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OFFICE OF THE COUNTY AUDITOR 
115 S. Andrews Avenue, Room 520 • Fort Lauderdale, Florida 33301 • 954-357-7590 • FAX 954-357-7592 

September 30, 2019. 

Honorable Mayor and Board of County Commissioners, 

We have conducted a fo llow-up review of our Review of Broward County Employee Benefits 
Internal Service Fund. The objective of our review was to determine the implementation status 

of our previous recommendations. 

All three of the previous recommendations were implemented. We commend management on 

implementing all recommendations. 

We conducted this review in accordance with Generally Accepted Government Auditing 

Standards. Those standards require that we plan and perform the review to obtain sufficient, 

appropriate evidence to provide a reasonable basis for our findings and conclusions based on our 

review objectives. We believe that the evidence obtained provides a reasonable basis for our 

findings and conclusions based on our review objectives. 

We appreciate the cooperation and assistance provided by the Finance and Administrative 

Services Department and Office of Management and Budget throughout our review process. 

Respectfully submitted, 

Bob Melton 
County Auditor 

cc: 	 Bertha Henry, County Administrator 

Andrew Meyers, County Attorney 

Monica Cepero, Deputy County Administrator 
George Tablack, Chief Financial Officer 
Kevin Kelleher, Deputy Chief Financial Officer 

David Kahn, Director, Human Resources 
Norman Foster, Director, Office of Management and Budget 

Kristin Carpenter, Director, Accounting Division 
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Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

INTRODU�TION 

Scope and Methodology 

The Office of the �ounty !uditor conducts audits of �roward �ounty’s entities, programs, 

activities, and contractors to provide the �oard of �ounty �ommissioners, �roward �ounty’s 

residents, County management, and other stakeholders unbiased, timely, and relevant 

information for use in promoting government accountability and stewardship and improving 

government operations. 

We conducted a follow-up review of the Review of the Broward County Employee Benefits 

Internal Service Fund (Fund). The purpose of our follow-up was to determine the status of 

previous recommendations for improvement. 

The objectives of the original review were: 

1.	 To Determine whether the Fund balance and related allocation of costs were reasonable 

and appropriate, and 

2.	 To determine opportunities for improvement. 

We conducted this review in accordance with Generally Accepted Government Auditing 

Standards. Those standards require that we plan and perform the review to obtain sufficient, 

appropriate evidence to provide a reasonable basis for our findings and conclusions based on our 

review objectives. We believe that the evidence obtained provides a reasonable basis for our 

findings and conclusions based on our review objectives. 

Our follow-up review included such tests of records and other auditing procedures, as we 

considered necessary in the circumstances. The review period was May 10, 2018 through 

September 9, 2019. 

Overall Conclusion 

All three of our previous recommendations were implemented. We commend management on 

implementing our recommendations. 

Broward County Office of the County Auditor 
Page 1 



 

  
 

 

        

          

      

    

        

            

         

         

         

    

         

       

          

       

       

     

         

             

  

             

           

          

      

Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

Background 

The County offers an array of employee benefit programs including Group Health (including 

pharmacy), Dental, and Vision. Employees can choose various coverage options ranging from opt 

out (no coverage) to family coverage. The County pays the majority of group health insurance 

costs for its employees (employer portion) and employees pay a premium (employee portion), 

which varies based on the type(s) of group health insurance the employee chooses. 

Group health insurance costs are charged as expenses to the agencies, and monies are 

transferred from the agencies as revenue to the Fund. The employee portion of health premiums 

are also transferred into the fund via payroll deductions. Actual expenditures are paid from the 

Fund. Therefore, the fund should function on a cost reimbursement basis. 

Budgeting Group Health Insurance Costs 

OMB forecasts group health insurance costs on an annual basis. These costs include health 

insurance and pharmacy claims costs, third party administrator fees for claims processing, 

funding for employee Health Reimbursement/Savings Accounts, and opt out payments for those 

waiving coverage. The costs also include the costs of the Employee Benefits Administration and 

the Employee Assistance Program Sections of the Human Resources Division. 

OMB also forecasts the revenues from employee payroll deductions for premiums, interest 

income and surcharges. The total estimated revenue less the estimated cost is the net cost for 

group health insurance that OMB estimates the County must contribute to the Employee Benefits 

Internal Service Fund (Fund). 

