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To the Board of Directors 
California Health Benefit Exchange 
Sacramento, California 
 
Opinions 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective 
financial position of Covered California, as of June 30, 2018, and the respective changes in financial position and, 
where applicable, cash flows thereof for the year then ended in accordance with accounting principles generally 
accepted in the United States of America. 
 
Change in Accounting Principle 
 
As discussed in Note 5(b) to the financial statements, in 2018 Covered California adopted new accounting guidance, 
GASBS No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions. Our 
opinion is not modified with respect to this matter. 
 
Other Matters 
 
Required Supplementary Information 
 
Accounting principles generally accepted in the United States of America require that the management’s discussion 
and analysis, the schedule of proportionate share of the Net Pension Liability, the schedule of plan contributions, 
and the schedule of proportionate share of the net OPEB liability be presented to supplement the basic financial 
statements. Such information, although not a part of the basic financial statements, is required by the Governmental 
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the basic 
financial statements in an appropriate operational, economic, or historical context. We have applied certain limited 
procedures to the required supplementary information in accordance with auditing standards generally accepted in 
the United States of America, which consisted of inquiries of management about the methods of preparing the 
information and comparing the information for consistency with management’s responses to our inquiries, the basic 
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We do not 
express an opinion or provide any assurance on the information because the limited procedures do not provide us 
with sufficient evidence to express an opinion or provide any assurance. 
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated March 27, 2019 on our 
consideration of Covered California’s internal control over financial reporting and on our tests of its compliance 
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that 
report is solely to describe the scope of our testing of internal control over financial reporting and compliance and 
the results of that testing, and not to provide an opinion on the effectiveness of Covered California’s internal control 
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering Covered California’s internal control over financial reporting and 
compliance. 
 

 
Sacramento, California 
March 27, 2019 
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Accounting and Financial 
Reporting for Postemployment Benefits Other Than Pensions

Accounting and Financial 
Reporting by Employers for Postemployment Benefits Other Than Pensions

Accounting and Financial Reporting for Pensions

Accounting 
and Financial Reporting for Postemployment Benefits Other Than Pensions.
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Management’s Discussion and Analysis (Unaudited) 

June 30, 2018 

   (Continued) 

 

Condensed Summary of Changes in Net Position 

A summary of Covered California’s change in net position is presented below: 

June 30, 2018 June 30, 2017

Operating revenues $ 334,843,602 263,241,195
Operating expenses 335,782,995 326,299,656

Operating loss (939,393) (63,058,461)

Nonoperating revenue 4,792,679 2,656,654

Changes in net position 3,853,286 (60,401,807)

Total net position - beginning of year 380,540,135 440,941,942
Cumulative effect of accounting change (289,688,082)          -                    

Total net position - end of year $ 94,705,339 380,540,135

The requirements of GASB 75 were effective for financial statements for fiscal years beginning after June 15, 2017.  At the time 
provisions of GASB 75 were adopted, Covered California was not able to determine the amounts of all deferred inflows of resources 
and outflows of resources related to Other Postemployment Benefits Other Than Pensions (OPEB), so it was not practical to restate 
prior period financial statements. 

Fiscal Year 2017-18 

Financial Highlights  

Covered California ended fiscal year 2017-18 in a strong financial position. Revenues were $334.8 million, which 
is an increase of 27.2 percent from last fiscal year actual of $263.2 million. Increased enrollment and a change of 
plan assessment methodology were among the top factors. This significantly improved Changes in Net Position 
(Net Income) of a positive $3.8 million in FY 2017-18 from a negative $60.4 million in FY 2016-17.   

Total net position decreased to $94.7 million for fiscal year ended 2017-18. This was due to a required end of year 
retroactive change in accounting procedures for OPEB. OPEB represents health and dental benefits for active and 
retired employees.  The amount recorded is the current year’s actuarial value of those benefits as allocated to the 
California Health Trust Fund by the State Controller’s Office. OPEB liabilities are now fully included in the 
financial statements and a net $289.7 million adjustment was made. This is a point-in-time liability posting and is 
expected to decrease over time by pre-funding OPEB.   
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Individual Market  

 

Covered California for Small Business 

Individual Market Revenue (earned basis) 
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Covered California for Small Business Revenue 
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Base Enrollment Estimate  
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Prudent Reserve Position 
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CALIFORNIA HEALTH BENEFIT EXCHANGE

