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Dear Members of the Covered California Executive Management Team,

| am pleased to present Covered California’s “Fiscal Year 2016-2017 Budget,” adopted
by the board at its June 16, 2016 meeting. This budget was developed in accordance
with statutory requirements and in consultation with Covered California’s executive and
programmatic staff.

This budget includes a multi-year financial summary of all revenues, expenditures and
staffing used by each of Covered California’s programs in the delivery of essential
services to improve the health of all Californians by ensuring their access to affordable,
high-quality care.

For fiscal year (FY) 2016-17, the Covered California budget provides $320.9 million and
1,323 positions to ensure that our organization has the right tools, processes and
resources to deliver on its mission. The FY 2016-17 budget is balanced with the use of
plan assessment fees and, as anticipated, a portion of our reserves. This will be the first
year that Covered California operates with no federal establishment funds and, as
always, we do not, in any way, rely on state general funds. With this budget, Covered
California projects to end FY 2016-17 with more than $180 million in reserve funding to
address any unforeseen economic uncertainties. This budget meets the guidance
provided by the Board and the legislative intent behind the establishment of Covered
California and reflects the agency’s multi-year financial strategy of providing continuous
fiscal integrity, transparency and accountability.

In closing, | extend my sincere appreciation to senior executive management and their
staff for their outstanding work during the budget development process.

Sincerely,

G -

Peter V. Lee
Executive Director
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Il. Executive Summary

The federal Patient Protection and Affordable Care Act brought health care coverage
within the reach of millions of Americans. Covered California has become a vital
resource that is part of the fabric of ensuring all Californians have access to affordable
health insurance, whether through their work, public programs or the individual market.

As we move forward, Covered California’s enroliment remains robust, with
approximately 1.4 million actively enrolled consumers, which represents a modest
growth over last year. Covered California had a very strong third open-enrollment period
when 439,000 new consumers picked a health plan.

This enrollment helps ensure Covered California’s ability to serve Californians for years
to come. Covered California is in very strong financial shape, and we anticipate ending
fiscal year (FY) 2016-17 with more than $180 million in unrestricted reserves, which is
more than we projected to have on hand at this point in last year’s budget.

The following budget lays out our multi-year plan and shows how Covered California
has built a competitive market and strong organization that will continue to reach into
every community in the state to make sure California’s diverse population understands
and makes use of the insurance options in this new era of health care.

Among the highlights:

FY 2016-17 marks the first year Covered California will rely solely on fees
collected from health plans

e Covered California will be wholly self-sufficient for the first time in FY 2016-17.
Covered California is transitioning to relying solely on the fees it collects from health
plans and the extensive reserves we saved while using federal funds. We will no
longer be using federal start-up funding, and unlike some other state-based
exchanges, we will not be using any state funding.

e The budget for FY 2016-17 of $320.9 million and is a reduction from FY 2015-16’s
$335 million budget. As noted last year, Covered California is able to reduce
expenses thanks to the substantial initial investments in information technology,
outreach, education and marketing made to launch our brand.

e This multi-year forecast ensures that Covered California will have the right tools,
processes and resources to deliver on our mission to increase the number of
Californians with health insurance in both the near-term and long-term.

e Covered California has developed this budget informed by updated enrollment
projections and in-depth scenario assessments conducted by Pricewaterhouse
Coopers (PwC) in partnership with the University of California.
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Enrollment remains strong and steady

Covered California projects it will end FY 2015-16 with approximately 1.3 million
actively enrolled consumers, which represents a modest increase over our
enrollment at the end of FY 2014-15. The solid enroliment figures come in spite of
smaller than predicted pool of eligible consumers based on several significant
developments:

o New research shows that the employer-based health coverage market is as

strong as ever, and companies did not drop health care benefits and shift
consumers to exchanges as many had predicted." “Bad news” for our
potential enrollment is good news in that it reflects the fact that more
Californians are benefitting from employer-based coverage.

California’s improved economy has resulted in a dramatic decrease in the
state’s unemployment rate and more consumers having access to employer-
based health coverage. California’s unemployment rate stood at 8.7 percent
when Covered California started its first open enrollment period in Oct. 2013.3
As of March 2016, the state’s unemployment rate had dropped to 5.4
percent.*

The impact of the improved economy and the vibrancy of employer coverage
is seen in a recent analysis performed by Covered California, which examined
where consumers went after moving on from the exchange. The analysis
found that the overwhelming majority (44 percent) left for employer-based
coverage. In addition, 16 percent became Medi-Cal eligible, 13 percent
enrolled in private coverage and 11 percent moved into another form of health
care coverage such as Medicare or TRICARE.®

