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How to Assess 
the Financial 
Status of Your 
Health Fund
by | Stephanie Patrick
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Determining benefits and setting contribution rates for health and welfare funds can 
be challenging tasks for trustees. The author explains the role of financial statements, 
funding projections and summary reports in determining and monitoring the financial 
status of a fund.
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I t’s December, and I am in a toy store 
with my four-year-old daughter. 
Chaos abounds. Toys of all shapes 
and sizes blink, sparkle and call out 

(in some cases literally) to her. Parents 
try desperately to maintain their own 
focus and that of the children. I remind 
my daughter of our goal: to find a gift 
for her cousin.

“Kate, remember that we’re here for 
Serenity.”

She (perhaps miraculously) focuses 
in and immediately picks a wonderful 
gift for her three-year-old cousin—a 
three-story Barbie house with work-
ing lights, an elevator and a three-digit 
price tag. 

“I’m sure she would love this, sweet-
heart, but this present is a little too ex-
pensive. Let’s look for something small-
er.”

After a bit of wandering, we ended 
up back at the front of the store. Kate 

darts to the candy section and picks 
up a candy bar with a Disney princess 
wrapper. 

“Mommy, Serenity loves chocolate. 
Can we get her this?”

“She may like chocolate, but we need 
to get her something nicer than candy.”

Kate looks up at me with big blue 
eyes full of confusion. How much is 
too much? How much is too little? Not 
only does she not know the prices of 
the items she’s selecting—She also has 
no way to know our budget for this 
gift.

Health fund trustees may relate well 
to Kate’s toy-store perplexity. Funds 
are often faced with the monumental 
challenge of determining benefits and 
setting contribution rates in a world 
where it is difficult, if not impossible, to 
know the exact costs of benefits or the 
contribution totals that form the ba-
sis for the funds’ budgets. Health care  

costs vary from year to year as a result 
of inflation as well as changes in utiliza-
tion patterns, technology and covered 
populations. Contribution amounts 
vary by work availability and the loca-
tion of that work.

A Little Learning Is a  
Dangerous Thing

One tool readily available to trust-
ees is the most recent fund financial 
statement. Financial statements gener-
ally outline the most recent month and 
year-to-date totals for income com-
ponents, including contributions and 
investment income, as well as expense 
components like claims, premiums and 
operating expenses. These statements 
are extremely useful tools to help trust-
ees understand the current status of a 
fund, but they are often not enough 
when used alone.

Let’s look at the hypothetical exam-
ple of two very different funds.

Meet Trendy and Terrified
The Trendy Health Fund has 2017 

year-end assets of more than the 2017 
full-year expenses and experienced 
a large surplus last year. The fund has 
been growing; the participant base in-
creased 8% in 2016 and another 15% in 
2017. (Table I)

The story of the second fund is quite 
different. The Terrified Health Fund 
has 2017 year-end assets of less than 
half of 2017 expenses and experienced 
a large deficit for the year. Midyear, the 
trustees of the fund had to make eli-
gibility and plan design changes to re-
duce costs, and the bargaining parties 
agreed to contribution increases. Even 
with the changes, however, the fund 
still suffered a deficit.

The Trendy trustees are smiling 
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TABLE I
Summary of the 2017 Financial Statements for Trendy  
and Terrified Health Funds
2017 Results Trendy Terrified
Income
Employer Contributions $18,404,000 $14,563,000
Participant Contributions 953,000 874,000
Investment and Other Income 57,000 52,000
Total Income $19,414,000 $15,489,000
Expenses 
Medical Claims $11,244,000 $12,596,000
Prescription Drug Claims 2,888,000 3,851,000
Dental Claims 674,000 707,000
Disability Claims 106,000 116,000
Life Premium 84,000 77,000
Vision and Other Coverages 213,000 195,000
Operating Expenses 1,642,000 1,674,000
Total Expenses $16,851,000 $19,216,000
Surplus/(Deficit) $  2,563,000 $ (3,727,000)
End-of-Year Assets $16,937,000 $  8,514,000
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ear to ear. The Terrified trustees are, 
well, terrified. The real question is—
Are their reactions appropriate? And 
the answer is . . . not necessarily. The 
truth is that knowing where you are 
now is important, but knowing where 
you are going is even more important. 
Multiyear projections are essential to 
understand the whole picture of finan-
cial health for any fund, and these two 
funds are no exception.

The Truth Behind Trendy  
and Terrified

It turns out that Trendy’s new par-
ticipants were expensive additions. The 
newcomers were high utilizers of health 
care, and the bargained contributions 
were below the contributions for cur-
rent participants. The 2017 results were 
skewed by the lag in claim payments for 
these participants. Twelve months of 
contributions were collected, but only 

nine to ten months of claims were paid 
for this new group.

