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Independent Auditor’s Report 
 
 

Utah State Retirement Board 
Public Employees Health Programs: 
 
We have audited the accompanying financial statements of Public Employees Health Programs (PEHP) as of and 

for the years ended December 31, 2015 and 2014, and the related notes to the financial statements, as listed in the 
foregoing 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 
accounting principles generally accepted in the United States of America; 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. 
 
Auditor’s 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 auditor’s 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. 
 
Opinion 
 
In our opinion, the financial statement referred to above present fairly, in all material respects, the financial position of 
Public Employees Health Programs as of December 31, 2015 and 2014 and the changes in financial position and 

cash flows thereof for the years then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
Emphasis of Matter 

 
As discussed in Note 1 to the financial statements, in 2015, PEHP adopted Governmental Accounting Standards Board 
Statement No. 68, Accounting and Financial Reporting for Pensions – An Amendment to GASB Statement No. 27. Our 
opinion is not modified with respect to this. 
 
 
 
 



 

 

Other Matters 
 
Required Supplementary Information 

 
Accounting principles generally accepted in the United States of America require that management's discussion and 
analysis on pages 4-9, the 10 year loss development schedule on pages 35-36, and the schedule of the proportionate 
share of the net pension liability and schedule of contributions on pages 37-38, 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.  
 
Ten Year Loss Development Schedule 
 
PEHP is transitioning into the ten year loss development schedule, see required supplementary information paragraph 
above. PEHP will begin with five years of data and build upon that data from year-to-year until a full ten years is 
presented in accordance with GASB No. 30, Risk Financing Omnibus, an amendment of GASB Statement No. 10. 
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated May 10, 2016, on our 
consideration of PEHP’s internal control over financial reporting and our tests of its compliance with certain provisions 
of laws, regulations, and contracts.  The purpose of that report is to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion on internal control 
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be read in conjunction with this report in considering the results of our 

audits. 
 
 
 
Salt Lake City, Utah 
May 10, 2016 
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Management’s Discussion and Analysis 
For the Year Ended December 31, 2015 

(Unaudited) 
 
The management of Public Employees Health Programs (PEHP) presents the following discussion 
and analysis of the financial statements for the year ended December 31, 2015.  PEHP is authorized 
and created under Title 49, Chapters 20 and 21, of the Utah Code to organize and administer self-
insurance risk pools for employee benefits for the state, its educational institutions, and political 
subdivisions. 
 
PEHP, as a trust organization, does not own any assets, have any liabilities, or earn income.  All 
accounting transactions, including PEHP expenses, are recorded or allocated to the various risk pools 
and lines of business.  This is consistent with the statute that created PEHP, to organize and 
administer funded self-insurance risk pools.  PEHP does not report the various risk pools as separate 
funds.  Therefore, the risk pool reporting is provided as schedules in the supplemental information in 
a separate report.  
 
The long-term disability, term life, retiree life, and death benefit lines of business, and the Medicare 
supplement and reinsurance risk pools are singular risk pools in which all participating employers 
share the risk.  The medical and the dental lines of business are divided into various risk pools of 
single or multiple employer pools.  The medical line of business, including Medicare supplement, 
encompasses 88.97% of PEHP’s benefit expenses.  Dental accounted for 4.22% leaving 6.81% for 
all of the other lines business in total. 
 
PEHP is a “public entity risk pool” as defined by GASB Statement No. 10, encompassing three of the 
four types of pools identified.  Risk is shared in the long-term disability, term life, retiree life, and death 
benefit lines of business, the Medicare supplement program and in the medical and dental risk pools 
for the Utah School Board Association and the Local Government Risk Pool.  Catastrophic 
reinsurance is purchased from private insurance companies through the “Reinsurance” risk pool and 
the term life program.  PEHP acts as a third party administrator and provides administrative services 
only and holds no significant claims contingency reserves for Jordan School District. 
 
GASB Statement No. 10 provides guidelines for recording and reporting of revenues, expenses, 
liabilities, assets, and specified supplementary information.  PEHP records transactions according to 
these guidelines.  Given the short term nature of PEHP’s lines of business, the required 
supplementary information presented is deemed sufficient to meet the principles of GASB Statement 
No. 10. PEHP has also adopted the financial reporting provisions of GASB Statement No. 63, 
Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net 
Position. GASB Statement No. 63 amends certain portions of the financial reporting provisions of 
GASB Statement No. 10. GASB Statement No. 63 establishes the standards for reporting deferred 
outflows of resources, deferred inflows of resources, and net position. PEHP has prepared the 
financial statements in accordance with GASB Statement No. 63. 
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Management’s Discussion and Analysis 
For the Year Ended December 31, 2015 

(Unaudited) 
 
FINANCIAL CONDITION 
 
PEHP works with the employers and actuaries to set medical and dental premium rates that will 
maintain appropriate reserve levels for each risk pool.  The criteria vary depending on the type of risk 
pool.  New risk pools provide an initial deposit or establish reserves over time.  
  
Total net position restricted for claims contingency reserves decreased by $27.90 million as follows: 
 

 The medical program claims contingency reserves decreased by $33.47 million due primarily 
to $29.70 million in experience dividends/refunds.   

 Claims contingency reserves decreased by $0.17 million in the dental program due to adverse 
claims experience.   

 The long-term disability program realized a $7.25 million increase in claims contingency 
reserves.  This increase was due to a reduction in LTD recipients which resulted in a decrease 
in the benefit reserves.   

 The retiree life program had claims contingency reserves decrease of $7.54 million.  The 
decrease was due to an increase in the actuarially determined retiree life benefit reserves.   

 
Chapter 20 of Title 49 of the Utah Code requires that employers or agencies, responsible for the 
insurance risk in a PEHP pool, cure any deficiency in the actuarially recommended and board 
approved claims contingency reserves.  As of December 31, 2015 and December 31, 2014, there 
were no risk pools with claims contingency reserves deficits. 
 
FINANCIAL STATEMENTS 
 
The financial statements for PEHP are prepared on the accrual basis of accounting in accordance 
with the generally accepted accounting principles in the United States, as promulgated by the 
Governmental Accounting Standards Board (GASB).  PEHP is reported as a discrete component unit 
of the State of Utah.  Revenues are recognized when earned and expenses are recognized in the 
period in which they are incurred.  See the notes to financial statements for more information. 
 
The 2014 financial statements have been restated in accordance with GASB Standard (GASBS) No. 
68 to disclose PEHP’s net pension liability. 
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Management’s Discussion and Analysis 
For the Year Ended December 31, 2015 

(Unaudited) 
 
The Summary of Net Position at December 31 is as follows: 

Dec 14 to Dec 15 Percent

Restated Increase Increase

ASSETS AND OUTFLOWS 2015 2014 (Decrease) (Decrease)

Cash, investments and receivables 381,400,725$  392,105,739$   (10,705,014)$    -2.73%

Capital assets 162,792            277,048             (114,256)            -41.24%

Net pension asset 8,816                 -                      8,816                  100.00%

Deferred outflows relating to pensions 3,096,936         2,740,898          356,038             12.99%

Total assets and deferred outflows 384,669,269    395,123,685     (10,454,416)      -2.65%

LIABILITIES AND INFLOWS

Claims and other 104,834,944    90,266,043        14,568,901        16.14%

Life and long-term disability 78,444,815      76,957,891        1,486,924          1.93%

Net pension liability 10,858,868      12,487,077        (1,628,209)         -13.04%

Deferred inflows relating to pensions 1,024,113         -                      1,024,113          100.00%

Total liabilities and deferred inflows 195,162,740    179,711,011     15,451,729        8.60%

NET POSITION

Restricted for claims contingency reserves 189,506,529$  215,412,674$   (25,906,145)$    -12.03%
 

Financial Analysis 
 

 The total of cash, investments and receivables decreased by $10.71 million due primarily to 
a decrease in receivables.  Receivables decreased due to the timing of the State’s last pay 
period of the year in relation to the year end and to pharmacy rebates and federal subsidies 
being received before year end.   
 

 Capital assets include computers and office equipment.  Asset retirements and the increase 
in accumulated depreciation exceeded the additions of new assets.   
 