! http://www.nytimes.com/2016/04/05/business/employers-keep-health-insurance-despite-affordable-care-act.html
2 http://www.forbes.com/sites/brucejapsen/2016/04/23/hey-ted-cruz-obamacares-not-causing-employers-to-drop-

health-coverage/#54e9d4584641

3 http://www.edd.ca.gov/About EDD/pdf/urate201311.pdf
4 http://www.edd.ca.gov/About EDD/pdf/urate201604.pdf
5 http://news.coveredca.com/2015/10/covered-california-surpasses-two.html
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Covered California will continue to provide value while improving quality

The health insurance premiums that will be collected during the 2016 coverage year
are an estimated $7 billion. Covered California’s budget reflects an assessment on
premiums at 4 percent, which is a small percentage of that amount. It represents a
good value for our consumers, given that Covered California provides the marketing
and support to generate enrollment, manages a constantly changing pool of
enrollees, coordinates a network of tens of thousands of partners and carries out
various other duties that if not performed would lead to higher health insurance
costs.

The budget proposes additional resources in Plan Management to support Covered
California’s plan to increase health care quality for all consumers through system-
wide efforts to lower costs. Covered California’s Board recently adopted significant
new changes to its contracts with health insurers as part of its prescription to ensure
that California’s health care system delivers on the “Triple Aim” of better care,
improved health and lower costs. The new contract provisions, which will cover the
years 2017-2019, include a wide range of initiatives.

As you peruse this budget, we encourage you to pause to consider not only the historic
scale and impact of our efforts, but also how they are affecting the lives of Californians.
An estimated 2.5 million consumers have received coverage from Covered California.
As we go forward, Covered California will focus both on continuing to expand coverage
in affordable plans and on making sure those who are covered get the care they need
when they need it.
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IIl.  Guiding Principles and
Strategic Pillars

The annual Covered California planning and budget process is a comprehensive,
analytic process used to determine the most cost-effective and efficient level of
resources that the organization needs to meet its goals and carry out its legislatively
mandated mission. The planning and budget processes of the organization are based
on established budget principles and procedures, providing the highest levels of fiscal
integrity, accountability, transparency and accuracy.

The FY 2016-17 budget aligns with Covered California’s overall mission and vision, as
well as with its guiding financial principles, detailed below.

Continuing Conformity with Financial Mandates — Covered California remains in full
and strict compliance with all legal financial mandates set forth in Section 100503 of the
California Government Code, including assurance that the organization’s operations are
not funded or reliant upon State General Fund resources. Furthermore, in accordance
with the Affordable Care Act and state law, starting Jan. 1, 2015, Covered California is
fully self-sufficient based on the combination of revenue raised by levying a per-
member, per-month assessment on health insurance companies, reserves and federal
grant funds used to establish the exchange.

Covered California’s Vision and Mission — The FY 2016-17 budget is guided by
Covered California’s vision and mission to improve the health of Californians by
ensuring their access to affordable, high-quality health care. The Budget specifically
seeks to fulfill Covered California’s mission to increase the number of insured
Californians, improve health care quality, lower costs and reduce health disparities
through an innovative, competitive marketplace that empowers consumers to choose
the health plan and providers that give them the best value. To achieve its vision and
mission, Covered California has established strategic pillars.
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Strategic Pillars — The strategic pillars were designed by Covered California’s
executive team to guide the organization when making decisions, setting priorities,
determining initiatives and preparing an annual plan. Each of the pillars were created as
a pathway to achieving the mission and vision of Covered California, with consumers
being the driving factor in four of the five pillars. Annual goals and department
objectives were mapped to the strategic pillars, to ensure that activities and resources
are aligned with the organization’s mission. The five pillars are:

o Affordable Plans — Consumers purchase and keep Covered California products
based on their perception that this is a good value for them.

e Getting Needed Care — Consumers receive the right care at the right time.

e Qutreach and Education — Consumers understand what Covered California offers
and have a positive attitude about Covered California.

e Positive Consumer Experience — Consumers have a positive experience from initial
enrollment to keeping their coverage.

e Organizational Excellence — Covered California has the right tools, processes and
resources to support its team to deliver on the exchange’s mission.

Covered California’s Guiding Financial Principles — Covered California’s budget
process is guided by the following principles:

e Develop a budget that directly supports growth and retention of membership.

o Establish organizational priorities that enable Covered California to serve as an
effective example of how marketplaces can improve the cost and quality of health
care.

e Ensure the assessment fee reflects the lowest possible burden on consumers’
premium and it has a path for decreasing over time and reflects savings to health
plans compared to prior acquisition costs.

e Continue to build infrastructure that can support talent, succession plans, business
continuity and legal compliance, and reduce future costs.

e Continue to review programs to identify opportunities for efficiencies.

e Maintaining a reserve that is sufficient to cover financial obligations and
allows time to adjust revenue and expenditures in the event of an
unanticipated fiscal event.
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IV. FY 2015-16 Budget Goals, Highlights
and Projected Expenditures

The FY 2015-16 Covered California budget incorporated the resources to transition
from federal establishment funds to operating funds generated from plan assessments
as envisioned by the Affordable Care Act and the legislative intent behind California
establishing an independent and financially self-sufficient state-based marketplace.

