MIAMI-DADE

Memorandum

Date: September 16, 2013
To: Honorable Chairwoman Rebeca Sosa
and Members, Board of Countygommlssmners ''''''
From: Carlos A. Gimenez I “i@{ g,/‘(i%
Subject: County Attorney’s Memorandum Regat;gllng Self-Insured Health Insurance Plan

60-Day Reserves Requirement

County Attorney Robert A. Cuevas issued a memorandum today in response to an inquiry by
Commissioner Dennis A. Moss stating that there does not exist a definitive statutory requirement that
governmental self-insured health plans maintain a 60-day surplus (see attached).

My Administration understands this and has previously reported to the Board of County
Commissioners (Board) that there is no statutory requirement that a 60-day surplus be maintained, as
we have been guided by the County Attorney’s memorandum dated January 20, 2012 affirming this.

However, | would like to point out that per the letter received on September 9, 2013 from Kevin
McCarty, Commissioner of Florida’'s Office of Insurance Regulation (see attached):

(1) Florida Administrative Code establishes a minimum surplus standard of 60 days
of anticipated claims;

(2) Should a self-funded plan not meet the 60-day surplus requirement and the Office
of Insurance Regulation determines that reserves are not in accordance with
sound actuarial principles, the plan may have its approval withdrawn by the
Office; and

(3) Without approval from the Office of Insurance Regulation, a self-funded health
plan may not operate in Florida.

It is our belief that although 60-day reserve may not be statutorily required, it is an amount that is
expected by the Office of Insurance Regulation. In fact, our insurance consultant, Gallagher Benefit
Services, Inc. (Gallagher) has reported that this past Spring, their client, the Palm Beach County
School District, was required to re-file its annual actuarial report as it did not have a 60-day surplus
reserve on hand, notwithstanding the fact that Gallagher stated that their plan was actuarially sound
with less than a 60-day surplus. As part of the re-submittal, the School District's Chief Financial
Officer was required to certify that the School District had other adequate reserves on hand to make
up the difference.

Should the current 60-day reserve in our Self-insured Health Plan be reduced and used for other
purposes, it must be noted that this would be a one-time non-recurring source of funding, which will
make our budgetary challenges even more difficult for next year and into the future. | want to reiterate
that neither the County’s Chief Financial Officer, Deputy Mayor/Finance Director Edward Marquez,
nor |, are willing to certify that ample reserves elsewhere exist in the County to make up any shortfalls
in the Self-Insured Health Plan. On the contrary, as | have stated, we need to continue to build up
our emergency contingency and other reserves within the General Fund.




Honorable Chairwoman Rebeca Sosa
and Members, Board of County Commissioners
Page 2

If you have any questions, please contact Deputy Mayor Edward Marquez at (305) 375-1451 or me
directly.

attachments

C: Honorable Harvey Ruvin, Clerk of Courts
R.A. Cuevas Jr., County Attorney
Lester Sola, Internal Services
Jennifer Moon, OMB
Arleene Cuellar, Internal Services
Office of the Mayor Senior Staff
Charles Anderson, Commission Auditor
Christopher Agrippa, Clerk of the Board Division
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Memorandum

Date: September 16, 2013
To: Commissioner Dennis C. Moss
District 9

From; R. A. Cuevas, Jr. /¥ m /7
County Attorne i
Y y " VTQ?&,‘
Subject: Self-insured Health Insurance plan-60 day reserves requirement

At the budget hearing of September 10, 2013, you asked if there is a definitive statutory requirement that
governmental self-insured health plans maintain a 60 day surplus. The short answer is no, As I indicated
in my memorandum dated January 20, 2012 (see attached), the statute only requires that the self-insured
health plan be actuarially sound as certified by an actuary who is a member of the Society of Actuaries
or the American Academy of Actuaries. Fla, Stat, § 112.08 (2)(b)." The Office of Insurance Regulation
(OIR) has set a presumption of actuarial soundness if a plan has reserves to cover 60 days worth of paid
claims. If a self-insured health plan does not have a 60 day surplus, OIR may ask additional questions of
the plan to determine its actuarial soundness. In fiscal years ending 2004, 2008, and 2010, our self-
insured health plan did not meet the 60 day surplus threshold, Additional questions were asked of the
plan but ultimately OIR approved our plans for those years,

In his Actuarial Memorandum for fiscal year ending 2012, our actuary indicated that we had exceeded
the 60 day surplus threshold and that based on a plan of our size and stability, actuarial soundness can be
reasonably attained at a lower than 60 day surplus level (see attached).