 Total liabilities increased by $14.43 million. This was due to increases in medical and dental 
claims payable and increases in the actuarially determined retiree life benefit reserve. The 
increase is also attributable to PEHP recording the net pension liability in accordance with 
GASBS No. 68. 
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Management’s Discussion and Analysis 
For the Year Ended December 31, 2015 

(Unaudited) 
 

The Summary for the Statement of Changes in Net Position for the years ended December 31 is as 
follows: 

Dec 14 to Dec 15 Percent

Restated Increase Increase

REVENUES 2015 2014 (Decrease) (Decrease)

Premiums and fees 589,205,621$  571,070,763$   18,134,858$     3.18%

Investment income 1,932,282         10,755,334        (8,823,052)         -82.03%

Total revenues 591,137,903    581,826,097     9,311,806          1.60%

EXPENSES

Insurance benefits 584,387,373    534,959,329     49,428,044        9.24%

Administrative and other expenses 32,656,675      37,573,038        (4,916,363)         -13.08%

Total benefits and expenses 617,044,048    572,532,367     44,511,681        7.77%

Revenues over (under) benefits 

and expenses (25,906,145)     9,293,730          (35,199,875)      -378.75%

Beginning net position, restricted 215,412,674    215,865,123     (452,449)            -0.21%

Change in accounting principle, GASB 68 -                     (9,746,179)         9,746,179          -100.00%

Ending net position, restricted 189,506,529$  215,412,674$   (25,906,145)$    -12.03%
 

 Premium and fee income increased by $18.13 million, due primarily to increases in medical 
rates and the addition of new business. 
 

 Investment income decreased by $8.82 million.  The market value of investments for the year 
decreased by $8.48 million compared to a decrease of $0.45 million the prior year.  Total 
investment income (investment yield plus or minus adjustments to market value) for the year 
ended December 31, 2015 was $1.93 million for an overall return of 0.85%.  The benchmark 
used to measure the Dodge and Cox performance is Barclays Capital Intermediate 
Government/Credit Index.  For the calendar year, this index had a rate of return of 1.06%, 
whereas the return net of fees for the Dodge and Cox managed portfolio for the year was 
0.85%. 
 

 Insurance benefits increased by $49.43 million.  This was due primarily to medical inflation, 
increase in covered lives, higher utilization and an increase in experience dividends/refunds. 
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Management’s Discussion and Analysis 
For the Year Ended December 31, 2015 

(Unaudited) 
 

Enrollment – Covered Lives 
 
The table below shows the number of covered lives by line of business and the number of participants 
for the flexible spending account (FLEX$TM) administration.  Term life coverage for dependents may 
cover one or more children.  Each dependent coverage is counted as one life.  The term life totals 
can also include multiple coverages on the same individuals, including term life, line-of-duty, spouse, 
dependent, and AD&D (Accidental Death and Dismemberment).  Each coverage is included in the 
count because they each represent a separate potential liability.  Grand totals are not given because 
many of the same individuals are covered in more than one line of business.  
 

Year Medical Dental

Long-term 

Disability Term Life Retiree Life

Death 

Benefit Flex$

6/30/2011 138,917 85,796   36,735     120,334  17,197        97,637  11,381  

6/30/2012 132,205 84,958   36,339     101,172  19,919        89,165  9,157    

6/30/2013 131,370 97,613   36,505     101,444  21,100        -       8,931    

12/31/2013 134,682 100,956 36,492     101,596  21,115        8,598    

12/31/2014 134,300 102,821 33,600     101,799  21,127        8,252    

12/31/2015 140,046 105,300 34,547     100,373  20,802        8,318     
 
SIGNIFICANT EVENTS 
 
FEDERAL LEGISLATION:  PEHP continues to implement changes required by the Patient Protection 
and Affordable Care Act.  Changes required by this act will take effect up to five years in the future. 
 
OTHER POST EMPLOYMENT BENEFIT (OPEB) LIABILITIES:  Because the OPEB plan is 
overfunded there were no required contributions for 2015.  PEHP’s portion of the total OPEB liability 
as of December 31, 2015 is $2.24 million with assets equal to $2.55 million leaving an overfunded 
liability of $306 thousand. 
 
LONG TERM DISABILITY MEDICAL INSURANCE BENEFIT LIABILITY:  The Long Term Disability 
(LTD) program provides a medical insurance benefit for LTD benefit recipients who became eligible 
for LTD benefits after July 1, 1995 and prior to July 1, 2005.  The total liability will correspondingly be 
adjusted annually based upon the actuarial valuation.   
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Management’s Discussion and Analysis 
For the Year Ended December 31, 2015 

(Unaudited) 
 
BUDGETS 
 
Since the risk pools belong to the current participating employers, PEHP does not budget revenues 
and insurance benefit expenses.  Budgets are prepared on administrative expenses.  For the budget 
years ended June 30, 2015 and June 30, 2014, the administrative expenses were $2,727,230 under 
budget and $1,913,817 respectively as outlined in the table below: 
 

Budget Year 

Ending

Budgeted 

Expenses

Actual 

Expenses Under Budget

June 30, 2015 30,297,499$     27,570,269$     2,727,230$     

June 30, 2014 29,497,661$     27,583,844$     1,913,817$     

 
 
PEHP has been under budget on administrative expenses for the three previous budget years. This 
is due to continued cost cutting measures. Consequently PEHP has not had to raise the 
administrative rates it charges to plans, employers and members for the past three years. 
 
CAPITAL ASSETS AND DEBT ADMINISTRATION 
 
PEHP has no major capital asset activity and has issued no long-term debt. 
 

IMPLEMENTATION OF GASBS NO. 68 (ACCOUNTING AND FINANCIAL REPORTING FOR 
PENSIONS) 
 
During 2015 PEHP implemented GASBS No 68.  PEHP’s net pension liability at December 31, 2015 
was $10.86 million. 
 

CONTACT INFORMATION 
 

This management discussion and analysis is to provide our members, customers and consultants 
with a general overview of PEHP’s finances. If you have any questions about this report or need 
additional information contact: 
 
   Kim Kellersberger, Finance Director 
   Public Employees Health Programs 
   560 East 200 South 
   Salt Lake City, UT 84102 
   (801) 366-7457 
   kim.kellersberger@urs.org 
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Statements of Net Position 
December 31, 2015 and 2014 

 
 

Restated

ASSETS 2015 2014

Cash and cash equivalents 68,627,354$        65,189,647$        

Investments 268,247,131        271,618,232        

Receivables:

Premium and service fees 33,532,653          40,072,620          

Investments 1,984,110            2,032,511            

Total receivables 35,516,763          42,105,131          

Prepaid expenses and other current assets 9,009,477            13,192,729          

Furniture and equipment, net of accumulated

depreciation of $1,495,747 and $1,429,791 for the  

periods ended December 2015 and 2014, respectively 162,792 277,048

Net pension asset 8,816                  -                     

Total assets 381,572,333 392,382,787

Deferred outflows of resources:

Deferred outflows of resources relating to pensions 3,096,936 2,740,898            

LIABILITIES AND NET POSITION

Liabilities:

Claims payable 23,181,893 18,283,319

Liability for claims incurred but not reported 36,165,328 35,763,405

Benefit reserves:

Life insurance 53,134,948 45,367,987

Long-term disability claims reserves 22,815,806 27,942,231

Long-term disability medical premium reserves 2,494,061 3,647,673

Premiums payable 419,904 372,578

Unearned premiums 2,933,719 2,307,894

Accrued expenses 15,856,898 10,619,969

Taxes payable 7,834 7,359                  

Experience dividend payable 18,437 -                     

Due to other agencies and administrative reserve 7,852,297 5,084,541

Securities lending liability 18,398,634          17,826,978          

Net pension liability 10,858,868 12,487,077          

Total liabilities 194,138,627        179,711,011        

Deferred inflows of resources:

Deferred inflows of resources relating to pensions 1,024,113            -                     

Net position:

Restricted for claims contingency reserves 189,506,529$      215,412,674$      
 



 

PUBLIC EMPLOYEES HEALTH PROGRAMS 

The accompanying notes to the financial statements 
 are an integral part of these statements 

11 

Statements of Changes in Net Position 
For the Years Ended December 31, 2015 and 2014 

 

 
Restated

2015 2014

Revenue:

Premiums earned and service 

fees, net of refunds 580,449,121$     562,208,003$     

Federal subsidy 8,728,616           8,782,227           

Net investment income 1,932,282           10,755,334         

Miscellaneous income 27,884               80,533               

Total revenue 591,137,903       581,826,097       

Insurance benefits:

Claims 547,941,824 525,937,772

Change in unpaid claims and claims incurred

but not reported 6,787,422           6,241,674           

Policyholder experience dividends 29,658,127         2,779,883           

Total insurance benefits 584,387,373       534,959,329       

Administrative and other expenses:

Salaries, wages and benefits 20,806,276         20,638,980         

Administrative expenses 7,454,430           7,097,079           

PPACA fees 872,639 5,241,908

Commissions 2,220,323 2,128,863

Other expenses 1,303,007           2,466,208

Total administrative and other expenses 32,656,675         37,573,038         

Total benefits and expenses 617,044,048       572,532,367       

Revenue over (under) benefits and expenses (25,906,145)        9,293,730           

Net position:

Beginning of year, restricted for claims contingency reserves 215,412,674       215,865,123       

Change in accounting principle, GASB 68 -                    (9,746,179)          

End of year, restricted for claims contingency reserves 189,506,529$     215,412,674$     
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The accompanying notes to the financial statements 
 are an integral part of these statements 
 

Statements of Cash Flows 
For the Years Ended December 31, 2015 and 2014 

 
 

Restated

2015 2014

Cash flows from operating activities:

Cash received from premiums and service fees 596,418,736$      566,473,238$      

Cash paid for insurance benefits (547,941,825)       (525,937,646)       

Cash paid for administrative and other expenses (21,345,567)        (33,395,917)        

Policyholder experience dividends paid (29,639,690)        (2,779,883)          

Net cash provided (used)

by operating activities (2,508,346)          4,359,792           

Cash flows from investing activities:

Investment income 10,213,007         10,233,816         

Proceeds from maturities of sales of

fixed income securities 79,540,769         60,613,646         

Purchases of fixed income securities (83,830,336)        (75,951,345)        

Net cash provided (used)

 by investing activities 5,923,440           (5,103,883)          

Cash flows from capital and related

financing activities:

Proceeds from sale of assets 77,407                -                     

Purchases of equipment (54,794)               (40,551)               

Net cash provided (used)

by financing activities 22,613                (40,551)               

Net increase (decrease) in cash and

cash equivalents 3,437,707           (784,642)             

Cash and cash equivalents at beginning of year 65,189,647         65,974,289         

Cash and cash equivalents at end of year 68,627,354$        65,189,647$        
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Statements of Cash Flows (Continued) 
For the Years Ended December 31, 2015 and 2014 

 
 

Restated

2015 2014

Reconciliation of revenue over (under) benefits

and expenses to net cash provided (used) by

operating activities:

Revenue over (under) benefits and expenses (25,906,145)$    9,293,730$       

Adjustments to reconcile revenue 

over (under) benefits and expenses to net

cash provided (used) by operating activities:

Depreciation 91,643 109,187

Net investment income (1,932,282)        (10,755,334)      

Pension related items (968,950)           -                   

Change in assets and liabilities:

Premiums and service fees receivable 6,539,967         (4,501,931)        

Prepaid expenses and other current assets 4,183,252         (2,923,721)        

Claims payable 4,898,574         (531,446)           

Liability for claims incurred but not reported 401,923            2,714,747         

Benefit reserves 1,486,924         4,058,499         

Experience dividend payable 18,437             -                   

Due to other agencies 2,767,756         (648,378)           

Premiums payable 47,326             (255,544)           

Unearned premiums 625,825            159,952            

Accrued expenses 5,236,929         7,632,671         

Taxes payable 475                  7,360               

Net cash provided (used) by operating activities (2,508,346)$      4,359,792$       
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

Organization and Nature of Business 
 
Public Employees Health Programs (the "Program") is a discrete component unit of the State 
of Utah created under the State of Utah Retirement Act to provide insurance services to public 
employees of the State of Utah. PEHP also provides insurance services to employees of 
approximately 300 municipalities, school districts, and other public entities within the State of 
Utah. Under authority granted by the Retirement Act, PEHP is administered by the Utah State 
Retirement Board (the "Board"). 
 
PEHP provides insurance services predominately for agencies of the State of Utah. Effective 
with the year ended June 30, 2003, the State of Utah changed its accounting for PEHP from an 
internal service fund to a discrete component unit of the State of Utah, in accordance with the 
provisions of Governmental Accounting Standards Board ("GASB") Statement No. 10, 
Accounting for Financial Reporting for Risk Financing and Related Insurance Issues as defined 
in that statement. 
 
Insurance products offered by PEHP include medical, dental, long-term disability, and life 
insurance. Public entities participating in the medical and dental programs are grouped into 
various risk pools for purposes of establishing rates, providing policyholder experience 
dividends, and retaining risk of loss from such insurance products. Under the Board's current 
policy, medical risk pools can elect to participate in PEHP's internal reinsurance fund. This fund 
provides specific stop-loss insurance for individual claimants who incur claims in excess of 
amounts between $100,000 and $250,000 during the fiscal years ended December, 31 2015 
and 2014. The fund also provides aggregate stop-loss coverage at various levels. Management 
believes that it has recorded claims payable and benefit reserves adequate to meet all 
actuarially determined losses. PEHP has reinsurance coverage for a life catastrophic 
occurrence in excess of $7,500,000, not to exceed $80,000,000 per year with a one-time 
reinstatement with additional premium. PEHP has also entered into an excess medical 
reinsurance agreement which provides for PEHP to retain medical losses on the first $1,250,000 
of loss or losses on any one person insured during the term of the reinsurance agreement, after 
which the reinsurer will pay 100% of the amount which exceeds $1,250,000. The upper limit of 
the reinsurer's liability ranges from $2,000,000 to $5,000,000 during the lifetime of the person. 
The limit is dependent on the participating group's lifetime maximum. The retention per person 
will be reapplied to PEHP each calendar year. During the years ended December 31, 2015 and 
2014, PEHP paid $1,138,352 and $1,074,361 respectively, in premiums under all reinsurance 
agreements. PEHP also collects and passes through premiums for certain independent 
insurers. 
 
The accounting policies of PEHP conform to accounting principles generally accepted in the 
United States of America in all material respects.  
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Cash and Cash Equivalents  
 
For purposes of reporting cash flows, cash and cash equivalents reported on the Statements of 
Net Position and the Statements of Cash Flows include a demand account at a commercial 
financial institution and funds held on deposit with Utah Retirement Systems.  The demand 
account is covered by an overnight repurchase agreement with the financial institution. PEHP 
considers all highly liquid debt instruments with a maturity of less than three months to be cash 
equivalents. 
 
Use of Estimates in Preparing Financial Statements   

 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and 
assumptions that affect the reported 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 period. The estimates which are particularly 
susceptible to change relate to the actuarial valuation of the claims incurred but not reported 
and benefit reserves. Actual results could differ from those estimates.  

 
PEHP invests in various investment securities which, in general, are exposed to various risks, 
such as interest rate, credit, and overall market volatility. Due to the level of risk associated with 
certain investment securities, it is reasonably possible that changes in the values of investment 
securities will occur in the near term and that those changes could materially affect the amounts 
reported in the Statements of Net Position.  
 
Investments 
 
Investments are comprised of U.S. government securities and money market funds invested in 
U.S. government securities, agency notes and mortgage-backed securities, and corporate 
notes and asset backed securities. These investments are carried at fair value determined on 
quoted market prices. Changes in the fair value of investments are recognized as investment 
income in the Statements of Changes in Net Position. 
 
Investment Valuation 
 
PEHP categorizes the fair value measurements of its investments based on the hierarchy 
established by generally accepted accounting principles. The fair value hierarchy, which has 
three levels, is based on the valuation inputs used to measure an asset’s fair value: Level 1 
inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant 
other observable inputs; Level 3 inputs are significant unobservable inputs.  
 
Allowance for Doubtful Accounts 
 
PEHP considers all receivables collectible and writes off any bad debt in the period in which it 
was determined to be uncollectible. 
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Furniture and Equipment  
 
Furniture and equipment are defined by PEHP as assets with an initial cost of more than $5,000.  
Furniture and equipment are stated at cost less accumulated depreciation.  Depreciation is 
provided over the estimated useful lives of the assets using the straight-line method. The 
estimated useful lives for furniture and equipment range from three to ten years. 
 