The budget provided $335 million and 1,399 positions to enroll Californians in coverage,
provide a better consumer experience to applicants and enrollees, retain current
enrollees and provide the tools to deliver on our mission. A federal grant extension
provided additional time to exhaust remaining federal funding for implementation
activities to support this effort related to establishing Covered California.

The budget featured the following activities:

e Substantial investments in outreach, marketing and enrollment, including a
Navigator program to inform Californians about Covered California’s programs and
encourage retention of those who have enrolled.

e Service Center funding to provide resources comparable to FY 2014-15 and
accommodate the transfer of workload associated with increased handling of
consumer inquiries and of appeals.

e Funding for CalHEERS to support the FY 2015-16 program requirements of the
CalHEERS 24-month road map, including the phase-in of a new cost-allocation plan
to more appropriately reflect costs across Medi-Cal and Covered California.

Covered California completed its second renewal period and third open enrollment
within the range of forecasts used for the FY 2015-16 budget. Covered California is
transitioning from the initial phase of rapid expansion to a period of more moderate
enrollment gains. This trend towards modest enrollment growth is reflected in the new
forecasts developed to support the FY 2016-17 revenue and expenditure proposals.
The current forecast projects approximately $250.9 million in revenue in FY 2015-16, an
increase of $16.5 million from our previous multi-year forecast.

The projected expenditures for FY 2015-16, as of April 30, 2016, are $293.1 million,
$41.9 million lower than the board approved budget of $335 million. This is primarily the
result of lower-than-budgeted expenditures in all functional areas, in particular in the
Service Center and in Outreach, Sales and Marketing; Table 1 shows the projected FY
2015-16 expenditures.
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TABLE 1
FY 2015-16 Projected Expenditures versus FY 2015-16 Budget
(as of April 30, 2016)

Budget Projected Difference
Service Center $ 100,103,078 S 88,782,071 S (11,321,007)
Technology S 48,770,035 S 48,494,197 S (275,838)
Outreach & Sales, Marketing S 121,512,473 S 107,558,861 S (13,953,612)
Plan Management & Evaluation S 17,300,582 S 14,590,743 S (2,709,839)
Administration S 33,858,888 S 32,268,940 S (1,589,948)
Enterprise Shared Costs S 13,493,138 S 7,750,164 S (5,742,974)
Total Expenses $ 335,038,194 S 299,444,976 "$  (35,593,218)
Prior Year Activity $ - $ (6,314,526) S (6,314,526)
Net Expenses $ 335,038,194 $ 293,130,450 $ (41,907,744)

Summary of Major Areas:

Service Center — Projected expenditures for FY 2015-16 are anticipated to be
$11.3 million lower than budgeted due to $4.0 million in salary savings, $5.2 million in
general expenses and $2 million in contract savings.

Outreach and Sales, Marketing — Projected expenditures for these programs in
FY 2015-16 are anticipated to be $14 million lower than budgeted, largely due to a
savings in the paid media contract, and less funding for postage and printing.

Plan Management and Evaluation — FY 2015-16 expenditures are projected to be
$2.7 million lower than budgeted, primarily due to contract savings associated with the
analytics program, and salary savings.

Administration — Projected expenditures are $1.5 million lower than the FY 2015-16
budget primarily due to salary savings.

Enterprise Shared Costs — Projected expenditures of $7.8 million consist of
approximately $2.5 million in Pro-Rata and SWCAP, with the remaining $5.3 million
used towards strategic initiatives allocated to programs throughout the year.
Expenditures are lower than budgeted largely due to lower than anticipated
expenditures on Pro-Rata and SWCAP.
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V. Covered California Enrollment and
Revenue Forecast

The Covered California enroliment forecast used for this budget extends through 2020
and is informed by two years of special enrollment activity, and three rounds of open
enrollment, including two annual renewals. Continued enrollment growth is expected
based on the projected growth of the number of Californians eligible for financial
assistance through Covered California driven by underlying demographic trends and
additionally, by the impact of the recently enacted increase to California’s minimum
wage that will increase in stages to $15 per hour by 2020. Thus, the forecast projects
modest enrollment and revenue growth from 2016 through 2018 followed by more
robust growth through 2020.