The net cost for group health insurance is divided by the total number of County employees 

resulting in the estimated cost per position of health insurance for the next fiscal year. This 

estimated cost per position is then multiplied by each agency budgeted position to determine 

health insurance costs budgeted for each agency. 

Broward County Office of the County Auditor 
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Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

Accounting for Group Health Insurance Costs 

When an agency is charged for health insurance, the funding moves from the agency’s budget 

into the Fund. The Fund in turn recognizes the transfers from the agency as revenue. The 

employee portion of health premiums are also transferred into the fund via payroll deductions. 

Actual health insurance expenses are paid out of the Fund.  Figure 1 illustrates the flow of funds 

for Group Health Insurance. 

Figure 1 – Funding of Group Health Insurance Costs 

Internal 
Charges 

Employee 
Benefits Internal 

Service Fund 

County 
Agencies 
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County 
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Payroll 
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Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

OPPORTUNITIES FOR IMPROVEMENT 

This section reports follow-up on actions taken by management on the Findings in our previous 

review. The issues and recommendations herein are those of the original review, followed by the 

current status of the recommendations. 

The Fund Balance Should be Reduced and Charges to County Agencies and 
Employees Should be Based on Actual Costs. 

An excess of $6.6 to $12.6 million has accumulated in the Employee Benefits Internal Service 

Fund as of September 30, 2017. The actual cash balance of the fund was $31.6 million which, 

along with other assets and accrued liabilities, resulted in a fund balance of $22.6 million as of 

September 30, 2017. Generally, governmental accounting literature specifies that internal 

service funds should operate on a break-even basis. However, in the operation of a self-insurance 

fund, we believe it is reasonable and prudent to also maintain a level of reserves. Accordingly, 

Figure 2 presents the elements comprising the fund balance of $22.6 million and two options for 

establishing appropriate reserves. This results in a $6.6 to $12.6 million excess balance as follows: 

Figure 2 – Benefits Internal Service Fund Excess Fund Balance 

Benefits Internal Service Fund 
Excess Fund Balance 

As of September 30, 2017 (Unaudited) 
Current Option 1 Option 2 

Cash $31,605,313 $31,605,313 $31,605,313 
Other Assets 3,285,925 3,285,925 3,285,925 
Accounts Payable (1,723,101) (1,723,101) (1,723,101) 
Accrued Liabilities (6,292,231) (6,292,231) (6,292,231) 
Claim Reserve (4,265,000) (4,265,000) (4,265,000) 
Fund Balance 22,610,906 22,610,906 22,610,906 
Catastrophic Loss Reserve (10,000,000) (10,000,000) 
Rate Stabilization Reserve (6,000,000) 
Excess Fund Balance $22,610,906 $12,610,906 $6,610,906 

Source: Auditor compilation from PeopleSoft accounting system 

Figure 2 presents two options for establishing appropriate reserves to address the fund balance. 

To calculate recommended reserves, we considered the nature of expenses of the fund and the 

potential need for stabilization in the event of a spike in claims. The potential for huge spikes is 

minimized using stop-loss insurance. 

Broward County Office of the County Auditor 
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Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

Option 1 considers a conservative reserve policy to be 60 days of anticipated claims which is 

$10.0 million (based on estimated annual claims of $60 million). While not statutorily required, 

this reserve appears to be consistent with the guidelines established by the State of Florida Office 

of Insurance Regulation (FOIR). The County is required to annually submit Form OIR-B2-574, 

titled “General Information and Surplus Statements for Self-Funded Health �enefit Plans” to the 

FOIR. The form states “If the plan’s surplus is less than sixty days of anticipated claims, other 

questions may be asked of the plan as the office sees fit.” !ccordingly, Option 1 applies a $10.0 

million reserve shown in Figure 2 as a Catastrophic Loss Reserve. This results in an excess fund 

balance of $12.6 million as of September 30, 2017. 

Option 2 is a more conservative reserve policy. This option includes the Catastrophic Loss Reserve 

established in Option 1 and further considers the need for stabilization of annual charges to 

employees and County agencies. Option 2 applies an additional reserve of 10% of annual claims 

which is $6.0 million (based on estimated annual claims of $60 million) and is shown in Figure 2 

as a Rate Stabilization Reserve in addition to the Catastrophic Loss Reserve. This results in an 

excess fund balance of $6.6 million as of September 30, 2017. 