Claim Liabilities and Benefit Reserves 
 
PEHP establishes claim liabilities and benefit reserves based on actuarial and other estimates 
of the ultimate cost of claims that have been reported but not settled, and of claims that have 
been incurred but not reported. Long-term disability benefit reserves are reported using discount 
rates between 2.00% and 6.25% to calculate the present value of estimated future cash 
payments as of December 31, 2015 and 2014. Because actual claim costs depend on such 
complex factors as inflation and changes in insurance benefits, the process used in computing 
claims liabilities does not necessarily result in an exact amount. Claims liabilities are 
recomputed periodically by an actuary to produce current estimates that reflect recent 
settlements, claims frequency, and other economic and social factors. Inflation is implicit in the 
calculation because reliance is based on historical data that reflects past inflation and other 
appropriate modifiers. Adjustments to claims liabilities and benefit reserves for changes in 
estimates are recorded in the Statements of Changes in Net Position in the period for which the 
estimates are made. 
 
Claims Contingency Reserves  
 
In order for PEHP to manage risks which are not accounted for when premiums were set to 
fund the costs of insurance benefits, PEHP maintains claims contingency reserves. The claims 
contingency reserves also manages risks which were accounted for in the premiums for a given 
coverage period, but where the potential impact of these risks could be higher than what was 
accounted for in the funding of insurance benefits. The claims contingency reserve is shown as 
restricted net position on the Statement of Net Position. In order to ensure that PEHP maintains 
adequate levels of claims contingency reserves, an independent external actuary was hired to 
evaluate the claims contingency reserves at June 30 and provide recommendations on 
appropriate claims contingency reserves levels.  
 
The independent actuary’s recommendation included an estimate of claims contingency 
reserves to cover the various risks faced by groups’ benefit plans. Specifically, the claims 
contingency reserves estimates includes amounts to offset the following risks: (1) an 
underestimate of unpaid claim liabilities or IBNR estimates, which would impact funding for a 
future coverage period; (2) a trend fluctuation margin to cover the 95th percentile of trend 
estimate over the trend assumption used for setting the budget premium amounts for the 
employee benefit plan; (3) a claim fluctuation reserve to cover 95th percentile of the claim level 
variation over the average expected claim levels, when other actuarial assumptions used for 
funding the employee benefit plans are held constant; and (4) a reserve to cover variation in 
claim costs due to other unexpected or unknown contingent events such as data errors, 
unexpected litigation, natural disasters, a catastrophic epidemics etc. 
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1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Claims Contingency Reserves (Continued) 
 
At December 31, 2015 the restricted claims contingency reserve is significantly higher than it 
would be at June 30, 2015. 
 
The estimate of each of the claims contingency reserves evaluated are presented in terms of 
days of average premium. The actuary performed an evaluation for each pool and provided to 
PEHP the appropriate level of the claims contingency reserve, in terms of days, for each of the 
pools evaluated. 
 
To ensure that the claims contingency reserves are maintained at the recommended funding 
levels, PEHP evaluates the days of average premium at the end of each budget year. The 
budget year for PEHP is July 1 through June 30. PEHP performs this evaluation at the end of 
the budget year because PEHP’s budget more closely matches the policy period for PEHP’s 
insureds groups and presents a more accurate financial picture of the benefits paid for that 
policy period. If the claims contingency reserves are underfunded, a pool may potentially see 
an increase in premiums until claims contingency reserves are returned to the recommended 
levels. If the pool is overfunded, PEHP, will either: (1) refund a portion of the claims contingency 
reserves (in the form of policyholder experience dividends), (2) provide the pool a premium 
holiday, and/or (3) hold premiums constant for the next renewal period. 
 
Please refer to Note 4 for the current year Policyholder Experience Dividends paid for the years 
ended December 31, 2015 and 2014. 
 
Premium Revenue and Unearned Premiums  
 
Premium revenue is recorded in the month in which coverage is provided. Premiums received 
in advance are recorded as unearned premiums. 
 
Federal Income Taxes   
 
PEHP is exempt from the payment of Federal income taxes under Section 115 of the Internal 
Revenue Code. 
 
Recently Issued Accounting Standards 

 
For the years ended December 31, 2015 and 2014, PEHP adopted GASBS No. 68, Accounting 
and Financial Reporting for Pensions—an amendment of GASB Statement No. 27.   
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

 PPACA Fees 
 

The Patient Protection and Affordable Care Act (PPACA) fees are fees that are charged to all 
applicable insureds as a result of the PPACA. This line item from the Statements of Changes in 
Net Posiiton and Reserve Balances on page 11 represents the amount charged to PEHP during 
the year directly related to the PPACA. These fees were new starting in 2014. 

 
 Pensions 
 

For purposes of measuring the net pension liability, deferred outflows of resources and deferred 
inflows of resources related to pensions, and pension expense, information about the fiduciary 
net position of the Utah Retirement Systems Pension Plan (URS) and additions to/deductions 
from URS's fiduciary net position have been determined on the same basis as they are reported 
by URS. For this purpose, benefit payments (including refunds of employee contributions) are 
recognized when due and payable in accordance with the benefit terms. Investments are 
reported at fair value. 

 
 Reclassification 
 

Certain amounts in prior year financial statements have been reclassified for comparative 
purposes to comply with GASBS No. 68, Accounting and Financial Reporting for Pensions—an 
amendment of GASB Statement No. 27 to conform to the presentation in the current year 
financial statements. 

 
 
2.  CASH AND INVESTMENTS 

 
Listed below is a summary of the deposit and investment portfolios as of December 31, 2015 
and 2014. Investing is governed by the prudent man rule in accordance with statutes of the 
State of Utah. All investments of PEHP are considered to have been made in accordance with 
these governing statues.  

  
 Deposits 

 
Deposits of PEHP are carried at cost plus accrued interest. The carrying amount of the deposits, 
net of outstanding checks, is accounted for in “Cash and Cash Equivalents” on the Statements 
of Net Position, and is $9,818,316 and $(822,459) as of December 31, 2015 and 2014, 
respectively. The corresponding bank balance of the deposits was $12,831,083 and $2,375,413 
as of December 31, 2015 and 2014, respectively. PEHP maintains non-interest bearing bank 
accounts at financial institutions. Accounts at these institutions are insured by the Federal 
Deposit Insurance Corporation (FDIC) up to $250,000.  
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2.  CASH AND INVESTMENTS (Continued) 
 
As of December 31, 2015 and 2014 PEHP’s cash deposit balances exceeded FDIC limits. 
 

 

2015 2014

Overnight repurchase agreements 26,610,839$       29,142,242$       

Cash on deposit with Zions Bank 9,818,316          (822,459)            

Cash on deposit with Northern Trust 31,065,247         32,305,185         

Cash on deposit with URS 1,132,652          4,564,379           

Petty cash 300                   300                    

Total 68,627,354$       65,189,647$       

 
 

Custodial Credit Risk 
 
The custodial credit risk for deposits is the risk that, in the event of the failure of a depository 
financial institution, a government will not be able to recover deposits or will not be able to 
recover collateral securities that are in the possession of an outside party.  As of December 31, 
2015 and 2014, the overnight repurchase agreements of $26,610,839 and $29,142,242, 
respectively are uninsured and are collateralized with securities held by the pledging financial 
institution’s trust department or agent but not in PEHP’s name.  The deposits with Northern 
Trust and Dodge & Cox as of December 31, 2015 and 2014 of $31,065,247 and $32,305,181, 
respectively, are uninsured and uncollateralized. 
 
The carrying values of deposits and investments are reconciled to the amounts recorded in the 
Statements of Net Position as of December 31, 2015 and 2014 as follows: 
 

2015 2014

Cash and cash equivalents 68,627,354$       65,189,647$       

Investments 268,247,131       271,618,232       

Total 336,874,485$     336,807,879$     
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2.  CASH AND INVESTMENTS (Continued) 
 
Investments 
 
The schedules below provide information about the credit risk, interest rate risk, and 
concentration of credit risk associated with PEHP’s investments as of December 31, 2015 and 
2014, respectively.  
 