Various indicators point to the likelihood that Covered California’s initial phase of rapid
expansion will give way to a more stable phase, which leads to a more modest outlook
than the previous forecast. Open enrollment for the 2016 benefit year resulted in
enrollment within the range of previous forecasts. Based on the latest enroliment results
reported by all ACA marketplaces, the Kaiser Family Foundation® estimates that among
the best-performing states, which includes California, 90 percent of people eligible for
subsidies have selected plans, which leaves little room for potential growth going
forward.

Covered California is an important participant in a large and dynamic health insurance
marketplace whose customer base is constantly changing in size, economic situation,
as well as in health insurance needs. In addition to the 1.4 million Californians who
currently have health policies purchased through Covered California, approximately
18 million receive health coverage through employers, 700,000 purchase individual
coverage outside of Covered California, and more than 12 million are covered by
Medi-Cal. Approximately 3 million remain uninsured, of which less than 1.4 million are
eligible for subsidies. Of the latter, from 500,000 to 800,000 may be covered by
COBRA, covered indirectly by an employer, or may be in transition between employer-
based coverage, Covered California and Medi-Cal.

According to the analysis performed by PwC, the most significant impact to the
exchange eligible population will be the recently enacted minimum wage increase.
Boosting income for those near the subsidy eligibility range will lead to shifts from Medi-
Cal to Covered California. Among the various external drivers considered by the PwC
analysis, the impact of a rising minimum wage is expected to be the most significant
driver of additional enrollment through 2020.

6 http://kff.org/health-reform/issue-brief/assessing-aca-marketplace-enrollment/
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FIGURE 1

Plan Assessments and Expenditures as a Percent of Premium
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This forecast also incorporates a change in the assessment from a flat per-member,
per-month (PMPM) rate to a percentage of gross premiums paid beginning in 2017.

To put this change in context, Figure 1 presents Covered California expenditures as a
percent of premium from 2014-15 through 2019-20. In 2014-15, it spent 6.6 percent of
premiums for establishment and operational costs. This percentage will drop to 4.6, 4.5
and 4 in 2015-16, 2016-17 and 2017-18, respectively. At the same time, the $13.95
PMPM assessment would only recover 3.8 percent, 3.9 percent and 3.3 percent for
fiscal years 2014-15, 2015-16 and 2016-17, respectively, well below the comparative
rates for expenditures. Covered California proposes setting the assessment fee at 4
percent of premium beginning in 2016-17. While this rate is effectively higher than the
current $13.95 flat rate charged, it puts Covered California in a position where revenues
will equal expenditures by FY 2017-18 and sets Covered California on the path to
reducing the assessment in coming years.
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A 4 percent of premium assessment fee will be assessed on the 1.4 million currently
enrolled in Covered California plans. In addition to Covered California enrollees, there
are also approximately 700,000 people in the individual market who benefit from the
rates negotiated by Covered California, even though they are not directly enrolled
through the exchange. The total number of members in the individual market is
approximately 2.1 million. The Affordable Care Act requires the rates for these products
(both on and off exchange) to be the same. Since the health plans offered by Covered
California represent approximately 66 percent of the total enrollment in individual
coverage, the Affordable Care Act assessment essentially requires the health plans to
spread the assessment fee across the entire individual market. To the extent that
carriers have members that do not purchase through Covered California, but who pay
the same rate, results in the actual assessment being spread across the entire
individual market for those health plans offered by Covered California. Covered
California estimates that the actual average effective assessment rate for 2017 will be
approximately 2.6 percent across the entire market.

In addition to the enroliment and eligibility insights, PwC also concluded that Covered
California incurs significant costs related to acquisition activities, similar to other
organizations with high membership churn rates. These acquisition expenditures in turn
help reduce acquisition costs incurred by participating insurance carriers as illustrated in
Figure 2 below. Historically, insurance carriers have incurred acquisition costs that
averaged 7.6 percent of premiums before the passage of the Affordable Care Act. Costs
such as broker fees and direct marketing costs are now being reduced by the significant
number of Covered California enrollees using self-service enroliment tools and as plans
have reduced their agent commissions. These reductions are partially offset by Covered
California’s 4 percent exchange assessment fee, which carriers can spread across all
individual policies, effectively reducing it to 2 percent of all individual market premiums.
Thus, post-ACA member acquisition costs for Covered California plans average 5.8
percent of total premiums.
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Figure 2
Pre-ACA versus Post-ACA Market Acquisition Costs’
Individual Market Acquisition
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Forecasting Potential Enroliment

The 2015 enrollment forecast, used to develop the FY 2015-16 budget, benefited from
the experience and lessons learned in 2014. In contrast, the 2016 forecast reflects the
experience of two years of enrollment history as well as insights from and
comprehensive market analysis completed by PwC in concert with demographic
modeling experts at the University of California. The forecast combines the two
perspectives into a balanced outlook.