Multiyear projections for this fund 
show a dire future without some 
changes. Beginning in 2018, the fund 
is projected to have increasingly larg-
er deficits and, by the end of 2020, 
the asset levels are projected to drop 

to less than half of the current level. 
(Table II)

In contrast, Terrified has already 
made the changes it needed in order 
to correct its financial issues. The bar-
gaining parties increased contribution 
rates midyear, and the trustees agreed 
to eligibility and plan design changes 
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takeaways
•  An accurate assessment of the financial status of a health fund is crucial for trustees to 

determine benefits and set contribution rates.

•  Financial statements generally outline the most recent month and year-to-date totals for 
income and expense components and are useful tools to help trustees understand the cur-
rent financial status of a fund, but they often are not enough when used alone.

•  Multiyear projections are important when determining the status of a health fund because 
they provide early warning signs of potential issues and allow trustees time to respond to 
those issues.

•  Financial projections are regularly adjusted for changes in the overall health care market-
place, plan design, contributions, demographics and large claims.

•  Projections should be monitored regularly and updated annually.

TABLE II
Trendy Health Fund Financial Projections
 Actual Projected

Year 2017 2018 2019 2020
Income
Employer Contributions $18,404,000 $18,772,000 $19,148,000 $19,531,000
Participant Contributions 953,000 953,000 953,000 953,000
Investment and Other Income 57,000 96,000 87,000 72,000
Total Income $19,414,000 $19,821,000 $20,188,000 $20,556,000
Expenses
Medical Claims $11,244,000 $14,472,000 $15,630,000 $16,880,000
Prescription Drug Claims 2,888,000 3,751,000 4,089,000 4,457,000
Dental Claims 674,000 843,000 885,000 929,000
Disability Claims 106,000 128,000 131,000 134,000
Life Premium 84,000 103,000 105,000 107,000
Vision and Other Coverages 213,000 262,000 270,000 278,000
Operating Expenses 1,642,000 2,015,000 2,075,000 2,138,000
Total Expenses $16,851,000 $21,574,000 $23,185,000 $24,923,000
Surplus/(Deficit) $  2,563,000 $ (1,753,000) $ (2,997,000) $ (4,367,000)
End-of-Year Assets $16,937,000 $15,184,000 $12,187,000 $  7,820,000
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TABLE III 
Terrified Health Fund Financial Projections
 Actual Projected

Year 2017 2018 2019 2020
Income
Employer Contributions $14,563,000 $16,019,000 $17,621,000 $19,383,000
Participant Contributions 874,000 1,748,000 1,748,000 1,748,000
Investment and Other Income 52,000 43,000 53,000 65,000
Total Income $15,489,000 $17,810,000 $19,422,000 $21,196,000
Expenses
Medical Claims $12,596,000 $10,365,000 $11,194,000 $12,090,000
Prescription Drug Claims 3,851,000 3,198,000 3,486,000 3,800,000
Dental Claims 707,000 566,000 594,000 624,000
Disability Claims 116,000 90,000 92,000 94,000
Life Premium 77,000 60,000 61,000 62,000
Vision and Other Coverages 195,000 153,000 157,000 162,000
Operating Expenses 1,674,000 1,314,000 1,353,000 1,394,000
Total Expenses $19,216,000 $15,746,000 $16,937,000 $18,226,000
Surplus/(Deficit) $ (3,727,000) $  2,064,000 $  2,485,000 $  2,970,000
End-of-Year Assets $  8,514,000 $10,578,000 $13,063,000 $16,033,000

that reduced future costs. The results in 2017 were skewed 
because they incorporated only a partial impact of contribu-
tion, design and eligibility changes, which take some time to 
flow through to the fund’s financial statements after imple-
mentation.

Multiyear projections for this fund highlight the positive 
results of the trustees’ difficult work. Beginning in 2018, the 
fund is projected to increase its asset base every year so that 
by 2020 assets will have almost doubled. (Table III)

What Health Care Actuaries Know– 
And What They Don’t Know

Multiyear projections are vital for trustees. Projections 
provide early warning signs of potential issues, allowing 
time for thoughtful, strategic interventions. Multiyear pro-
jections can also be coordinated with bargained contracts, 
which often run for multiple years. This coordination can 
be crucial if changes to income or design are limited during 
the contract.

Multiyear projections are often provided by health care 
actuaries or other professionals specializing in the health 
care field. It is important for trustees to understand what 
these professionals can and cannot bring to the table.