Fair Less More

Value Than 1  1-5  6-10  11-20 Than 20

Investment type

as of December 31, 2015:

 U.S. Treasuries 17,999$          500$        9,922$     7,578$     -$        -$        

U.S. Agencies 772                 -          526          246          -          -          

Corporate bonds 112,877          2,900       46,703     60,546     1,912       816          

Gov't mortgage backed securities 87,327            16            984          7,809       29,351     49,167     

Asset backed securities 21,698            -          17,834     1,721       2,143       -          

Municipal bonds 9,175              503          8,672       -          -          -          

Securities lending cash collateral

invested in the Northern Trust 

Co. short-term investment pool

(excludes $0 value of non-cash

collateral as of December 31, 2015) 18,399            18,399     -          -          -          -          

Total investments 268,247$        22,317$   84,641$   77,900$   33,405$   49,983$   

Investment Maturities (in Years) (in thousands)
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2. CASH AND INVESTMENTS (Continued) 
 
Investments (Continued) 
 

Fair Less More

Value Than 1  1-5  6-10  10-20 Than 20

Investment type

as of December 31, 2014:

 U.S. Treasuries 17,570$          2,353$     15,217$   -$        -$        -$        

U.S. Agencies 1,213              -          262          951          -          -          

Corporate bonds 116,470          -          49,951     61,602     3,285       1,632       

Gov't mortgage backed securities 86,517            -          1,658       5,077       37,604     42,178     

Asset backed securities 21,351            -          18,133     344          2,403       470          

Municipal bonds 10,670            1,241       9,253       177          -          -          

Securities lending cash collateral

invested in the Northern Trust 

Co. short-term investment pool

(excludes $0 value of non-cash

collateral as of December 31, 2014) 17,827            17,827     -          -          -          -          

Total investments 271,618$        21,420$   94,474$   68,151$   43,292$   44,280$   

Investment Maturities (in Years) (in thousands)

Interest Rate Risk 
 
PEHP manages its exposure to fair value loss arising from increasing interest rates by 
complying with the following policy: 
 
For the PEHP fixed income portfolio, the investment manager’s portfolio will have an effective 
duration between 75 – 125% of the effective duration of the appropriate index. 
 
Duration is a measure of a debt investment’s exposure to fair value changes arising from 
changes in interest rates. It uses the present value of cash flows, weighted for those cash flows 
as a percentage of the investments full price. 
 
PEHP compares an investment’s effective duration against the Barclays U.S. Intermediate 
Aggregate Bond Index. 
       
The allowable duration range was 3.18 to 5.30 and 3.00 to 5.00 as of December 31, 2015 and 
2014, respectively.  As of December 31, 2015 and 2014, the portfolio was within the policy 
guidelines. 
 



 
PUBLIC EMPLOYEES HEALTH PROGRAMS 

Notes to Financial Statements 
For the Years Ended December 31, 2015 and 2014 

 

21 

2. CASH AND INVESTMENTS (Continued) 
 

Credit Risk of Debt Securities 
 
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations. It is PEHP’s policy to limit its investments to the top ratings issued by nationally 
recognized statistical rating organizations (NRSROs) so the total investment portfolio maintains 
an “A” (S&P) or equivalent minimum rating.  PEHP’s debt investments as of December 31, 2015 
and 2014 were rated by S&P and/or an equivalent NRSRO and the ratings are presented below: 
 

Fair 

Value AAA AA A BBB BB B CCC NR

Investment type

as of December 31, 2015:

 U.S. Treasuries 17,373$    -$            17,373$   -$        -$        -$      -$      -$      -$             

U.S. Agencies 772           -              772          -          -          -        -        -        -               

Corporate bonds 112,877    -              3,393       23,578    75,313    9,868    725       -        -               

Gov't mortgage backed securities 87,327      -              87,327     -          -          -        -        -        -               

Asset backed securities 21,698      15,787         438          273         -          -        -        436       4,765           

Municipal bonds 9,175        -              5,060       4,115      -          -        -        -               

Foreign government bonds 626           -              -           -          626         -        -        -        -               

Short-term investment funds -            -              -           -          -          -        -        -        -               

Securities lending cash collateral

invested in the Northern Trust 

Co. short-term investment pool 18,399      -              -           -          -          -        -        -        18,399         

Total investments 268,247$  15,787$       114,363$ 27,966$  75,939$  9,868$  725$     436$     23,164$       

Quality Ratings (000's)

 
 

Fair 

Value AAA AA A BBB BB B CCC NR

Investment type

as of December 31, 2014:

 U.S. Treasuries 17,570$    -$            16,938$   -$        631$       -$      -$      -$      -$             

U.S. Agencies 1,213        -              951          262         -          -        -        -        -               

Corporate bonds 116,470    -              8,107       31,358    65,934    9,438    -        -        1,632           

Gov't mortgage backed securities 86,517      -              86,517     -          -          -        -        -        -               

Asset backed securities 21,351      19,751         785          344         -          -        -        470       -               

Municipal bonds 10,670      -              -           10,670    -          -        -        -               

Securities lending cash collateral

invested in the Northern Trust 

Co. short-term investment pool 17,827      -              -           -          -          -        -        -        17,827         

Total investments 271,618$  19,751$       113,299$ 42,635$  66,565$  9,438$  -$      470$     19,459$       

Quality Ratings

Quality Ratings (000's)
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2. CASH AND INVESTMENTS (Continued) 
 

Concentration of Credit Risk   
 
Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s 
investment in a single issuer. PEHP limits the amount that can be invested in any one issuer.  
The following limits apply to an Investment Manager’s portfolio: 
 
• U.S Government and Agency Securities – no restriction 

• AAA/Aaa Securities – no more than 5% of an Investment Manager’s assets at market with 

a single issuer 

• AA-/Aa3 Securities or higher – no more than 4% of an Investment Manager’s assets at 

market with a single issuer 

• A-/A3 Securities or higher – no more than 3% of an Investment Manager’s assets at market 

with a single issuer 

• BBB-/Baa3 Securities or higher – no more than 2% of an Investment Manager’s assets at 

market with a single issuer 

 
If a security is downgraded within the investment grade categories listed above, the manager 
has 30 days to sell enough of the security to comply with the single issuer guideline applicable 
to the new rating. 
 
No individual holding shall constitute more than 10% of the market value of the issuer with the 
exception of the U.S. government or its agencies, or collateralized mortgage obligations. 
 
At the time of purchase, all issues shall be rated investment grade by at least two of the 
nationally recognized rating agencies. If the rating by the agencies is split rated, the lower rating 
will apply in determining investment grade status. 
 
If a security is downgraded to below investment grade, the Investment Manager shall place the 
securities in a “basket” of securities downgraded below investment grade. The downgraded 
securities shall remain in the “basket” until the Investment Manager decides to sell them or until 
the securities are upgraded to investment grade. At no time shall downgraded securities placed 
in the basket exceed 5% of total portfolio value unless the basket is full when a security is 
downgraded. If the basket is full when a security is downgraded, the Investment Manager has 
30 days to sell securities from the basket in order to bring it back to the 5% threshold. At no time 
should more than 1% of an Investment Manager’s assets at market be with a single below 
investment grade issuer. 
 
All investments are within Program limits. 



 
PUBLIC EMPLOYEES HEALTH PROGRAMS 

Notes to Financial Statements 
For the Years Ended December 31, 2015 and 2014 

 

23 

2. CASH AND INVESTMENTS (Continued) 
 
Securities Lending 
 
PEHP participates in a securities lending program as authorized by Board policy, whereby 
securities are transferred to an independent broker or dealer in exchange for collateral in the 
form of cash, government securities, and irrevocable bank letters of credit equal to 102% of the 
market value of the domestic securities on loan with a simultaneous agreement to return the 
collateral for the same securities in the future.  
 
PEHP’s custodial agent is the agent for its securities lending program. Securities under loan are 
maintained in PEHP’s financial records and are classified in the preceding summary of 
investments. A corresponding liability is recorded for the market value of the collateral received. 
Under provision of GASB statement No. 28, collateral which cannot be pledged or sold is not 
recorded as investments nor is the related liability recorded in the financial statements. At 
December 31, 2015 and 2014 PEHP did not have non-cash collateral.  
 