The 2015 benefit year and 2016 open enrollment experience indicate that Covered
California will likely see more stable enroliment trends going forward. Open enrollment
activity for the 2016 benefit year was more modest than for 2015 primarily due to a
more compressed schedule and a smaller uninsured population likely to enroll in
Covered California. Special enrollment activities provided additional opportunities for
individuals to enroll in 2015 and was stronger than 2014. This was due to a longer
special enrollment period and the temporary additional qualifying event given to
individuals who were unaware of the tax implications of remaining uninsured.

These developments are reflected in the 2016 forecast by shorter open-enroliment
periods, as currently anticipated, lower special enrollment gains and slightly higher
disenrollment. Thus, the 2016 enroliment forecast is anchored in the 2014 and 2015
experiences with some modest projections for growth, largely due to income impacts
caused by minimum wage increases. It is critical to note that while “net” enroliment
reflects only moderate growth, this is based on Covered California continuing to do
extensive marketing, sales and retention activities required to newly enroll from 700,000

7 PwC Covered California 2016-2022 Market Analysis and Planning
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to 900,000 each year as many enrollees leave Covered California’s coverage to get
employer-sponsored coverage, Medi-Cal, Medicare or other coverage.

At the end of the third open enrollment, Covered California reached enroliment of 1.4
million individuals compared to 1.5 million projected in the 2015 Medium forecast and
1.4 million in the 2015 Low forecast. This performance relative to forecast has informed
the modeling going forward.

Table 2 summarizes the revenue projections derived from the Individual Market and
Covered California for Small Business forecasts described below.

Table 2
Covered California Revenue Outlook Summary
Medium Forecast Alternatives

Market PMPM Revenue ($millions)
Fiscal Year 2016-17 2017-18 2018-19 2019-20
Individual Market - Medical $249.0 $300.9 $319.0 $325.5
Individual Market - Dental $.9 $1.1 $1.1 $1.1
CCSB $9.8 $15.6 $22.8 $31.3
Total Revenue $259.7 $317.5 $342.9 $358.0
Individual Market Medical Revenue Cash Basis Adjustment
Individual Market - Medical $249.0 $300.9 $319.0 $325.5
Adjustment for Payment Reciept Lag -$32.4 -$4.8 -$1.5 -$.7
Cash Basis $216.6 $296.1 $317.5 $324.8
Total Revenue (Cash basis) $227.3 $312.7 $341.4 $357.3

Individual Market Forecast

This projection begins after the third open-enrollment period and takes into account the
following:

e The pace that new enrollees acquired coverage through Covered California during
2015 special enrollment.

e The rate at which enrolled individuals leave Covered California through termination
or by failing to renew coverage.

e The likelihood that an individual who selects a plan will pay their premium.
e The seasonal distribution of enroliment activity throughout the benefit year.
e The size of the California population eligible for subsidies.

e The impact of rising minimum wage on the subsidy eligible population.

e Potential medical cost trends reflected in premiums.
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For the next several years, open enrollment activities will continue to outpace special
enrollment activities and be the primary driver of enrollment growth. Enrollment growth
is projected through 2020 as indicated in Figure 3.

High, Medium and Low enroliment forecasts were modeled. High and Medium estimates
reflect different assumptions about the impact of a rising minimum wage on the subsidy
eligible population — moderate impact in the Medium projection and a robust impact in
the High alternative. The Low enrollment alternative reflects no additional growth due to
the increase in the minimum wage.

FIGURE 3
Individual Market Enrollment and Revenue Scenarios

ndividual Effectuated Enroliment-Medica Fiscal Year Revenue-Medica
(Smi )

Millions

Key Assumptions

The primary assumptions used for developing the budget are based on Covered
California’s forecasting of new and renewing enroliment, as discussed in the previous
section. Additional key assumptions follow.

Monthly Enrollment Rate during Special Enrollment

The 2015 special enrollment period outpaced the forecast primarily because of the
inclusion of a temporary qualifying life event in 2015 for individuals who were unaware
of the tax implications of remaining uninsured. This level of activity was not anticipated
in the 2015 enrolliment forecast and significantly affected the overall level of special
enrollment activity. During the entire 2015 special enrollment period (April-December),
plan selections averaged 40,200 per month, including strong enroliments in April
through June which reflects the use of the special qualifying event. This strong level of
activity was discounted from the 2016 assumption by using the monthly plan selection
average from July through November of 2015, which also omits the weak enrollment
months immediately preceding open enrollment. This discounted average of
approximately 32,700 is the base monthly enrollment assumption for 2016 and beyond.
This base assumption is then escalated by annual growth of the subsidy-eligible
population and by the estimated impact of the minimum wage increase as discussed
above.
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Effectuation Rate

Among the lessons learned from previous years is that 80 percent of new enrollees

during open enroliment will pay at least their first month’s premium. Likewise, during
special enrollment, on average 69 percent of enrollees will make their first payment.
These rates are comparable to those used in previous forecasts.