The remaining excess balance of $6.6 to $12.6 million has occurred because the fund is not 

functioning on a cost reimbursement basis. Since fiscal year end 2010, County funds, agencies, 

and employees have been overcharged by amounts in excess of the actual costs incurred by the 

fund.  Costs incurred represent payments out of the fund for actual group health costs. 

Overcharges to County agencies and employees reduce the amount of available funds to provide 

programs and services to Broward County citizens. In addition, overcharges of costs to grant, 

enterprise, and other funds may require the County to refund the excess amounts. Certain grant, 

enterprise, and other funds are governed by strict financial regulatory requirements which may 

require Broward County to refund such overcharges. For example, charges to grant funds are 

typically reimbursed by the grantor but those charges should be based on actual expenditures. 

In addition, inaccurately charging costs to the various County agencies reduces funding available 

to County agencies to deliver programs and services to the citizens of Broward County. 

As shown in Figure 3, the fund balance has grown from $5.8 million as of September 30, 2011 to 

$22.6 million as of September 30, 2017. 

Broward County Office of the County Auditor 
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Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

Figure 3 – Benefits Internal Service Fund – Fund Balance 

Source: Auditor compilation from Advantage and PeopleSoft accounting systems 
* The County became self-insured effective January 1, 2015. 

Appendix A further describes the transactions within the Fund that impact the fund balance. As 

described in the background, group health insurance costs are charged to agencies and monies 

are transferred from the agencies to the employee benefits internal service fund (Fund). Actual 

expenditures are paid from the Fund. Therefore, the Fund should function on a cost 

reimbursement basis. 

The Governmental Accounting Standards Board Statement No. 34 states “Internal Service Funds 

are used to report any activity that provides goods or services to other funds, departments, or 

agencies of the primary government and its component units, or to other governments, on a cost 

reimbursement basis.” 

A potential cause of overcharges to County agencies and accumulation of excessive fund balance 

within the employee benefits internal service fund is OM�’s practice not to include the ending 

fund balance from the prior year as revenue in the calculation of per position cost charged to the 

agencies for the following year. Including the prior fund balance will reallocate an appropriate 

portion of surplus revenues from the prior year back to group health insurance costs in the next 

fiscal year resulting in the reduction of charges to agencies and maintenance of appropriate 

reserve levels. For example, as described in the background, OMB forecasts group health 

insurance costs and offsetting revenue to calculate the per position cost charged to the agencies. 

The ending fund balance from the prior year should be included as a revenue and desired ending 

fund balance for the following year should be included as an expense. 

Broward County Office of the County Auditor 
Page 6 



 

  
 

        

    

           

    

             

        

            

           

          

           

             

           

           

     

      

         

            

          

    

           

      

      

          
      

        
       

 

            

  

         

        

          

        

   

            

      

Follow-up Review of Review of Broward County Employee Benefits Internal Service Fund 

Another potential cause of overcharges to County agencies and accumulation of excessive fund 

balance within the employee benefits internal service fund is that charges to County agencies are 

not adequately applied based on actual positions and are reliant upon direction from OMB.  The 

Accounting Division charges group health insurance costs to agencies via quarterly journal entries 

based on the budgeted amount developed by OMB for each budgeted FTE. While utilizing the 

budgeted amount is appropriate, charges should be applied to actual filled positions. Further, 

the Accounting Division relies upon direction from OMB in determining how much to charge the 

agencies in the fourth quarter of each year. The charges should be applied independent of OMB. 

Management has also advised of the significant changes that have occurred over the past three 

years which may have contributed to the excess fund balance. Starting in fiscal year 2015, the 

County switched to a self-insured group health insurance model. This resulted in greater 

uncertainties and changes in costs structure as has changes in employee health plans (e.g., more 

employees enrolled in high deductible health plans). Management believes these are significant 

contributors to the $22.6 million as of September 30, 2017. 

Sound financial management practices require that revenues be established at a level that 

approximates actual costs along with the maintenance of a reasonable reserve. We do not 

consider an excess balance of $6.6 to $12.6 million to be reasonable or necessary. Consequently, 

action should be taken to reduce the fund balance to a reasonable level. 