¢: Hon. Chairwoman Rebeca Sosa
and Members, Board of County Commissioners
Hon, Carlos A. Gimenez, Mayor
Charles Anderson, Commissioner Auditor
Harvey Ruvin, Clerk of the Board

! State law authorizes the County to self-insure a health plan for its employees “subject to approval
based on the actuarial soundness by the Office of Insurance Regulation.” Fla. Stat. § 112.08 (2)(a). In
order to obtain approval from the Office of Insurance Regulation, each self-insured plan is required to
“submit its plan together with a certification as to actuarial soundness of the plan by an actuary....” Fla,
Stat. § 112.08 (2)(b). The statute further provides that the State Office “shall not approve the plan
unless it determines that the plan is designed to provide sufficient revenues to pay current and future
liabilities, as determined by generally accepted actuarial principles.” Ibid.




Memorandum GG

Date: Jarmary 20, 2012
To: Conuiissione; Dennis-C: Moss
Disteietd

From: R &, Cuevas;, :fr.
Connty Attortiey 7

Subiject: Tiggal Requivements fiye Heath hswanee Trust Fond Reserves

Mismp-Dade Couity 1 is seif fostited for fts: health plas #nd mainidins a Realth npitancs tnist fimd. fo
cover curent grd futie clabis mado against the plan, You have asked v Telertify. what nininiym
arount, if any, the County is legally required to maintain aszogerves in the health insurance trast fand.

Goxernmmsntal self-insured, plang and theft-attendant fivatsial renifements: i govemed by §112.08,
Flotida Statutes, aud. ate regnilated by the Stats’y Offige-of Insurance Regulation COIRY), The shatut
only requires-that the health plan be schustally sotmd s certified by an getuary who is amerber 6f the
‘Snoiety of Actuatios or the Ameriean -Academy of Actwmrivs. Fla. Stat § 112,08 (2)(h). This
requirement; pcﬁaﬂm ta the Cdurity’s self: msmaﬁo&plaﬁ as a-whole. The amount:on deposit as reserves
ih the tfust fund i¢ one dmong ofher fadtors vorsidired by tho actuary when esdtifying the plan as
aetuaridlly sonnd, Neither: fhe. tattite Hor any. admiisnative nile defines “actustial SQﬁnﬁnass“ or
esmbhshes a minimunt dollaramount thap st be held agreservesdn the health thsutance trast fund

The: Courity Tiag contracted with. Gauagher Beheﬁt Bervices, Ing, (“Gallagher’”) 1o provide acfuanal
certifieation: of flie. Connty*s plan, The County’s actuary: issied & tiemorandinm dated Decembir 22,
2011 (Attachment A) avhichs together wifh the tmquited forms, was filed with DIR 45 the County’s
certification of-actuarial soundness wf the County’s plan for {he fiseal year ending 2011,On Jaymary 19,
2012, OIR found thaf filing in cmnp]ianCe with fhe statute, The memorandum indicates fhat the. health
insurancestrist fimd had & $66.5 million dollat.suplys.at thie end of fscal year 201041,

Th.addition, the axtuary bag provided the:County with.a Jetter dated November 23,2011 (Atfachment B)
rccommendmg the. minfroum and meximem: dollar ameunts of funds whick should be on. deposit as
réseives in the: trifét find as 6f Ssptember 30, 2012, Thé minimom ameunt recommended is
$56,71%,008: (5% of paid claiiins) ad: the siasimin emoynt réeommended.is $§100,247,000.(60-days of*

LOIR hgspstdblished n proswnption ta automatically accoptaplan ay potwarially:sound if aqplan hes teservests toyer-60
da.ys vorth-of paid Slaints: This 60-day.sufe-hatbor provision is enly & departmenta] puideling:set by OIR. As out dotuary
notes fo'his Noveriher 28, 2011 lettor, “the department [OIR] guidanee doss not have thie same foree of lawas the Statute of
Rugilations and-the Sﬁatute*s ia.nguage equives thiaf anaofudry cerfify the actuarial soundnes 6f the: plan based on actisrial
tectmiques and standards of pravtios., . >
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Qommissioner Denrifs:C. Moss
Disteiot '
Page l

paid claims). Any amaunl at o dhove the mininium smount would, in Gallagher’s opinfon, be
dtuaiially soind, Spesifically, the Decentber 22, 2011 memerandust fled with OIR states that “a 60-
iy supplus dgsoniewhas exosssive and-actudrial soundness can torsonably be attained at-a lower suplus
lvel” bused on thie County plan”s size and stability.