Disenrollment (Churn) and Tenure

Covered California now has better data on the extent to which consumers come and go
from its coverage — often called “churn.” Based on the PwC analysis of the first year
behavior of enrollees who started coverage from January 2014 through March 2015, the
average tenure of a Covered California enrollee is about 25 months. This means that
each year about 47 percent of those enrolled leave either during the year or at annual
renewal. Covered California’s surveys of these individuals have found that the biggest
reason for disenrolling is to switch to employer-based coverage. Other reasons for
disenrolling are transition to Medicare, Medi-Cal or other coverage. Thus, 85 percent of
those leaving Covered California gain some other form of health insurance and about
15 percent leave to be uninsured.

Based on the experience of 2015, which reflects the activity of the second year behavior
of the January 2014 to March 2015 enrollees as well as the activity of later enrollees,
the forecast assumes that on average 3 percent of enrollees will leave Covered
California each month and 21.5 percent of those enrolled at the end of the year will not
renew coverage.

Covered California’s churn reflects the movement of its enrollees through different forms
of health coverage. Based on the information above, Covered California has served
over 2.5 million Californians throughout its existence as a state based exchange. This
reflects the vital role that Covered California plays as a source of transitional insurance
coverage.

Subsidized and Unsubsidized Enrollments

The model uses the ratio of subsidy-eligible enrollees to enrollees not eligible for
subsidies based on 2015 enroliment, of which 90 percent were qualified for financial
assistance on average. The previous forecast assumed a subsidized rate of 85 percent.

Impact of Rising Minimum Wage

The High and Medium forecast alternatives assume that, in addition to enrollment gains
attributable to the small growth of the population eligible for subsidies, the recently
enacted increases to California’s minimum wage will result in additional enroliment of
individuals eligible for subsidies. The enrollment impacts assumed were derived from
estimates produced by PwC as part of its recently completed market analysis. The
Medium forecast assumes a moderate impact on enrollment with approximately one-
third of the potential newly eligible enrolling through Covered California. The High
forecast assumes a boost to enroliment essentially equal to the full impact estimated by
PwC.
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TABLE 3
Individual Market

Additional Enroliment Impact of Rising Minimum Wage

Alternative Average Annual Effectuated Enroliment
2016 2017 2018 2019 2020
High - 17,937 52,972 125,325 204,740
- 5,921 17,481 41,352 67,558
Baseline Enrollment 1,293,930 1,310,231 1,392,075 1,431,323 1,454,256

The Low Impact scenario assumes that due to affordability challenges and the constant
transition of enrollees between Covered California and Medi-Cal, a rising minimum
wage has a neutral impact on enroliment. Due to the formulas used to calculate
subsidies, as wages increase, the value of the subsidies decrease, which to some
extent diminishes its affordability benefits. The impacts of the transition between
subsidy eligibility and Medi-Cal eligibility may be more significant as persons who were
clearly eligible for either Medi-Cal or subsidies now border both programs due to their
income. These households or individuals are assumed to not enroll with Covered
California.

Aside from the enroliment aspects of the forecasts, the financial aspect incorporates a
limited number of important assumptions that determine the financial projections as a
result of the forecast enroliment. Each of the forecast alternatives are based on the shift
to a percent of premium revenue assessment in 2017. The revenue projected in 2017
through 2020 rely on a set of assumptions related to gross health insurance premium
growth and the associated revenue assessment rate.

Revenue and Change in Health Insurance Premiums

The revenue forecasts for each of the three alternatives reflect a shift to a percent of
premium assessment in 2017, with a rate of 4 percent. All models reflect the same trend
assumptions for gross health insurance premiums, which are projected to increase by 8
percent in 2017 and 5 percent each year through 2020. The projected increase in 2017
is driven by the assumed impact of the sunset of the Transitional Reinsurance Program
and the Risk Corridors Program — temporary federally sponsored high claimant risk
mitigation programs. The termination of these programs will put a one-time upward
pressure on health insurance gross premiums. After 2017, premiums are forecast to
increase at 5 percent each year, driven by annual cost increases (weighted average
basis) in Hospital Services (1 percent), Professional Medi-Cal Services (2 percent) and
Pharmaceuticals (2 percent).
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According to the Medium enrollment outlook, annual individual plan assessments are
projected to decrease as a percentage of premiums, as total premiums increase, in
upcoming years. On a budgetary basis, Covered California projects $249.0 million in
individual market revenues will be generated in FY 2016-17; $300.9 million in 2017-18;
$319 million in 2018-19; and $325.5 million in 2019-20.