(COVERED CALIFORNIA)

Statement of Net Position

June 30, 2018 

Assets and Deferred Outflows 2018

Current assets:
Cash and cash equivalents $ 386,326,313
Receivables:

Enrollment fees (net of allowance for cancelled enrollments) 39,874,364
Other receivables 1,630,291

Total receivables 41,504,654

Other current assets 5,182,998

Total current assets 433,013,966
Noncurrent assets:

Capital assets, net 173,415,538

Total assets 606,429,504
Deferred Outflows of Resources:

Deferred Outflows of Resources - Pension 61,592,825
Deferred Outflows of Resources - OPEB 12,000

Total Deferred Outflows of Resources 61,604,825

Total assets and deferred outflows of resources 668,034,329

Liabilities and Deferred Inflows
Current liabilities:

Accounts payable 27,760,309
Accrued liabilities 289,932
Deferred revenue 3,691,542
Compensated absences 4,643,992

Total current liabilities 36,385,775

Noncurrent liabilities:
Compensated absences 2,948,222
Other liabilities 512,053
Interfund Loan Payable 17,337,000
Other postemployment benefits 308,148,000
Net pension liability 176,047,944

Total noncurrent liabilities 504,993,219

Total liabilities 541,378,994

Deferred Inflows of Resources:
Deferred Inflows of Resources - Pension 1,642,996
Deferred Inflows of Resources - OPEB 30,307,000

Total Deferred Inflows of Resources 31,949,996

Total liabilities and deferred inflows of resources 573,328,990

Net Position
Net investment in capital assets 173,415,538
Unrestricted (78,710,199)

Total net position $ 94,705,339

See accompanying notes to financial statements.
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CALIFORNIA HEALTH BENEFIT EXCHANGE

(COVERED CALIFORNIA)

Statement of Revenues, Expenses, and Changes in Net Position

Year ended June 30, 2018

Operating revenues: 2018

Enrollment fees-individual $ 324,035,211        
Enrollment fees-CCSB 10,808,392          

Total operating revenues 334,843,602        

Operating expenses:

Salaries, wages, benefits 123,167,613        
Operating expenses and equipment 26,760,965          
Professional services 120,154,224        
Enrollment assistance fees 15,831,002          
Facilities operations 7,163,448            
Communications 317,879               
Depreciation expense 42,387,865          

Total operating expenses 335,782,995        

Operating loss (939,393)              

Nonoperating revenues:
Interest income 4,602,031            
Other income 190,648               

Total nonoperating revenues 4,792,679            

Change in net position 3,853,286            
Total net position – beginning of year, as previously stated 380,540,135        
Cumulative effect of accounting change (289,688,082)       
Total net position - beginning of year, as restated 90,852,053          
Total net position – end of year $ 94,705,339          

See accompanying notes to financial statements.
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CALIFORNIA HEALTH BENEFIT EXCHANGE

(COVERED CALIFORNIA)

Statement of Cash Flows

Year ended June 30, 2018

2018

Cash flows from operating activities:
Receipts from enrollment fees $ 325,408,896
Payments to employees and for employee benefits (101,106,704)
Payments to suppliers (185,726,350)

Net cash used in operating activities 38,575,842
Cash flows from noncapital financing activities:

State - reimbursements 213,086

Net cash provided by noncapital financing activities 213,086

Cash flows from capital and related financing activities:
Acquisition of capital assets (14,542,284)

Net cash provided by capital and related financing 
activities (14,542,284)

Cash flows from investing activities:
Interest income 4,125,346

Net increase in cash and cash equivalents 28,371,990
Cash and cash equivalents – beginning of year 357,954,323
Cash and cash equivalents – end of year   386,326,313

Reconciliation of operating loss to net cash used in operating activities:
Operating loss (939,393)
Adjustments to reconcile operating loss to net cash used by

operating activities:
Depreciation 42,387,865
Changes in assets and liabilities:

Increase in accounts receivable (9,434,706)
Increase in other assets (4,093,561)
Decrease in pension obligations 4,868,365
Decrease in accounts payable (11,405,271)
Decrease in accrued liabilities (262,247,230)
Increase in compensated absences 742,421
Increase in other postemployment benefits 278,656,082
Increase in other liabilities 41,270

Net cash used in operating activities 38,575,842

Supplemental disclosure of non-cash activities:
Capital asset purchases included in accounts payable $ 5,675,202