We recommend management: 

A)	 Establish a policy requiring reserves be maintained in an amount to be reasonable. 

These reserves should be maintained at a target level, with any excesses or shortfalls 

being taken into account during the annual premium-setting process. 

B)	 Refund $6.6 to $12.6 million to the employees and agencies that paid the excess 
charges, including grant and enterprise funds, or as an alternative, establish planned 
reductions over time to reduce the fund balance to an appropriate level. 

C)	 Charge group health care costs to agencies based on actual filled positions. 

Status: 

A)	 Implemented. Management established a reserve policy to hold an amount equal to 

three months of claims cost. 

B)	 Implemented. Management established planned reductions over time to reduce the 

fund balance to an appropriate level. The fund balance dropped from $22.6 million as of 

September 30, 2017 to $17.6 million as of September 30, 2018. Based on data as of June 

30, 2019, Management forecasts the fund balance as of September 30, 2019 to be 

between $15.8 and $17.7 million. 

C)	 Implemented. Agencies are charged a portion of group health care costs each pay period 

based on the actual filled positions that pay period. 

Broward County Office of the County Auditor 
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!PPENDI�ES 

Appendix A - Discussion of Revenues and Expenditures Impact on Fund Balance. 

Figure 4 shows the employee benefits internal service fund revenues and expenditures that 

impact the fund balances, including the annual surplus (deficit) charged to the County agencies 

as compared to the actual amounts required for payment of actual group health insurance costs. 

For fiscal years 2011 through 2017, the net surplus exceeded $14.2 million. These surpluses have 

resulted in the accumulated fund balance of $22.6 million within the Fund as of September 30, 

2017. 

Figure 4 – Benefits Internal Service Fund 
Statement of Revenues, Expenses and Changes in Net Position (Fund Balance) 

Source: Auditor compilation from Advantage and PeopleSoft accounting system 
(a) Effective fiscal year 2016, the employee portion was applied to and netted against the Group Health 

2011 2012 2013 2014 2015 2016 2017

Employer Portion 47,911      48,532      49,676      48,814      55,497      50,823      58,890      

Employee Portion (a) 3,972        4,034        4,152        5,260        6,374        -            -            

COBRA/Retire Contribution (a) 521           570           574           681           1,419        -            -            

Total Group Health Insurance Revenues 52,404      53,136      54,402      54,755      63,289      50,823      58,890      

Group Health Insurance Premium 34,466      33,548      33,856      35,978      29,742      25,369      25,771      

Presription Plan Costs 11,016      10,632      11,462      14,608      17,041      11,534      9,169        

HRA/HSA COST 4,710        2,508        4,583        4,714        5,162        12,157      9,297        

Administrator Fees-TPA/Broker Services -            -            -            -            3,059        3,028        4,499        

Benefits Administration Costs 1,397        1,321        1,479        1,558        1,741        1,933        1,858        

Self Insurance Liability Accrual -            -            -            -            2,763        1,104        398           

Total Group Health Insurance Costs 51,590      48,009      51,380      56,858      59,507      55,124      50,992      

Group Health Insurance Surplus (Shortfall) 814           5,127        3,022        (2,104)       3,782        (4,301)       7,898        

Other Pass Through Surplus (Shortfall) 1,103        812           895           (59)            713           694           371           

Change in Net Position 1,917        5,939        3,917        (2,162)       4,495        (3,607)       8,269        

Beginning Net Position 3,843        5,760        11,699      15,616      13,454      17,949      14,342      

Ending Net Position (Fund Balance) 5,760        11,699      15,616      13,454      17,949      14,342      22,611      

(Unaudited) (In Thousands)

Benefits Internal Service Fund-Self Insurance

Statement of Revenues, Expenses and Changes in Net Position (Fund Balance)

Fiscal Years Ended September 30, 2011 through 2017

Insurance Premium cost. Accordingly, in fiscal year 2016 and 2017 the group health insurance premium 

reflects the total cost, net of employee contribution. 