Sensitivity Analysis

Covered California has modeled updated Low, Medium and High enroliment forecasts.
The High enroliment alternative estimates from $1 million to $25 million (0.4 percent to 8
percent) more annual revenue over the Medium alternative. The Low alternative
projects from $8 million to $45 million (3 percent to 14 percent) less revenue.

Table 4
Individual Market
Comparison of Low, Medium & High Enroliment and Revenue Projections

Alternative Average Annual Effectuated Enrollment Revenue ($millions)

Fiscal Year 2016-17 201718  2018-19  2019-20 2016-17 2017-18 2018-19 2019-20
Premium Assessment Rate 4.0% 4.0% 3.75%  3.50%
High 1,309,813 1,404,109 1,502,210 1,610,597  $245.2 $306.2 $332.2 $349.8
1,304,432 1,379,652 1442419 1498901 N $2490 $300.9 $319.0 $3255

Low 1,267,213 1,273,235 1,281,307 1,288,358  $236.1 $277.4 $2834 $279.8
Covered California currently projects its assessment to decrease to 3.5 percent by

2020, which equates to 2.3 percent across the entire individual market for the plans
contracted by Covered California.
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Forecast Uncertainties

As always, there are potential policy, programmatic, economic and regulatory
developments that could result in more or less enrollment or revenue than projected by
these forecasts. However, as noted by PwC in their market analysis, the economic and
regulatory uncertainties most likely to occur have positive impacts on Covered California
enrollment. Only major policy changes that would decrease the size of the subsidy and
who is eligible for it would have a negative impact on enrollment. The effect of such
changes would be substantial.

Projected enroliment growth is principally expected from general economic and
population growth and by the anticipated positive economic impacts of the increase in
California’s minimum wage. While the Medium forecast assumes only a share of the
enrollment growth from this development materializes, it is possible that even that will
not be realized. Assumptions in earlier forecasts about the transition of Medi-Cal
recipients to Covered California did not appear to happen as anticipated. The take up by
Covered California of those losing Medi-Cal coverage could be weaker than anticipated
as well.

The shift of Covered California fees to a percent-of-premium basis in 2017 make
anticipated premiums an important factor for revenue estimates. There is a limited
historical track record of health insurance premiums since the implementation of the
Affordable Care Act and the launch of Covered California. This is further complicated by
uncertain reaction to the impending termination of the Transitional Reinsurance
Program and the Risk Corridors Program noted above.

Supplemental Adult Dental Forecast

In 2016, Covered California added on a supplemental benefit, dental coverage for
adults. Pediatric dental coverage is defined by law as an “essential health benefit” and
has always been part of our offerings. As a supplemental benefit, the purchase by
consumers is voluntary and there are no federal subsidies to reduce the cost of those
premiums. The Individual Market - Dental forecast extends out to 2020. For the first
three months of 2016 about 12 percent of those who enrolled or renewed signed up for
dental coverage. The Dental forecast assumes the same ratio of enrollment through
2020. Dental revenue in 2016 is generated via a $.83 PMPM rate. In 2017, the revenue
assessment shifts to a percent of premium similar to that of the individual market
medical program. Premium growth for dental assumes the same rate of growth as the
medical program (see Revenue and Premium Growth section above). The revenue
projected in the Dental forecast reflects premium growth and an assessment rate, 4
percent of gross premiums, equal to the individual medical forecast. The Medium Dental
forecast projects $900,000 in dental assessment revenues will be generated in FY
2016-17; $1.1 million in 2017-18, $1.1 million in 2018-19; and $1.1 million in 2019-20.
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Covered California for Small Business Forecast

The enrollment outlook of Covered California for Small Business (CCSB) (previously
identified as the Small Business Health Options Program or SHOP), builds on the
operational improvements and the continuing migration of the small business market to
products that meet requirements of the Affordable Care Act. Operational improvements
include enrollment system functionality now performing at market standard and
improved agent support. Both of which have received positive market response.
Additionally, as of January 2016, the definition of the small business market expanded
from one to 50 eligible employees to a new ceiling of 100. This change requires groups
in the 51-100 segment to ensure coverage offered effective January 2016 or after is
ACA compliant. As the beginning of 2016 approached, the 51-100 market saw early
renewal activity in which groups who were due to renew coverage in January 2016
choose instead to renew in late 2015 to maintain their current plans. This was similar to
the migration pattern seen in 2013 as the January 2014 compliance for the under 50
segment approached.