We have reviewsd the. Tasf feit ‘Yeats of fhe actnavial fllings. fade by the County for #s selfinsmiad
health insurange plan with QTR Tivall ten.years onr actuney certified fo OIR that the County”s plan was
aptuarially sound. based on indpstry standards wnd siate requirements and OTR: accepted fie County’s
plan. as beingin eomplidnes with:the: state statute,”

s ()
et Hom: Chaliman Joe A Martinez
and Members, Board of County Cormissianers
Hon. Cairlos A, Glinent?, Mayoe
Cheirles. Anderson, Commiigsion Awditor
Christophsr Agripps; DivistonsChief; Clerk of the'Board

o thresof ghose ton yoars; peotiically Sigedl yenrs 2004, 2008 md 2010y the flings thiticated fhat fhe pladssushlis as
degs thiare fhie 60-day-safe Jiarbor puidetine. . C




Actuarial Memorandum
Mlami-Dade County Hentth Plan for Fiseat Yenr Ending September 30, 2012

- Seope

The Miami-Dade County Government (“the County™) provides Hiealth insurance to its employees through a selfe
funded health plan adminlstered by AviMed. Florida Statute 112.08 requires self-fundsd plans sponsered by local
governiaents to sublt an annual filing to the Florids Offies of Insurance Regulation (“OIR™) documenting plan
experience and financial position. The filing must include an actuadal inemorandum signed by a certified actuary
that opines on the actuarlal soundness of the plan, This memorandum Is {nfended (0 comply with that requiretnent,

I have porformed the caloulations for the County’s self-funded health plan and supervised and reviewed the
preparation of the attached reports, Tn my caleutations, I have rolied on information provided by the County’s
Bernefits department and on data provided by the plan’s administrator, [ have rot audired this data butI have
performed tests to assess the data's consistency with prior years and overall regsonabloness, and I betleve the data ls
sufficient for the purposes of this analysis.

Background

AvMed has aotad a3 the County's plan administiator since January §, 2008. The County offers two HMO benefit
options and one POS option for active and pre-Medicars retirees, Medioars rellvees cant seleot from a high option
plan with or withoutphannauy coverage, and a low option plan,

Historioally, the exployes’s of Jackson Memorinl Hospital Public Health Trust (PHT ¢1uployées) were nlsa covered
under the County's sclfsfunded plan, Effective January 1, 2011, those smployess were moved to a fully insured
plan, however effective January 1, 2012 they were once agaitt covered undes the County's self-funded plan.
Projections for futurs yeats mﬂect the acddition of these lives beginaing in 2012.

Credibility

The Cownty's self-fimded plan currently covers approximately 62,000 employess, rolireas, and dependents, Whils
there are many ways to measure credibility, atiy reasonable approach will teach 100% oredibillty at & much lower
memberstip threshold than the Connty's 62,000 membars, Seofions of the Florida Administrative Code dealing
with credibifity issues for rate filings, for example, generally asslgn 100% credibility at a level of 2,000 subscrlbers
ot Individual policyholders, which would typlcally correspond to no more than 5,000 members, Given the size and
stabifity of the County’s population, T believe that the County’s experlence Ix 100% credible,

Dgvelopment of Claim Reserves

Inourred medical olatms for fiscal year 2012 were developed by adding patd claims fo the change in the olaim
reserve. The closing olaim ressrve was estimated using the Developmenit metfiod, Because the completion factor
for September 2012 clakims Is so low, Incurred cledme for that month were estimaled using the Completion method.

For pharmacy claims, the lag data snggested that pharmacy ofaim payment was vitually immediate, Based on our
experience, cmployers plan ars typically charged for pharmacy clalms every other sweols, suggesting that the paid
date on the Iag reports (s really the adjudioated date rather than the date the employer plan funds the clains.
Consequently, we reconmnend that In cases whexe the lag data shows almost nio reserve, the employer should hold an
equivalont of 2 weels of chaims, We have taken this approach for the County,

Finally, we added a 5% margin to both the medical and phartaacy reserves as amargin against adverse deviation,
Development of Prembum Eqeivalents

The County renews the plan on a calendar-year basts, so the fiing reflects fiscal year premivms that are a blend of
two oalendar years, Premium equivalent rates for calendar year 2012 wers dovebped by the prior consultant,
although we reviewed tho rate development and ave satisfied that It was reasonstle, We developed premium
equivalent rates for calendar 2013 using the plan®s experionce and reflecting plan changes offective January £, 2013
as well as the nsgotiated administrative fee renewat for 2013,

@m Gallagher Beneflt Services, Inc. ‘ . Healtheare Amﬂyncs
=" thinklag ahead a division of Gullagher Beneli Services. ne.