Broward County Office of the County Auditor 
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Appendix B – Management’s Response to !udit (Dated May 8, 2018)
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Appendix C- Update to Management’s Response to !udit (Dated October 1, 2018)
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Appendix D – Management Update to Follow-up to Audit Report (Dated September 9, 2019) 
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	Scope and Methodology 
	The Office of the County Auditor conducts audits of Broward County’s entities, programs, activities, and contractors to provide the Board of County Commissioners, Broward County’s residents, County management, and other stakeholders unbiased, timely, and relevant information for use in promoting government accountability and stewardship and improving government operations. 
	Just kidden 
	We conducted a follow-up review of the Review of the Broward County Employee Benefits Internal Service Fund (Fund) and underlying functions performed by the Accounting Division and Office of Management and Budget (OMB).  The purpose of our follow-up was to determine the status of previous recommendations for improvement.   
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	1. To Determine whether the Fund balance and related allocation of costs were reasonable and appropriate, and 
	1. To Determine whether the Fund balance and related allocation of costs were reasonable and appropriate, and 

	2. To determine opportunities for improvement. 
	2. To determine opportunities for improvement. 


	We conducted this review in accordance with Generally Accepted Government Auditing Standards. Those standards require that we plan and perform the review to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions based on our review objectives. We believe that the evidence obtained provides a reasonable basis for our findings and conclusions based on our review objectives. 
	Our follow-up review included such tests of records and other auditing procedures, as we considered necessary in the circumstances.  The review period was May 10, 2018 through September 9, 2019. 
	Overall Conclusion 
	All three of our previous recommendations were implemented. We commend management on implementing our recommendations.  
	Background 
	The County offers an array of employee benefit programs including Group Health (including pharmacy), Dental, and Vision.  Employees can choose various coverage options ranging from opt out (no coverage) to family coverage. The County pays the majority of group health insurance costs for its employees (employer portion) and employees pay a premium (employee portion), which varies based on the type(s) of group health insurance the employee chooses. 
	Group health insurance costs are charged as expenses to the agencies, and monies are transferred from the agencies as revenue to the Fund.  The employee portion of health premiums are also transferred into the fund via payroll deductions.  Actual expenditures are paid from the Fund.  Therefore, the fund should function on a cost reimbursement basis. 
	Budgeting Group Health Insurance Costs 
	OMB forecasts group health insurance costs on an annual basis.  These costs include health insurance and pharmacy claims costs, third party administrator fees for claims processing, funding for employee Health Reimbursement/Savings Accounts, and opt out payments for those waiving coverage.  The costs also include the costs of the Employee Benefits Administration and the Employee Assistance Program Sections of the Human Resources Division. 
	OMB also forecasts the revenues from employee payroll deductions for premiums, interest income and surcharges.  The total estimated revenue less the estimated cost is the net cost for group health insurance that OMB estimates the County must contribute to the Employee Benefits Internal Service Fund (Fund). 
	The net cost for group health insurance is divided by the total number of County employees resulting in the estimated cost per position of health insurance for the next fiscal year. This estimated cost per position is then multiplied by each agency budgeted position to determine health insurance costs budgeted for each agency.  
	  
	Accounting for Group Health Insurance Costs 
	When an agency is charged for health insurance, the funding moves from the agency’s budget into the Fund.  The Fund in turn recognizes the transfers from the agency as revenue.  The employee portion of health premiums are also transferred into the fund via payroll deductions.  Actual health insurance expenses are paid out of the Fund.  Figure 1 illustrates the flow of funds for Group Health Insurance. 
	Figure 1 – Funding of Group Health Insurance Costs 
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	This section reports follow-up on actions taken by management on the Findings in our previous review. The issues and recommendations herein are those of the original review, followed by the current status of the recommendations. 
	The Fund Balance Should be Reduced and Charges to County Agencies and Employees Should be Based on Actual Costs. 
	An excess of $6.6 to $12.6 million has accumulated in the Employee Benefits Internal Service Fund as of September 30, 2017.  The actual cash balance of the fund was $31.6 million which, along with other assets and accrued liabilities, resulted in a fund balance of $22.6 million as of September 30, 2017.  Generally, governmental accounting literature specifies that internal service funds should operate on a break-even basis.  However, in the operation of a self-insurance fund, we believe it is reasonable and
	Figure 2 – Benefits Internal Service Fund Excess Fund Balance 
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	Current 
	Current 
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	Cash 
	Cash 
	Cash 