While start up challenges in 2014 hampered initial sales and retention, service
improvements are beginning to be reflected in expanded enroliment in CCSB. Broker
engagement, which is the channel responsible for the vast majority of small business
enrollment across the market, is growing.

Overall, CCSB enrollment is expected to rise through 2020 due to the positive impact of
the following factors:

e The market is recognizing the value of exchange products. This includes parity in
market pricing, employers offering employees an array of choice, employer ability to
budget premium contributions, and single billing administration. This is leading to
exchanges being more attractive to the market than seen in years past.

e Expected improvements to the CCSB offering portfolio, both in terms of carriers and
plans offered.

e CCSB offers tax credits for up to 50 percent of eligible employer’s contribution to
health coverage for two consecutive taxable years.

e The continuing migration of employers in the 51-100 market to ACA compliant plans.

e Covered California having addressed a majority of the initial launch challenges and
developing additional operational capabilities to further improve both the employer
and agent experience.

In parallel with the individual enrollment projections in Figure 4 below, Low, Medium and
High enrollment estimates have been developed based on different assumptions for
new sales growth, renewal and non-renewal rates. The updated forecast builds off of
the actual experience of the past two years. This includes market shift caused by early
renewals to a significant amount of December renewals as well as January renewals,
and the new to coverage groups coming to exchanges year around.
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FIGURE 4
CCSB Enrollment and Revenue Scenarios
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Key Assumptions

New Member sales growth

The Medium new member enroliment estimates assumes an average of 15 percent
year-over-year new sales from 2016 through 2020. With effective group migration, this
will be above average in 2016-17 and lessen a bit each year moving forward. With this
model, 27,000 new policies are forecasted in FY 2016-17.

New Member sales increase factor

Key factors affecting new sales growth estimates include a continuation of currently
seen sales and operational improvements, which drive moderate adoption from brokers
and employers. Also, product offering improvements in PPO beginning in 2017-2018,
and additional portfolio offerings further out.

Renewal/non-renewal rate

With improved operations, CCSB further expects overall enroliment to be positively
impacted with improved group persistency. After significant non-renewal rate in the first
year, CCSB has already seen renewal rates increase to 88 percent with current trend
showing an approach to a percentage in the 90s across this forecast.

Premium inflation rate

The medical premium inflation rate is similar to the rates projected for the Individual
exchange — 8 percent for 2017 over 2016 and 5 percent annual increases thereafter
through 2020.

Covered California Fiscal Year 2016-17 Budget | July 1, 2016 20



CCSB Sensitivity Analysis

The High enrollment alternative estimates $730,000 more annual revenue over the
Medium alternative for FY 2016-17. Alternately, the Low alternative estimates $1.5
million less revenue.

Table 5
Covered California For Small Business

Alternative Total New Sales Average Annual Enroliment Revenue ($millions)

Fiscal Year =~ 2016-17 2017-18 2018-19 2019-20 2016-17 2017-18 2018-19 2019-20  2016-17 2017-18 2018-19  2019-20
High 30,590 37,954 43,648 49,000 43,127 71,031 104,286 142,749 $10.5 $18.2 $28.0 $40.0
40,332 61,082 85349 112,455 $9.8 $15.6 $22.7 $31.3
Low 20,034 20,547 21,575 22,087 34,741 45,031 55476 67,832 $8.3 $11.3 $14.6 $18.7

CCSB Revenue as percent of medical premium rate

Starting in 2017, the Covered California assessment is calculated as a percent of gross
medical premium. The rate for 2017 is 5.2 percent of premiums, which is equivalent to
the $18.60 per member per month fee currently assessed. This assessment does not
include the additional amount, which is collected and paid to agents for their
commission-based enrollment activities.
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VI. Multi-Year Forecast

Since its inception, Covered California has recognized that the budget planning process
involves consideration of several key variables over a multi-year period, including
revenue, expenditures and reserves. As such, the FY 2016-17 budget is one
component of a multi-year plan that will ensure that Covered California has a strong
fiscal foundation for the foreseeable future. Covered California anticipates that it will
spend its remaining federal establishment funds by the end of FY 2015-16 and that it
will begin FY 2016-17, its first fiscal year relying solely on plan assessment revenues,
with an operating reserve of approximately $278 million. Consistent with its guiding
financial principles, the reserve amount is based on maintaining a level that is sufficient
to assure an adequate balance to address uncertainties and to allow for timing lags
needed to adjust revenue and expenditures. Adjustments in the plan assessment, for
example, take nine to 18 months to have an impact on plan assessment revenue. For
these reasons, it is necessary to develop the budget within the framework of a multi-
year plan.

Although 