As of December 31, 2015 and 2014, PEHP had no credit risk exposure to borrowers because 
the collateral exceeded the amount borrowed. The securities on loan as of December 31, 2015 
and 2014 were $17,972,536 and $17,401,044 respectively, and the cash and non-cash 
collateral received for those securities on loan was $18,398,634 and $17,826,976, respectively. 
Under the terms of the lending agreement, PEHP is indemnified against loss should the lending 
agent be unable to recover borrowed securities and distributions due to borrower insolvency or 
failure of the lending agent to properly evaluate the creditworthiness of the borrower. In addition, 
PEHP is indemnified against loss should the lending agent fail to demand adequate and 
appropriate collateral on a timely basis. 
 
All securities loaned can be terminated on demand by either PEHP or the borrower. Cash 
collateral is invested in the lending agent’s short-term investment pool. The short-term 
investment pool guidelines specify that a minimum of 20% of the invested cash collateral to be 
available each business day and the dollar weighted average maturity of holding should not 
exceed 60 days. The relationship between the maturities of the short-term investment pool and 
PEHP’s loans is affected by the maturities of the securities loans made by other entities that 
use the agent’s pool, which PEHP cannot determine. Since the securities lending collateral is 
in a pool maintained by the custodial bank, it was not necessary to report the total income and 
expenses of the security lending. 
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2. CASH AND INVESTMENTS (Continued) 
 
Fair Value of Financial Instruments 
 
Investments, including derivative instruments that are not hedging derivatives, are measured at 
fair value on a recurring basis. Recurring fair value measurements are those that Governmental 
Accounting Standards Board (GASB) Statements require or permit in the statement of net 
position at the end of each reporting period. Fair value measurements are categorized based 
on the valuation inputs used to measure an asset’s fair value: Level 1 inputs are quoted prices 
in active markets for identical assets; Level 2 inputs are significant other observable inputs; 
Level 3 inputs are significant unobservable inputs. Investments’ fair value measurements are 
as follows at December 31, 2015 (in millions): 
 

Fair Level 1 Level 2 Level 3

Investments Value Inputs Inputs Inputs

Debt securities:

U.S. Treasuries 17,373$        -$              17,373$        -$              

U.S Agencies 772               -                526               246               

Corporate bonds 112,877        816               110,245        1,815            

Gov't mortgage backed securities 87,327          -                87,088          239               

Asset backed securities 21,698          -                20,552          1,146            

Municipal bonds 9,175            -                9,175            -                

Foreign government bonds 626               -                626               -                

Securities lending cash collateral

invested in the Northern Trust 

Co. short-term investment pool

(excludes $0 value of non-cash

collateral as of December 31, 2015) 18,399          -                18,399          -                

Total investments 268,247$      816$             263,985$      3,446$          

Fair Value Measurements Using

 
 
Debt and equity securities categorized as Level 1 are valued based on prices quoted in active 
markets for those securities. Debt securities categorized as Level 2 are valued using a matrix 
pricing technique that values securities based on their relationship to benchmark quoted prices. 
Mortgage-backed securities categorized as Level 3 are valued using discounted cash flow 
techniques. Collateralized debt obligations categorized as Level 3 are valued using consensus 
pricing. Venture capital investments categorized as Level 3 are valued using either a discounted 
cash flow or market comparable companies technique. Investment derivative instruments 
categorized as Level 2 are valued using market approaches that consider, as applicable, 
benchmark interest rates or foreign exchange rates. 
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3. CLAIMS PAYABLE AND BENEFIT RESERVES 
 

Claims payable represent claims which have been reported to PEHP as of the valuation date. 
A liability for the estimate of claims incurred but not reported to PEHP as of the valuation date 
has also been recorded. 

 
The following schedule reflects changes in the total claims payable and benefit reserves for the 
years ended December 31: 

 

2015 2014

  

Total claims liabilities at beginning of year 131,004,615$    124,762,815$    

Claims incurred (including change in benefit reserve) 554,729,246      510,828,364      

Claims paid (547,941,825)     (504,586,564)     

Total claim liabilities at end of year 137,792,036$    131,004,615$    

 
 
4. POLICYHOLDER EXPERIENCE DIVIDENDS 
 

During the years ended December 31, 2015 and 2014 the Board authorized experience 
dividends to participating agencies and members of $29,658,127 and $2,779,883 from claims 
contingency reserves accumulated by PEHP through the end of the prior fiscal period. Of these 
$18,437 and $0 were payable as of December 31, 2015 and 2014, respectively. For medical 
and dental plans, the board relies on actuarially determined ranges to determine the amount of 
claims contingency reserves available for experience dividends. For life and long-term disability 
plans, the Board considers claims contingency reserves of more than twelve months premiums 
to be available for experience dividends. Such dividends are granted at the discretion of the 
Board and are made in accordance with Title 49 of the Utah Code.  
 
 

5. RETIREMENT PLANS 
 
 Defined Benefit Plan 
 

Plan Description – Eligible plan participants are provided with pensions through the Utah 
Retirement Systems. The Utah Retirement Systems are comprised of the following pension 
trust funds: 
 

 Public Employees Noncontributory Retirement System (Noncontributory System);   is a 
multiple employer, cost sharing, public employee retirement system. 
 

 Tier 2 Public Employees Contributory Retirement System (Tier 2 Public Employees 
System); is a multiple employer, cost sharing, public employee retirement system. 
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5. RETIREMENT PLANS (Continued) 
 
Defined Benefit Plan (Continued) 

 
General Information About the Pension Plan 
 
The Tier 2 Public Employees System became effective July 1, 2011. All eligible employees 
beginning on or after July 1, 2011, who have no previous service credit with any of the Utah 
Retirement Systems, are members of the Tier 2 Retirement System. 
 
The Utah Retirement Systems (Systems) are established and governed by the respective 
sections of Title 49 of the Utah Code Annotated 1953, as amended. The Systems' defined 
benefit plans are amended statutorily by the State Legislature. The Utah State Retirement Office 
Act in Title 49 provides for the administration of the Systems under the direction of the Board, 
whose members are appointed by the Governor. The Systems are fiduciary funds defined as 
pension (and other employee benefit) trust funds. URS is a component unit of the State of Utah. 
Title 49 of the Utah Code grants the authority to establish and amend the benefit terms. 
 
URS issues a publicly available financial report that can be obtained by writing Utah Retirement 
Systems, 560 E. 200 S, Salt Lake City, Utah 84102 or visiting the website: www.urs.org. 
 
Summary of Benefits 
 
Benefits Provided – URS provides retirement, disability, and death benefits. Retirement 
benefits are as follows: 
 

System Final Average Salary

Years of Service 

Required and or Age 

Eligible for Benefit

Benefit Percent Per 

Year of Service COLA**

Noncontributory System Highest 3 years 30 years any age 2.0% per year all years Up to 4%

25 years any age*

20 years age 60*

10 years age 62*

4 years age 65

Tier 2 Public Employee System Highest 5 years 35 years any age 1.5% per year all years Up to 2.5%

20 years age 60*

10 years age 62*

4 years age 65

*With actuarial reductions.

**All post-retirement cost-of-living adjustments are non-compounding and are based on the original benefit except for Judges, 

which is a compounding benefit.  The cost-of-living adjustments are also limited to the actual Consumer Price Index (CPI) 

increase for the year, although unused CPI increases not met may be carried forward to subsequent years.  
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5. RETIREMENT PLANS (Continued) 
 
Defined Benefit Plan (Continued) 
 
Contributions - As a condition of participation in the Systems, employers and/or employees 
are required to contribute certain percentages of salary and wages as authorized by statute and 
specified by the URS Board.  Contributions are actuarially determined as an amount that, when 
combined with employee contributions (where applicable) is expected to finance the costs of 
benefits earned by employees during the year, with an additional amount to finance any 
unfunded actuarial accrued liability.  Contribution rates are as follows: 
 

Utah Retirement Systems Employee Paid

Paid by Employer 

for Employee

Employer 

Contributions 

Rates

Contributory System

112- State and School Division Tier 2 N/A N/A 18.240%

Noncontributory System

16- State and School Division Tier 1 N/A N/A 22.190%

 
Pension Assets, Liabilities, Expense, and Deferred Outflows of Resources and Deferred 
Inflows of Resources Related to Pensions 
 
At December 31, 2015, PEHP reported a net pension asset of $8,816 and a net pension liability 
of $10,858,868. 
 