	$31,605,313 
	$31,605,313 

	$31,605,313 
	$31,605,313 

	$31,605,313 
	$31,605,313 


	Other Assets 
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	3,285,925 
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	Accounts Payable 
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	(1,723,101) 
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	(6,292,231) 
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	Claim Reserve  
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	Excess Fund Balance 
	Excess Fund Balance 
	Excess Fund Balance 

	$22,610,906 
	$22,610,906 

	$12,610,906 
	$12,610,906 

	$6,610,906 
	$6,610,906 




	Source: Auditor compilation from PeopleSoft accounting system 
	Figure 2 presents two options for establishing appropriate reserves to address the fund balance.  To calculate recommended reserves, we considered the nature of expenses of the fund and the potential need for stabilization in the event of a spike in claims.  The potential for huge spikes is minimized using stop-loss insurance.  
	Option 1 considers a conservative reserve policy to be 60 days of anticipated claims which is $10.0 million (based on estimated annual claims of $60 million).  While not statutorily required, this reserve appears to be consistent with the guidelines established by the State of Florida Office of Insurance Regulation (FOIR).  The County is required to annually submit Form OIR-B2-574, titled “General Information and Surplus Statements for Self-Funded Health Benefit Plans” to the FOIR.  The form states “If the 
	Option 2 is a more conservative reserve policy.  This option includes the Catastrophic Loss Reserve established in Option 1 and further considers the need for stabilization of annual charges to employees and County agencies.  Option 2 applies an additional reserve of 10% of annual claims which is $6.0 million (based on estimated annual claims of $60 million) and is shown in Figure 2 as a Rate Stabilization Reserve in addition to the Catastrophic Loss Reserve.  This results in an excess fund balance of $6.6 
	The remaining excess balance of $6.6 to $12.6 million has occurred because the fund is not functioning on a cost reimbursement basis.  Since fiscal year end 2010, County funds, agencies, and employees have been overcharged by amounts in excess of the actual costs incurred by the fund.  Costs incurred represent payments out of the fund for actual group health costs. 
	Overcharges to County agencies and employees reduce the amount of available funds to provide programs and services to Broward County citizens.  In addition, overcharges of costs to grant, enterprise, and other funds may require the County to refund the excess amounts.  Certain grant, enterprise, and other funds are governed by strict financial regulatory requirements which may require Broward County to refund such overcharges.  For example, charges to grant funds are typically reimbursed by the grantor but 
	As shown in Figure 3, the fund balance has grown from $5.8 million as of September 30, 2011 to $22.6 million as of September 30, 2017. 
	  
	Figure 3 – Benefits Internal Service Fund – Fund Balance 
	 
	Artifact
	Source: Auditor compilation from Advantage and PeopleSoft accounting systems 
	* The County became self-insured effective January 1, 2015.  
	Appendix A further describes the transactions within the Fund that impact the fund balance.  As described in the background, group health insurance costs are charged to agencies and monies are transferred from the agencies to the employee benefits internal service fund (Fund).  Actual expenditures are paid from the Fund.  Therefore, the Fund should function on a cost reimbursement basis. 
	The Governmental Accounting Standards Board Statement No. 34 states “Internal Service Funds are used to report any activity that provides goods or services to other funds, departments, or agencies of the primary government and its component units, or to other governments, on a cost reimbursement basis.” 
	A potential cause of overcharges to County agencies and accumulation of excessive fund balance within the employee benefits internal service fund is OMB’s practice not to include the ending fund balance from the prior year as revenue in the calculation of per position cost charged to the agencies for the following year. Including the prior fund balance will reallocate an appropriate portion of surplus revenues from the prior year back to group health insurance costs in the next fiscal year resulting in the 
	Another potential cause of overcharges to County agencies and accumulation of excessive fund balance within the employee benefits internal service fund is that charges to County agencies are not adequately applied based on actual positions and are reliant upon direction from OMB.  The Accounting Division charges group health insurance costs to agencies via quarterly journal entries based on the budgeted amount developed by OMB for each budgeted FTE.  While utilizing the budgeted amount is appropriate, charg
	Management has also advised of the significant changes that have occurred over the past three years which may have contributed to the excess fund balance.  Starting in fiscal year 2015, the County switched to a self-insured group health insurance model.  This resulted in greater uncertainties and changes in costs structure as has changes in employee health plans (e.g., more employees enrolled in high deductible health plans).  Management believes these are significant contributors to the $22.6 million as of
	Sound financial management practices require that revenues be established at a level that approximates actual costs along with the maintenance of a reasonable reserve.  We do not consider an excess balance of $6.6 to $12.6 million to be reasonable or necessary.  Consequently, action should be taken to reduce the fund balance to a reasonable level.   
	We recommend management:  
	A) Establish a policy requiring reserves be maintained in an amount to be reasonable.  These reserves should be maintained at a target level, with any excesses or shortfalls being taken into account during the annual premium-setting process. 
	A) Establish a policy requiring reserves be maintained in an amount to be reasonable.  These reserves should be maintained at a target level, with any excesses or shortfalls being taken into account during the annual premium-setting process. 
	A) Establish a policy requiring reserves be maintained in an amount to be reasonable.  These reserves should be maintained at a target level, with any excesses or shortfalls being taken into account during the annual premium-setting process. 