See accompanying notes to financial statements.
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(a) Organization 

(b) Basis of Presentation 

(c) Revenue Recognition 

(d) Cash and Cash Equivalents 
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(e) Receivables 

(f) Capital Assets 

Accounting and Reporting for Intangible Assets

(g) Accounts Payable  

(h) Compensated Absences Payable 

(i) Use of Estimates 

(j) Pensions 

Accounting and Financial Reporting for 
Pensions Pension Transition for Contributions Made Subsequent to the 
Measurement Date
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(k) Deferred Outflows of Resources and Deferred Inflows of Resources 

(l) Other Postemployment Benefits (OPEB) 

Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions

Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than 
Pensions
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(a) Retirement Plan 
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(b) Other Postemployment Benefits 

Accounting and Financial Reporting for 
Postemployment Benefits Other Than Pensions
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Notes to Financial Statements 

June 30, 2018 

  (Continued) 

    Mortality rate The probabilities of mortality are based on the 2014 CalPERS 
Experience Study for the period from 1997 to 2011.  
Pre-retirement and post-retirement mortality rates include  
20 years of projected mortality improvement using Scale BB 
published by the Society of Actuaries 

    Pre-retirement turnover The post-retirement turnover information was derived from data 
collected during 1997 to 2011 CalPERS Experience Study dated 
January 2014.  The Experience Study Report may be accessed on 
the CalPERS website www.calpers.ca.gov under Forms and 
Publications.  

    Healthcare trend rate The 2018 trend rates are based on actual premium increases from 
calendar 2017 and 2018. The PPO per capita claim costs is 
assumed to be 5.0% for Pre-Medicare costs and 6.0% for  
Post-Medicare costs.  For 2019 and beyond an initial trend rate 
of 8.0% for Pre-Medicare costs decreasing over the next seven 
years until the ultimate rate of 4.5% is reached.  For  
Post-Medicare costs, the trend rate is 8.5%, decreasing to 4.5% 
over the next eight years.  

    Retirement Age: The probabilities of retirement are based on the 2014 CalPERS 
Experience Study for the period from 1997 to 2011. 

The long-term expected rate of return on OPEB plan investments was determined using a building-
block method in which expected future real rates of return (expected returns, net of OPEB plan 
investment expenses and inflation) are delveloped for each major asset class. These ranges are 
combined to produce the long-term expected rate of return by weighting the expected future real rates 
of return by the target asset allocation percentage and by adding expected inflation. The target 
allocation and best estimates of arithmetic real rates of return for each major asset class are summarized 
in the following table:  

Current Target 
Allocation

Long-term 
expected real 
rate of return

59.00% 5.00%
25.00% 5.00%
5.00% 3.00%
8.00% 5.00%
3.00% 3.00%
0.00% 2.00%

Total 100.00%
Cash

Fixed Income
Global Equity
Asset Class

Treasury Inflation-Protected Securities (TIPS)
Real Estate Investment Trusts (REITs)
Commodities
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Notes to Financial Statements 

June 30, 2018 

  (Continued) 

 

Discount Rate  

The discount rate used to measure the total OPEB liability was 7.28 percent.  The projection of cash 
flows used to determine the discount rate assumed that Agency contributions will be made at rates 
equal to the actuarilly determined contribution rates.  Based on those assumptions, the OPEB plan’s 
fiduciary net position was projected to be available to make all projected OPEB payments for current 
active and inactive employees and beneficiaries.  Therefore, the long-term expected rate of return on 
OPEB plan investments was applied to all periods of projected benefit payments to determine the total 
OPEB liability.   

Changes in the OPEB Liability   

The changes in the net OPEB liability are as follows: 

Total OPEB 
Liability

Plan Fiduciary Net 
Position

Net OPEB 
Liability (Asset)

Balance at June 30, 2016 322,896,000$            -$                               322,896,000$          
Change in the year:

Service cost                  13,400,000                                 -   13,400,000              
 Interest on total OPEB liability 11,022,000                                                -   11,022,000              

Employer contributions                                -   7,063,000                  (7,063,000)               
Changes of assumptions (32,107,000)               -                             (32,107,000)             
Benefit payments (7,060,000)                 (7,060,000)                 -                               

(14,745,000)            3,000                        (14,748,000)          
308,151,000$         3,000$                      308,148,000$       

Increase (Decrease)

Net changes 
Balance at June 30, 2017

 

The above Net OPEB liability of $322,896,000 as of June 30, 2016 measurement date is the restated 
amount per the implementation of GASB Statement No. 75.  Under GASB Statement No. 45, the 
reported amount of Net OPEB liability as of June 30, 2016 measurement date was $29,491,918.   