Actuaries are, at heart, math nerds. As such, they under-
stand the underlying math required to effectively build a pro-
jection model. Health care actuaries also understand how the 
health care system works and how changes to that system 
impact the market. They research and understand how ex-
pected costs change over time (also known as trend). In ad-
dition, a health care fund actuary is acutely familiar with the 
history of the fund, including the drivers of claim fluctua-
tion, how the fund has generally reacted to changes in work 
levels and in the health care environment, and how overall 
market trends have affected the fund. This knowledge allows 
the actuary to produce reasonable projections to assist in 
guiding trustees in their decision-making processes.

Trustees should keep in mind, however, that actuaries 
do not have a crystal ball. Projections are not 100% accu-
rate, especially if the participant count is small. Actuaries 
cannot predict available work, exact enrollment, midyear 
pricing adjustments for health services or prescription 
drugs, changes in the law or exact utilization patterns of 
plan participants.

Projections are used as a general guide for managing the 
fund. They provide information about the direction of the 
plan’s financial health and highlight future potential issues. 
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Projections should not be used to set 
the minimum funding level. Mini-
mum funding should include a mar-
gin to account for income and expense 
volatility. Claim and work volatility 
make it impossible to exactly match 
income and expense each year. Asset 
values should provide a cushion for 
this volatility in any given year.

How Projections Work
Actuaries use the history of the 

plan to predict the future plan expe-
rience. Adjustments are made where 
known differences exist. For example, 
projections are regularly adjusted for 
changes in:

• The overall health care market-
place (cost trends, government 
fees, etc.)

• Plan design
• Contributions
• Demographics
• Large claims.
Costs are often projected on a per-

member-per-month (PMPM) or per-
employee-per-month (PEPM) basis.

This approach adjusts claims for 
changes in head counts. Projected 
costs on a PMPM/PEPM basis are 
then applied to the projected number 
of members or employees.

Projections use averages and are 
generally not a line-by-line review of 
claim experience or a summary of indi-
vidual projections for each participant. 
Instead, claims are aggregated by simi-
lar populations (actives and retirees, 
plan design and/or eligibility status). 
Adjustments are made for some indi-
viduals with extremely large claims or 
with consistent moderate claims driven 
by chronic, ongoing illnesses.

Even with all the history and ad-
justments used, projections cannot ac-

count for all claim volatility in a fund. 
Projected values are best estimates, 
but there will be variation from year to 
year. Smaller funds often have higher 
variation from expected values than 
larger funds.

Questions to Ask  
About Projections

Having multiyear projections is im-
portant, but understanding those pro-
jections is imperative. Here are questions 
trustees should ask about projections to 
help understand the results.

1. Are the Projections Based on a 
Paid (Cash) or Incurred (Accrual) 
Basis?

Paid projections reflect money ex-
pected to come in or out of the plan 
for the period in question. These pro-
jections tie most closely to the month-
ly financial statements.

Incurred projections are based on 
the date of service. These projections 
give a picture of the full impact of 
assets and liabilities for a period but 
generally do not tie to the actual cash 
position of a fund.

If a participant visits the doctor in 
December 2015 and that claim is paid 
in February 2016, a paid projection in-
corporates the payment in 2016 (when 
it is paid), and an incurred projection 
incorporates it in 2015 (when the ser-
vice was provided).

For plans in weak financial posi-
tions, it is important to know actual 
expected cash balances. In those cases, 
incurred projections may need to be 
paired with additional information to 
help assess cash flow concerns.

Understanding the differences be-
tween paid and incurred projections 
is key when the design, population 
or marketplace is changing. Incurred 
projections reflect the full impact of 
any changes immediately, while paid 
projections incorporate the lag time 
between when costs are incurred and 
payment.

2. How Is the Trend Assumption 
Chosen?

Trend reflects expected increases 
in health care prices as well as adjust-
ments in utilization (how many ser-
vices people use) and utilization pat-
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learn more
Education
Health Care Management Conference
April 30-May 2, Denver, Colorado
Visit www.ifebp.org/healthcare for more information.
Evidence, Insight and Strategy for Optimizing Health Benefits
May 8-10, Boston, Massachusetts
Visit www.ifebp.org/harvard-medical-school for more details.

From the Bookstore
The Multiemployer Health Plan Landscape: A Ten-Year Look (2005-2014)
International Foundation and Horizon Actuarial Services, LLC. 2017.
Visit www.ifebp.org/books.asp?7853E for more details.
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terns (which services people use). There is generally a range 
of trends that are considered reasonable. The plan actuary 
should be able to describe the range and how he or she 
chose a specific value based on the history of the plan and 
its design, including the level of stop-loss coverage, if any.