Proportionate 

Share

Net Pension 

Asset

Net Pension 

Liability

Noncontributory System 0.7801242% -$              10,858,868$   

Tier 2 Public Employees System 0.5250923% 8,816             -                

Total net pension asset/liability 8,816$           10,858,868$   

 
 
The net pension asset and liability was measured as of December 31, 2014, and the total 
pension liability used to calculate the net pension asset and liability was determined by an 
actuarial valuation as of January 1, 2014 and rolled-forward using generally accepted actuarial 
procedures. The proportion of the net pension asset and liability was based upon actual 
historical employer contributions to the plan from the census data submitted to the plan for pay 
periods ending in 2015. 
 
For the year ended December 31, 2014, PEHP recognized pension expense of $1,963,619.  
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5. RETIREMENT PLANS (Continued) 
 
Defined Benefit Plan (Continued) 
 
At December 31, 2014, PEHP reported deferred outflows of resources and deferred inflows of 
resources related to pensions from the following sources: 
 

Deferred 

Outflows of 

Resources

Deferred 

Inflows of 

Resources

Differences between expected and actual experience -$           659,912$    

Changes in assumptions -             364,205      

Net difference between projected and actual earnings on pension plan 

investments 187,738      -             

Changes in proportion and differences between contributions and 

proportionate share of contributions -             -             

Contributions subsequent to the measurement date 2,909,198   -             

Total 3,096,936$ 1,024,117$ 

 
$2,909,198 was reported as deferred outflows of resources related to pensions results from 
contributions made by PEHP subsequent to the measurement date of December 31, 2014. 
These contributions will be recognized as a reduction of the net pension liability in the upcoming 
fiscal year. Other amounts reported as deferred outflows of resources and deferred inflows of 
resources related to pensions will be recognized in pension expense as follows: 
 

Year Ended December 31:

Deferred Outflows 

(Inflows) of Resources

2015 (215,828)                          

2016 (215,828)                          

2017 (215,828)                          

2018 (179,257)                          

2019 (1,542)                              

Thereafter (8,096)                               
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5. RETIREMENT PLANS (Continued) 
 
Defined Benefit Plan (Continued) 
 
Actuarial assumptions – The total pension liability in the December 31, 2014, actuarial 
valuation was determined using the following actuarial assumptions, applied to all periods 
included in the measurement: 
 
Inflation 2.75 Percent

Salary increases 3.50 - 10.50 percent, average, including inflation

Investment rate of return 7.50 percent, net of pension plan investment expense,

including inflation  
 
Active member mortality rates are a function of the member's gender, occupation, and age and 
are developed based upon plan experience. Retiree mortality assumptions are highlighted in 
the table below: 
 
Retired Members Mortality 

Class of Member

Educators

Men EDUM (90%)

Women EDUF (100%)

Public Safety and Firefighters

Men RP 2000mWC (100%)

Women EDUF (120%)

Local Government, Public Employees

Men RP 2000mWC (100%)

Women EDUF (120%)

EDUM = Constructed mortality table based on actual experience of male educators multiplied by given percentage

EDUF = Constructed mortality table based on actual experience of female educators multiplied by given percentage

RP 2000mWC = RP 200 combined mortality table for males with white collar adjustments multiplied by given percentage

 
The actuarial assumptions used in the January 1, 2014, valuation were based on the results of 
an actuarial experience study for the five year period ending December 31, 2013. 
 
The long-term expected rate of return on pension plan investments was determined using a 
building-block method in which best­ estimate ranges of expected future real rates of return 
(expected returns, net of pension plan investment expense and inflation) are developed for each 
major asset class. These ranges are combined to produce the long-term expected rate of return 
by weighting the expected future real rates of return by the target asset allocation percentage 
and by adding expected inflation.  
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5. RETIREMENT PLANS (Continued) 
 
Defined Benefit Plan (Continued) 
 
The target allocation and best estimates of arithmetic real rates of return for each major asset 
class are summarized in the following table: 
 

Asset class:

Target Asset 

Allocation

Real Return 

Arithmetic Basis

Long-Term 

expected portfolio 

real rate of return

Equity securities 40% 7.06% 2.82%

Debt securities 20% 0.80% 0.16%

Real assets 13% 5.10% 0.66%

Private equity 9% 11.30% 1.02%

Absolute return 18% 3.15% 0.57%

Cash and cash equivalents 0% 0.00% 0.00%

Totals 100% 5.23%

Inflation 2.75%

Expected arithmetic nominal return 7.98%

Expected Return Arithmetic Basis

 
The 7.50% assumed investment rate of return is comprised of an inflation rate of 2.75%, a real 
return of 4.75% that is net of investment expense. 
 
Discount rate – The discount rate used to measure the total pension liability was 7.50%. The 
projection of cash flows used to determine the discount rate assumed that employee 
contributions will be made at the current contribution rate and that contributions from all 
participating employers will be made at contractually required rates that are actuarially 
determined and certified by the URS Board. Based on those assumptions, the pension plan's 
fiduciary net position was projected to be available to make all projected future benefit payments 
of current active and inactive employees. Therefore, the long-term expected rate of return on 
pension plan investments was applied to all periods of projected benefit payments to determine 
the total pension liability. 
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5. RETIREMENT PLANS (Continued) 
 
Defined Benefit Plan (Continued) 
 
Sensitivity of the proportionate share of the net pension asset and liability to changes in 
the discount rate – The following presents the proportionate share of the net pension liability 
calculated using the discount rate of 7.50 %, as well as what the proportionate share of the net 
pension liability would be if it were calculated using a discount rate that is 1-percentage-point 
lower (6.50 %) or 1-percentage-point higher (8.50 %) than the current rate: 
 

1%

 Decrease 

(6.50)

Discount 

Rate

 (7.50)

1%

 Increase 

(8.50) 

Proportionate share of:

Net pension liability 21,699,335$  10,850,052$  1,769,906$    

 
 
Pension plan fiduciary net position: Detailed information about the pension plan's fiduciary net 
position is available in the separately issued URS financial report. 
 
  

6. RELATED PARTY TRANSACTIONS 
 

In addition to the retirement benefits provided by the Systems, as described in Note 5, PEHP 
also makes payments to the Systems for certain rent and administrative expenses. Such 
expenses totaled $8,496,805 and $6,253,851 during the years ended December 31, 2015 and 
2014, respectively. 
 
At December 31, 2015 and 2014, the amount receivable from the Systems, net of the cash held 
by the Systems for PEHP in the amount of $1,132,652 and $4,564,379, is $295,467 and 
$7,716,735, respectively.   
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7. COMMITMENTS AND CONTINGENCIES 
 

PEHP has been or may be named as a defendant in certain lawsuits. While PEHP cannot 
predict the results of such actions, management believes that the liability, if any, resulting from 
such claims will not have a material effect on PEHP’s operations or financial position. Losses 
from the actual settlement of such unknown claims are taken into consideration in the 
computation of the estimated claims liabilities. 
 
 

8. CAPITAL ASSETS 
 

The capital assets of PEHP are: 
 

Beginning 

Balance Additions Deletions Ending Balance

Furniture and equipment 106,167$             5,243$                    24,851$               86,559$               

Computer equipment 649,540               -                           6,078                    643,462               

Vehicles 297,346               49,551                    72,164                 274,733               

Leasehold improvements 653,786               -                           -                        653,786               

Total 1,706,839$         54,794$                  103,093$             1,658,540           

Beginning 

Balance Additions Deletions Ending Balance

Furniture and equipment $106,167 -$                         19,608$               86,559$               

Computer equipment 649,540               -                           6,078                    643,462               

Vehicles 196,867               13,523                    -                        210,390               

Leasehold improvements 477,217               78,120                    -                        555,337               

Total $1,429,791 91,643$                  25,686$               1,495,748           

Net capital assets 162,792$            

Beginning 

Balance Additions Deletions Ending Balance

Furniture and equipment 106,167$             -$                         -$                      106,167$            

Computer equipment 647,005               4,765                       2,230                    649,540               

Vehicles 256,795               40,551                    -                        297,346               

Leasehold improvements 653,786               -                           -                        653,786               

Total 1,663,753$         45,316$                  2,230$                 1,706,839           

Beginning 

Balance Additions Deletions Ending Balance

Furniture and equipment 106,167$             -$                         -$                      106,167$            

Computer equipment 647,005               2,535                       -                        649,540               

Vehicles 165,799               31,068                    -                        196,867               

Leasehold improvements 399,098               78,119                    -                        477,217               

Total 1,318,069$         111,722$                -$                      1,429,791           

Net capital assets 277,048$            

Accumulated Depreciation

12/31/2014

Equipment

12/31/2015

Accumulated Depreciation

Equipment

 



 
PUBLIC EMPLOYEES HEALTH PROGRAMS 

Notes to Financial Statements 
For the Years Ended December 31, 2015 and 2014 

 

33 

8. CAPITAL ASSETS (Continued) 
 
Depreciation expense for the years ended December 31, 2015 and 2014 amounted to $104,991 
and $109,187, respectively. 
 