D e S ee

b ot 6 vt £t s o e e e 308 ks 45 81t S h 8 Aot e




B N S S PCAE IR PRI

—

Actunrinl Memorandum
Miawl-Dade Cownty Health Plan for Fiseal Yenr Ending September 30, 2012

'The recommended increase for 2013 was relatively smell due to the combined impact of plan changes in 2013 anda
siguifivant surplus in 2012,

Othier Yacome and Expenses

As noted in prior fillngs, asscts fom all accounts associated with medical and denial plans (not just accounts

specttiontly identified as self:insured) continus to be aviilabla to meet the obligations of the self-insured plan, The °

net of the activity in these accounts was a net loss to the plan o $4.1 million In fiscal yoar 2012, This was down
from a §7.1 milllon loss in fiscal year 201 1. The Counfy has taken steps to veduce the impnct of these accounts on
The fund balance and it is expeoted that over time, the Josses will get smaller,

We assumed that the investment income allocated:to the fimd will remain flat, despits the incrense in accumulated
assets of the plan, Actual investrent income has been very couslstent over the most recent lwo yéars,

Medieal Trend

Fot the three yoar forecast, wa assumed an annnaf combined medioal and pharmacy rend 0f 8.0%. Thess kvends are
based on our experfence with other clients In this ares, the County's awn history, and published swrvey results. We
have also considered the Jmpact of healtheare reform, which may resuit in higher {rends In the short term due to
benefit mandates, The Counfy’s sctual medical and phanmacy trends have averaged below 8% over tha 2 years
ending September 30, 2012, '

Surplus

The fiscal year 2012 resulis were positive, s expeoted, The plan had an ineutred galn of $36.5 milllon for the year,
inerensing the aocurnuiated surplus to $90.1 sillion. This is equal to 219% ofthe plan’s Habilities. We projecta
loss of $18 million for fiscal year 2013 based on the budgeted fundibg and projested expenses,

The plan®s incurred clafias for fisoal year 2042 fotaled $383.8 million, At that annual pace, two months of claims is
$64.0 million, so the County continues fo exceed the 60-day safe harbor threshold. Whils that is a positive situation,
we believe that for a plan of this size and stability actuarial soundness can reasombly be attained at a lower surplus
level, For g growp of this size, the main risk of higher than expected claims is related to an unsxpected increase in
medical trend. We developed the probability of clatms exceeding expected levels dua to randommess, and fonnd it
to be extremely unlikely that clafms will be higher then expected by more than 1% 10 2%, There are also practical
limits on how large the error related to fluctuations ta medioal iend will be, The likelihood of seelng actual trend
exceed oxpected by as muwch as 5% is-very law. By comparison, tie 60-day sait harbor threshold equals 16.7% of
annual claivas, 1 would suggest that even 30 days of clairits Is raore than adequafe for these circurnstances, and that
actuarial soundness could falrly be considered attained at somothing less than hat. So while the County satisfies the
60-day safe harbor threshold, we believe that standard s conservative and that the plan can cerlginly be actuarially
sound at 4 lower threshold,

Based on the acoumulated surplus as of September 30, 2012 nnd the funding rates in place for calendae year 2013,§
believe the County Has adequate azsets and sowrces of funds to meet the plin’s banefit obligations vtider any
foreseeable clroumstances, and it is my opinfon that the Covity’s selfefunded kealth plan is aofuarially sound,

Reliance

1 relied upon flnancial reporting, enrollinent, and presalur information provided by Miami-Dade County and on
olaim lag information provided by AvMed in preparing thig analysis. In my oplrlon, the dafa provided was adequate
for the purposes of this analysls,

1 believe that the procedures snd methods used In the exhiblts to teport past resulls and project future results ave
reasonalsle and have been caloulated using sound notuprlal prinviples, The projections are based on gssumptions that
1 belisve are reasonable in aggregafe, but future experience is likely to vary from these assumptions, and the
differences may be material,

. Gallagher Benefit Services, Inc. e Healtheare Analytics
thinking ahead adivisios of Gollagher Benefli Sewvices, Ine.
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Actuarisl Mermprandum