3. Was Margin or Claim Volatility Reserve Included?

An explicit conservatism factor (one added to increase the 
projected costs), often called a margin or a claim volatility 
reserve factor, is used in some projections. While this factor 
may be appropriate, it is important to understand the reason 
for its inclusion and the impact it has on final results.

4. How Many Years of Experience Data Were Used?

Use of multiple years of experience can often help smooth 
out claim volatility. For this reason, most actuaries consider 
more than one year of history when setting projected values. 

Older experience, however, may be less relevant than 
more recent experience. Trend and other adjustments have a 
bigger impact when applied to older experience, and popula-
tions often change over time.

5. Were Adjustments Made for Design and for Past  
and Future Demographic Changes?

Historical experience and anticipated changes in plan de-
sign or population demographics should be reflected.

6. What Other Adjustments Were Considered?

An actuary may incorporate other adjustments, including 
broad market considerations like mergers of medical carriers 
or new prescription drugs coming to market, as well as more 
local or regional concerns such as large hospital system ne-
gotiations, work availability and the aging or retirement rates 
of plan participants.

7. What Asset Gauge Is Included, and What Is Your 
Recommendation Regarding That Gauge?

There are many ways to measure asset levels of a fund. 
For example, a fund may choose to review continuation 
value. Continuation value measures the months of future 
expenses that current assets can support, assuming no fu-
ture income.

For example: If a fund has an asset value of $10 million 
and next year’s expenses are projected to be $15 million, or 
$1.25 million per month, the continuation value is current 

assets divided by the monthly projected future expenses, or 
eight months ($10 million/$1.25 million).

Other asset gauges may measure assets in terms of cur-
rent months of expenses and/or fund liabilities including in-
curred but unpaid claims, accumulated eligibility (eligibility 
earned by past work) and retiree health liabilities.

Plan actuaries should be able to provide their preferred 
measure, explain why that measure is important and give 
some guiding principles to help trustees set goals or guide-
lines around that measure.

8. Is There Anything Else Trustees Need to Know?

It is important for trustees to recognize that projections 
are created for them. Trustees should feel comfortable asking 
anything in order to better understand the process and the 
results. The process is complex, but trustees can gain a good 
understanding over time with some effort. Fund profession-
als will likely be happy to spend any additional time needed 
to help a trustee with this journey.

What Now?
Once trustees have projections that they understand, the 

next steps are straightforward—update and monitor.
Projections should be updated at least once a year. This 

includes updating the experience used, reevaluating assump-
tions and incorporating any known design, contribution or 
demographic changes. More frequent updates may be required 
if there are major midyear design or population changes.

Monitoring results should become a regular process for 
trustees, so it is important to have consistent, recurring re-
ports to assist with this process. Many trustees use financial 
statements and a dashboard or other summary report in 
their regular monitoring practice.

Using Financial Statements to Monitor  
Financial Results

Financial statements provide up-to-date information on 
cash flow, expenses and asset levels. They are often produced 
monthly and are generally on a paid basis. Financial state-
ments often do not include changes in liabilities—Trustees 
may wish to ask about components that could affect liabili-
ties such as changes in payment patterns (which affect in-
curred but unreported liabilities).

While financial statements provide a very good sum-
mary of the current state of the fund, they may be difficult 

health funds
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to compare directly with projections. Trustees should work 
to understand the differences between reporting categories 
and paid/incurred statuses that may be different between 
financial statements and projections. These differences can 
be complex in how they impact comparisons between the 
reports. For that reason, many trustees request a dashboard 
or other summary report from their actuary to compare cur-
rent financial results to projections.

Using Dashboards or Other Summary Reports 
to Monitor Financial Results

Summary reports should provide apples-to-apples 
comparisons between current financial status reports 
and projections. These reports often compare the current 
period with both the prior period and projected results. 
Summary reports should be concise and easy to read. 
They often often include comments, not just numbers, 
and guide the trustees to the key takeaways from the re-
cent period’s experience.

Regardless of what trustees use in monitoring fund 
results, they should keep in mind that month-to-month 
volatility is often much larger than annual volatility. In ad-
dition, results may be subject to seasonality. Finally, the 

number of covered participants impacts the aggregate fi-
nancial results.

Peppa Pig and Healthy Funds
With some guidance from her mom, Kate picked out a 

Peppa Pig playset that was in budget and that her cousin 
loved. With the help of their fund professionals, trustees can 
make the choices to ensure fund participants are well cared 
for now and in the future.  
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