 

9. COMPENSATED ABSENCES 
 
The compensated absences liability represents the amount of unused leave to be paid to 
employees upon termination. 
 
Program employees are granted leave in varying amounts, based on length of service. Some 
earned benefits may be forfeited if not taken within varying time periods. 
 
Consistent with GASB Statement No 16, Accounting for Compensated Absences, the liability 
has been calculated using the vesting/termination method and an accrual for that liability is 
included in the accompanying financial statements. The compensated absences liability is 
calculated based on the pay rates in effect at period end. 

 
The compensated absences liability as of December 31, 2015 and 2014 was $1,531,695 and 
$1,758,900, respectively. 
 
 

10. NET INVESTMENT INCOME 
 

Net investment income consisted of the following items for the years ended December 31: 
 

2015 2014

Interest income 10,169,963$     10,356,147$     

Net investment income (7,885,232)        674,433            

Investment income 2,284,731         11,030,580       

Less: investment expenses 352,449            275,246            

Net investment income 1,932,282$       10,755,334$     

 
 
 

11. REVIEW OF SUBSEQUENT EVENTS 
 
Management has evaluated subsequent events through May 10, 2016, which is the date the 
financial statements were available to be issued. No events have occurred subsequent to 
December 31, 2015 requiring recording or disclosure in these financial statements. 
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Required Supplementary Information 10 Year Loss Development (Unaudited) 
 
As noted in the “Other Matters” in the audit opinion, PEHP is transitioning into the ten year loss 
development schedule as required supplementary information. PEHP will begin with five years of data 
and build upon that data from year-to-year until a full ten years is presented in accordance with GASB 
No. 30, Risk Financing Omnibus an amendment of GASB Statement No. 10. 
 
The following table compares the medical Program’s earned revenues net of reinsurance and 
investment income to related costs of losses and loss adjustment expenses, net of reinsurance, 
assumed by PEHP.  The table is defined as follows: (1) shows each year’s net earned premium, other 
operating revenues and interest income, (2) shows each year’s other operating expenses including 
overhead and loss adjustment expenses not allocable to specific claims, (3) shows incurred losses and 
allocated loss adjustment expenses (both paid and accrued) as originally reported at the end of the first 
year in which the event that triggered coverage under the contract occurred, (4) shows the cumulative 
amounts paid as of the end of successive years for each accident year, (5) shows the reestimated 
amount for loss assumed by excess insurers or reinsurers as of the end of the current year for each of 
the accident years, (6) shows how each coverage year’s incurred losses increased or decreased as of 
the end of the successive years: this annual re-estimation results from new information received on 
known claims, reevaluation of existing information on known claims, and emergence of new claims, (7) 
compares the latest re-estimated incurred loss amounts to the amounts originally 
established.  Information for PEHP is only available in the format shown on the next page for the years 
presented. 
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6 M o nths

2009-2010 2010-2011 2011-2012 2012-2013 Ended 12/ 31/ 13 12/ 31/ 2014 12/ 31/ 2015

(1) Required premiums, investment

revenue, and interest income:

Premiums earned 554,927          542,551           538,812           483,790          249,713                     487,504          526,471           

Premiums ceded (542,593)        (514,064)         (552,778)        (472,838)        (235,065)                  (490,359)        (562,878)        

Net premiums earned 12,334             28,487            (13,966)            10,952             14,649                       (2,855)             (36,407)           

Interest income 9,555               5,695               7,498               2,496               2,848                         7,349               1,318                 

(2) Unallocated expenses 5,246               6,925               5,172                4,942               5,846                         8,863               8,757               

(3) Estimated incurred losses and

expenses, end of po licy year:

Incurred 501,591            472,218           478,176           443,285          214,766                     467,419           498,908          

Ceded

Net incurred 501,591            472,218           478,176           443,285          214,766                     467,419           498,908          

(4) Paid (cumulative) as of:

 End of po licy year 452,237          431,651            428,394          403,708          176,249                     424,825          452,298          

 One year later 498,575          470,169           474,314           442,687          214,508                     466,292          -                   

 Two years later 498,333          469,956          474,260          444,028          214,439                     -                   -                   

 Three years later 498,231           469,915           474,221           443,505          -                             -                   -                   

 Four years later 498,215           469,716           474,221           -                   -                             -                   -                   

 Five years later 498,202          469,716           -                   -                   -                             -                   -                   

 Six years later 498,202          -                   -                   -                   -                             -                   -                   

Seven years later -                   -                   -                   -                   -                             -                   -                   

Eight years later -                   -                   -                   -                   -                             -                   -                   

Nine years later -                   -                   -                   -                   -                             -                   -                   

(5) Reestimated ceded loses

and expense 498,202          469,716           474,221           444,028          214,587                     467,419           -                   

(6) Reestimated incurred losses 

and expenses:

 End of po licy year 501,591            472,218           478,176           443,285          214,766                     467,419           498,908          

 One year later 498,744          470,218           474,369          443,799          214,587                     466,329          -                   

 Two years later 498,333          469,956          474,260          444,028          214,313                      -                   -                   

 Three years later 498,231           469,915           474,221           443,505          -                             -                   -                   

 Four years later 498,215           469,716           474,221           -                   -                             -                   -                   

 Five years later 498,202          469,716           -                   -                   -                             -                   -                   

 Six years later 498,202          -                   -                   -                   -                             -                   -                   

Seven years later -                   -                   -                   -                   -                             -                   -                   

Eight years later -                   -                   -                   -                   -                             -                   -                   

Nine years later -                   -                   -                   -                   -                             -                   -                   

(7) Increase (decrease) in estimated 

incurred losses and expenses 

from end of accident year (3,390)             (2,502)             (3,955)             220                  (453)                           (1,091)               -                    
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Noncontributory 

System

Tier Public 

Employees 

System

Proportion of the net pension liability (asset) 0.7801242% 0.5250923%

Proportionate share of the net pension liability 

(asset) 10,858,868$       (8,816)$              

Covered employee payroll 11,633,023$       1,427,356$         

Proportionate share of the net pension liability

(asset) as a percentage of its covered-employee 93.3% -0.6%

payroll*

Plan fiduciary net position as a percentage of the

total pension liability 87.2% 103.5%

 
 

* In accordance with paragraph 81.a of GASBS No. 68, employers will need to disclose a 10-year 
history of their proportionate share of the Net Pension Liability (Asset) in their RSI. The 10-year 
schedule will need to be built prospectively.  The schedule above is only for the current year. 
Additional information will be added as it becomes available. 
 



 
PUBLIC EMPLOYEES HEALTH PROGRAMS 

Schedule of Contributions 
For the Year Ended December 31, 2015 and 2014 

 

 
See Independent Auditor’s Report 
 

38 

 

2015 2014 2015 2014

Contractually required contribution 2,743,315$    2,620,880$    165,883$      120,018$      

Contributions in relations to the contractually 

required contribution (2,743,315)    (2,620,880)    (165,883)       (120,018)       

Contribution deficiency (excess) -$             -$             -$             -$             

Covered employee payroll 11,320,309$  11,633,023$  1,995,317$    1,427,356$    

Contributions as a percentage of covered-employee

payroll** 24.23% 22.53% 8.31% 8.41%

Noncontributory System

Tier 2 Public Employees 

System

 
* Amounts presented were determined as of calendar year January 1 - December 31. PEHP 
will be required to prospectively develop this table in future years to show 10 years of 
information. Additional information will be added as it becomes available. 
 
** Contributions as a percentage of covered-employee payroll may be different than the Board 
certified rate due to rounding or other administrative issues. 

  
 

 
 
 
 
 
 
 
 