	B) Refund $6.6 to $12.6 million to the employees and agencies that paid the excess charges, including grant and enterprise funds, or as an alternative, establish planned reductions over time to reduce the fund balance to an appropriate level.  
	B) Refund $6.6 to $12.6 million to the employees and agencies that paid the excess charges, including grant and enterprise funds, or as an alternative, establish planned reductions over time to reduce the fund balance to an appropriate level.  

	C) Charge group health care costs to agencies based on actual filled positions. 
	C) Charge group health care costs to agencies based on actual filled positions. 


	Status: 
	A) Implemented.  Management established a reserve policy to hold an amount equal to three months of claims cost. 
	A) Implemented.  Management established a reserve policy to hold an amount equal to three months of claims cost. 
	A) Implemented.  Management established a reserve policy to hold an amount equal to three months of claims cost. 

	B) Implemented.  Management established planned reductions over time to reduce the fund balance to an appropriate level. The fund balance dropped from $22.6 million as of September 30, 2017 to $17.6 million as of September 30, 2018.  Based on data as of June 30, 2019, Management forecasts the fund balance as of September 30, 2019 to be between $15.8 and $17.7 million. 
	B) Implemented.  Management established planned reductions over time to reduce the fund balance to an appropriate level. The fund balance dropped from $22.6 million as of September 30, 2017 to $17.6 million as of September 30, 2018.  Based on data as of June 30, 2019, Management forecasts the fund balance as of September 30, 2019 to be between $15.8 and $17.7 million. 

	C) Implemented.  Agencies are charged a portion of group health care costs each pay period based on the actual filled positions that pay period. 
	C) Implemented.  Agencies are charged a portion of group health care costs each pay period based on the actual filled positions that pay period. 


	 
	Figure
	Appendix A - Discussion of Revenues and Expenditures Impact on Fund Balance. 
	Figure 4 shows the employee benefits internal service fund revenues and expenditures that impact the fund balances, including the annual surplus (deficit) charged to the County agencies as compared to the actual amounts required for payment of actual group health insurance costs.  For fiscal years 2011 through 2017, the net surplus exceeded $14.2 million.  These surpluses have resulted in the accumulated fund balance of $22.6 million within the Fund as of September 30, 2017. 
	Figure 4 – Benefits Internal Service Fund 
	Statement of Revenues, Expenses and Changes in Net Position (Fund Balance) 
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	Source: Auditor compilation from Advantage and PeopleSoft accounting system 
	(a) Effective fiscal year 2016, the employee portion was applied to and netted against the Group Health Insurance Premium cost. Accordingly, in fiscal year 2016 and 2017 the group health insurance premium reflects the total cost, net of employee contribution.  
	(a) Effective fiscal year 2016, the employee portion was applied to and netted against the Group Health Insurance Premium cost. Accordingly, in fiscal year 2016 and 2017 the group health insurance premium reflects the total cost, net of employee contribution.  
	(a) Effective fiscal year 2016, the employee portion was applied to and netted against the Group Health Insurance Premium cost. Accordingly, in fiscal year 2016 and 2017 the group health insurance premium reflects the total cost, net of employee contribution.  


	Appendix B – Management’s Response to Audit (Dated May 8, 2019) 
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	Appendix C- Update to Management’s Response to Audit (Dated October 1, 2018) 
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	Appendix D – Management Update to Follow-up to Audit Report (Dated September 9, 2019) 
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