 30, 2014

State Health Benefit Program – State
$ 1,802,200,000
1,911,400,000
1,935,100,000

505,481,000
562,698,000
569,367,000

28.0%
29.4
29.4

Year ended June 30, 2012
Year ended June 30, 2013
Year ended June 30, 2014

State Health Benefit Program – Local
$ 1,098,200,000
1,200,700,000
1,324,400,000

274,800,000
322,300,000
369,600,000

25.0%
26.8
27.9

Year ended June 30, 2012
Year ended June 30, 2013
Year ended June 30, 2014

State Health Benefit Program – Education
$ 3,115,800,000
3,238,900,000
3,346,800,000

873,919,000
953,502,000
984,733,000

28.0%
29.4
29.4

Notes to schedule:
(1)

The annual required contribution reflects a 30-year, 4.0% annual increasing amortization of the
unfunded actuarial accrued liability. Based on expected benefit payments plus retiree drug
subsidy for the applicable fiscal year end.

See accompanying independent auditors’ report.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Combining Schedule of Fiduciary Net Position Information
State Health Benefit Program Fund – State
June 30, 2014

Health
Benefit
Program Fund
State
Assets:
Cash and cash equivalents

$

Prescription
Drug
Program Fund
State

Total
State Health
Benefit
Program Fund
State

664,505

23,479,202

24,143,707

741,531
38,393,884
3,405

258,069
147,330
1,023,676

999,600
38,541,214
1,027,081

39,138,820

1,429,075

40,567,895

18,298,608

19,312,207

37,610,815

Total investments

18,298,608

19,312,207

37,610,815

Total assets

58,101,933

44,220,484

102,322,417

Liabilities:
Accounts payable and accrued expenses

221,058,941

23,051,304

244,110,245

Total liabilities

221,058,941

23,051,304

244,110,245

(162,957,008)

21,169,180

(141,787,828)

Receivables:
Contributions:
Members
Employers
Other
Total receivables
Investments, at fair value:
Cash Management Fund

Net position restricted for other
postemployment benefits

$

See accompanying independent auditors’ report.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Combining Schedule of Changes in Fiduciary Net Position Information
State Health Benefit Program Fund – State
Year ended June 30, 2014

Health
Benefit
Program Fund
State
Additions:
Contributions:
Members
Employers

$

Total contributions
Investment income:
Net increase in fair value of investments
Interest
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Net increase
Net position restricted for other postemployment benefits:
Beginning of year
End of year

$

See accompanying independent auditors’ report.
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Prescription
Drug
Program Fund
State

Total
State Health
Benefit
Program Fund
State

221,150,884
1,416,611,818

71,301,600
453,777,288

292,452,484
1,870,389,106

1,637,762,702

525,078,888

2,162,841,590

1,357
93,864

8,872
85,339

10,229
179,203

95,221

94,211

189,432

1,637,857,923

525,173,099

2,163,031,022

1,631,215,479
3,509,855

516,926,202

2,148,141,681
3,509,855

1,634,725,334

516,926,202

2,151,651,536

3,132,589

8,246,897

11,379,486

(166,089,597)

12,922,283

(153,167,314)

(162,957,008)

21,169,180

(141,787,828)

Schedule 5
STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Combining Schedule of Fiduciary Net Position Information
State Health Benefit Program Fund – Local
June 30, 2014

Health
Benefit
Program Fund
Local
Assets:
Cash and cash equivalents

$

Prescription
Drug
Program Fund
Local

Total
State Health
Benefit
Program Fund
Local

563,694

8,401,099

8,964,793

561,465
61,214,714
2,750

429,231
10,727,795
1,883,228

990,696
71,942,509
1,885,978

61,778,929

13,040,254

74,819,183

234,018,493

90,376,489

324,394,982

Total investments

234,018,493

90,376,489

324,394,982

Total assets

296,361,116

111,817,842

408,178,958

Liabilities:
Accounts payable and accrued expenses

139,566,023

11,185,000

150,751,023

Total liabilities

139,566,023

11,185,000

150,751,023

156,795,093

100,632,842

257,427,935

Receivables:
Contributions:
Members
Employers
Other
Total receivables
Investments, at fair value:
Cash Management Fund

Net position restricted for other
postemployment benefits

$

See accompanying independent auditors’ report.
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STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Combining Schedule of Changes in Fiduciary Net Position Information
State Health Benefit Program Fund – Local
Year ended June 30, 2014

Additions:
Contributions:
Members
Employers

$

Total contributions
Investment income:
Net increase in fair value of investments
Interest
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Net increase
Net position restricted for other postemployment benefits:
Beginning of year
End of year

$

See accompanying independent auditors’ report.
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Health
Benefit
Program Fund
Local

Prescription
Drug
Program Fund
Local

Total
State Health
Benefit
Program Fund
Local

35,774,082
968,062,135

17,437,096
241,113,617

53,211,178
1,209,175,752

1,003,836,217

258,550,713

1,262,386,930

22,339
334,887

1,183
102,840

23,522
437,727

357,226

104,023

461,249

1,004,193,443

258,654,736

1,262,848,179

978,808,352
1,712,809

248,451,036

1,227,259,388
1,712,809

980,521,161

248,451,036

1,228,972,197

23,672,282

10,203,700

33,875,982

133,122,811

90,429,142

223,551,953

156,795,093

100,632,842

257,427,935

Schedule 7
STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Combining Schedule of Fiduciary Net Position Information
State Health Benefit Program Fund – Education
June 30, 2014

Prescription
Drug
Program Fund
Education

Total
State Health
Benefit
Program Fund
Education

297,205

30,552,701

30,849,906

403,143
60,927,846
788,307

472,880
5,321,472
1,742,493

876,023
66,249,318
2,530,800

62,119,296

7,536,845

69,656,141

282,247,633

48,974,311

331,221,944

Total investments

282,247,633

48,974,311

331,221,944

Total assets

344,664,134

87,063,857

431,727,991

Liabilities:
Accounts payable and accrued expenses

275,226,717

25,009,000

300,235,717

Total liabilities

275,226,717

25,009,000

300,235,717

69,437,417

62,054,857

131,492,274

Health
Benefit
Program Fund
Education
Assets:
Cash and cash equivalents

$

Receivables:
Contributions:
Members
Employers
Other
Total receivables
Investments, at fair value:
Cash Management Fund

Net position restricted for other
postemployment benefits

$

See accompanying independent auditors’ report.
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Schedule 8
STATE OF NEW JERSEY
STATE HEALTH BENEFIT PROGRAM FUNDS
Combining Schedule of Changes in Fiduciary Net Position Information
State Health Benefit Program Fund – Education
Year ended June 30, 2014

Additions:
Contributions:
Members
Employers

$

Total contributions
Investment income:
Net increase in fair value of investments
Interest
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Net increase
Net position restricted for other postemployment benefits:
Beginning of year
End of year

$

See accompanying independent auditors’ report.

26

Health
Benefit
Program Fund
Education

Prescription
Drug
Program Fund
Education

Total
State Health
Benefit
Program Fund
Education

32,240,319
1,972,949,701

21,403,486
426,829,982

53,643,805
2,399,779,683

2,005,190,020

448,233,468

2,453,423,488

24,139
440,522

1,775
106,590

25,914
547,112

464,661

108,365

573,026

2,005,654,681

448,341,833

2,453,996,514

2,057,541,328
4,136,952

486,008,756

2,543,550,084
4,136,952

2,061,678,280

486,008,756

2,547,687,036

(56,023,599)

(37,666,923)

(93,690,522)

125,461,016

99,721,780

225,182,796

69,437,417

62,054,857

131,492,274