Wiami-Dade Connty Heslth Plan for Fiscal Year Buding Septemher 36, 2012

Quaitileations

1, Glen R, Volk, am a Member of the Amerioan Academy of Actuaries, 1wcot the Avademy qualification standards
for rendering this statement of actuarial opinlon, I am not avare of any relationship between myseif or other
membees of my firm and the Caunty that could create a contlict of {ntorest thet vould frpair, or appear to impair,
my objectivity.

yo 4

Glen R, Volk, FSA, MAAA

Area Vice President & Consulting Actary

acanibsr 28, 2012
Dafe
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Gallagher Benefit Sevvices, Inc.
thinking aheed

Healtheare Analytics
a division of Gallagher Benelii Services. lrc.
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FINANCIAL SERVICES
COMMISSION

RICK SCOTT
GOVERNOR

OFFICE OF INSURANCE REGULATION CEOEE FRANCIAL OFFICER

FAM BONDI
ATTORNEY GENERAL

KeviN M, MCCARTY ADAM FUTNAM

COMMISSIONER OF
COMMISSIONER AGRICULTURE

September 9, 2013

The Honorable Carlos A, Gimenez
Mayor, Miami-Dade County
Stephen P, Clark Center

111 N,'W, First Street, 29™ Floor
Miami, Florida 33128-1930

RE: Surplus Requirements for Self-Funded Health Plans

Dear Mayor Gimenez:

Thank you for your letter of September 3, 2013, regarding surplus requirements for self-funded
health benefit plans. I appreciate the opportunity to explain the Florida Office of Insurance

Regulation’s (Office) procedures for reviewing and approving self-funded health benefit plans
such as the one filed by Miami-Dade County Government,

Florida Statutes requires a local government, self insurance fund to file its plan and a
certification of actuarial soundness, The Office determines whether the plan is acceptable and
uses industry practices to determine if the proposal has sufficient premiums to pay current and
future Habilities. Once approved, the local government or the plan’s administrator is required to
submit an annual report to the Office that includes evidence that the level of funding is adequate
to enable payment of prospective liabilities. The Office uses the same review guidance and

process it used to approve the original self-funded health plan to ensure that it is sufficiently
reserved to pay claims.

Pursuant to Section 112.08, Florida Statutes, the Financial Services Commission adopted Rule
690-149.,053 Florida Administrative Code, which adopts several forms to be used for the annual
report by local governments and their administrators for self-funded health benefit plans. Form
OIR-B2-574, titled “General Information and Surplus Statements for Self-Funded Health Benefit
Plans” indicates that if the plan’s surplus is less than sixty days of anticipated claims, other
questions may be asked of the plan for the purpose of determining actuarial soundness,

D

KEVIN M, McCARTY * COMMISSIONER
900 EAST GAINES STREET * TALLAHASSEE, FLORIDA 32399-0305 » (850) 413-5914 + FAX (8S0) 488-3334
: WEBSITE: WWW.FLOIR,COM * EMAIL: KEVIN,MCCARTY(@FLOIR.COM

Affirmative Action / Bqual Opportunity Employer




The Honorable Carlos A, Gimenez
September 9, 2013
Page 2

Your letter asked that the Office respond in writing to the following three questions, The answer
to each question appears in italics. :

1. Is there & statutory basis for the 60-day surplus requirement? If so, please provide a
reference to the appropriate Statute or Administrative Code.

As discussed above, Rule 690-140.053, Florida Administrative Code, establishes a
mintmum surplus standard of 60 days of anticipated claims.

2. Will the OIR spprove an annual filing for a self-funded health plan if the plan does not
satisfy the 60-day surplus requirement and the County does not issue a lJetter regarding

the availability and potential use of other surplus assets equal to the difference between
the actual surplus and the 60-day threshold?

If a self-funded health plan made an annual filing which does not satisfy the 60-day
requirement, the Office would need to make a determination of whether the plan was
actuarially sound. The failure to hold at least 60 days of claim reserves would call info
question whether claims reserves were adequate and whether the plan was sufficiently
funded to respond to adverse loss development,

3. What is the consequence if an annual filing is not approved by OIR?

Showld a self-funded health plan not meet the 60-day surplus requirement and the Office
determine that reserves are not in accordance with sound actuarial principles, the plan
could be determined to be deficient at which point the Office may withdraw approval,
Without approval, a self-funded health plan may not operate in Florida.

I hope this information answets your questions. Please do not hesitate to contact me or my staff
if you need further information or assistance on this issue.

Commissioner