Sensitivity of the Net OPEB Liability to Changes in the Discount Rate 

The following presents the net OPEB liability of Covered California as of June 30, 2017, calculated 
using the discount rate of 7.28 percent, as well as what the net OPEB liability would be if it were 
calculated using a discount rate that is 1 percentage-point lower (6.28 percent) or 1 percentage-point 
higher (8.28 percent) than the current rate: 

                      

Discount Rate -1%
(6.28%)

Current Discount Rate
(7.28%)

Discount Rate + 1%
(8.28%)

$363,235,614 $308,148,000 $264,196,494  
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Notes to Financial Statements 

June 30, 2018 

  (Continued) 

Sensitivity of the Net OPEB Liability to Changes in the Health Care Trend Rates 

The following presents the net OPEB liability of Covered California as of June 30, 2017, calculated 
using health care cost rates that are 1 percentage-point lower or 1 percentage-point higher than the 
current rate: 

                         

Health Cost Trend 
Rate -1%

Current Health Cost 
Trend Rate  

Health Cost Trend 
Rate + 1% 

$260,939,102 $308,148,000 $368,637,751  

OPEB Plan Fiduciary Net Position   

CalPERS issues a separate comprehensive annual financial report that includes financial statements 
and required supplementary information. CalPERS’ annual financial report may be obtained by writing 
to the California Public Employees’ Retirement System, Fiscal Services Division, P.O. Box 942703, 
Sacramento, California 94229 or by visiting the CalPERS web site at www.CalPERS.ca.gov. 

OPEB Expense and Deferred Outflows and Deferred Inflows of Resources Related to OPEB 

The State Controller’s Office (SCO) used a calculated percentage based on Covered California’s share 
of the pensionable compensation to the State’s total pensionable compensation amounts for each 
bargaining unit or valuation group, to provide Covered California’s net OPEB liability and related 
GASB 75 accounting elements.  

For the measurement period, June 30, 2017 (the measurement date), Covered California incurred a 
non-cash OPEB expense of $19,263,000. 

As of the measurement date of June 30, 2017, Covered California had deferred outflows and deferred 
inflows of resources related to pensions as follows: 

 

Deferred Outflows of 
Resources

Deferred Inflows of 
Resources

OPEB Contributions Subsequent to Measurement Date 12,000$                        -$                               
Change of Assumptions -                                   (27,460,000)               
Difference Between Expected and Actual Contributions -                                   (2,847,000)                 
Total 12,000$                      (30,307,000)$          
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

 Required Supplementary Information   

June 30, 2018 

   

 

SCHEDULE OF PLAN CONTRIBUTIONS - PENSION 

 

2015 2016 2017 2018

Actuarially Determined Contribution 11,090,990$  14,066,553$  14,920,905$  35,345,764$  
Contribution in Relation to the Actuarially Determined Contribution (11,090,990)  (14,066,553)  (14,920,905)  (35,345,764)  
Contribution Deficiency (Excess) -$                  -$                  -$                  -$                  

Covered Payroll 22,506,125$  45,608,536$  55,957,084$  55,854,234$  

Contributions as a Percentage of Covered-Employee Payroll 49.28% 30.84% 26.66% 63.28%

(1) Data is being accumulated annually to present 10 years of the reported information.

Notes to Schedule:

Valuation Date: June 30, 2015

Methods and  assumptions used to determine contribution rates:
Actuarial cost method Entry age normal cost method
Amortization method/period Level percentage of payroll, closed
Assets valuation method Market Value
Inflation 2.75%
Salary Increases
Payroll Growth
Investment rate of return

Retirement age

Mortality

3.30% to 14.20%
3.00%
7.50% net of pension investment and administrative 
expenses, including inflation.

The probabilities of retirement are based on the 2014
CalPERS Experience Study for the period from 1997 to
2011.

The probabilities of mortality are based on the 2014
CalPERS Experience Study for the period from 1997 to
2011. Pre-retirement and post-retirement mortality rates
include 20 years of projected mortality improvement using
Scale BB published by the Society of Actuaries.
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