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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Management’s Discussion and Analysis (Unaudited)  

  June 30, 2020 and 2019 

  (Continued) 

Budgetary Legal Basis Compared to U.S. GAAP Basis 
 
Covered California maintains its accounting system and board-approved operating budget on a Budgetary Legal 
Basis. The Budgetary Legal Basis uses the current resources focus and a modified accrual basis of accounting. The 
GAAP based financial statements uses an economic resources focus and an accrual basis of accounting. These two 
methods differ relative to financial reporting. Covered California’s change in net position on a Budgetary Legal 
Basis for fiscal year 2019-20 was an increase of $10.9 million. The change in net position under GAAP for fiscal 
year 2019-20 was a decrease of $21.4 million. The table below reconciles these differences.   
 
  

In Millions
Budgetary legal change in net position $ 10.9

Pension expense (15.8)
Other postemployment benefits expense 8.5
Capital assset purchases 20.9
Depreciation expense (33.0)
Other GAAP adjustments, net (12.9)

GAAP change in net position $ (21.4)

Covered California
Reconciliation of 2019-2020 Change in Net Position

 
 
Currently Known Facts, Decisions or Conditions 
 
Covered California increased its marketing budget by $30 million and service center budget by $13 million in 
fiscal year 2020-21 to help inform customers about their healthcare options in response to the COVID-19 
pandemic. Covered California also continues to build on the Affordable Care Act by making significant 
investments in marketing and outreach in order to promote stable enrollment, foster a healthy risk mix and lower 
premiums.   
 
During the open-enrollment period of the 2020 plan year, Covered California’s marketing and outreach efforts 
resulted in an estimated 2.7 billion impressions, meaning every California adult saw or heard the exchange’s 
messaging an average of 89 times.  
 
Covered California lowered the user fee rate from 3.5 percent to 3.25 percent in January 2021. This equates to 
approximately a seven percent decrease in revenue, all other factors remaining constant.  
 
Covered California adopted a 2020-21 budget of $440.1 million in expenses and a planned $22.5 million budgeted 
shortfall in an effort to respond to the needs of the COVID-19 crisis. The budget shortfall was funded out of the 
reserves for fiscal year 2020-21. 
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Assets and Deferred Outflows 2020 2019

Current assets:
Cash and cash equivalents $ 490,081,853 $ 467,067,920
Receivables:

Enrollment fees (net of allowance for cancelled enrollments) 46,755,530 42,526,467
Other receivables 4,952,289 2,493,571

Total receivables 51,707,819 45,020,038

Other current assets 2,331,466 3,192,832

Total current assets 544,121,138 515,280,790
Noncurrent assets:

Depreciable capital assets 394,626,657 373,734,498
Less accumulated depreciation (249,470,256) (216,519,769)

Capital assets, net 145,156,401 157,214,729

Total assets 689,277,539 672,495,519

Deferred Outflows of Resources  
Deferred outflows of resources - pension 41,570,128 38,614,208
Deferred outflows of resources - OPEB 22,756,000 10,458,000

Total deferred outflows of resources 64,326,128 49,072,208

Total assets and deferred outflows of resources $ 753,603,667 $ 721,567,727

Liabilities and Deferred Inflows
Current liabilities:

Accounts payable $ 59,252,063 $ 42,154,203
Accrued liabilities 404,547 345,630
Deferred revenue 19,853,051 12,104,657
Interfund loan payable 2,991,689 1,024,951
Compensated absences 7,518,477 5,242,056

Total current liabilities 90,019,827 60,871,497

Noncurrent liabilities:
Compensated absences 4,754,235 3,301,665
Other liabilities 3,753,163 490,238
Interfund loan payable 13,320,360 16,312,049
Net other postemployment benefits 338,695,000 326,760,000
Net pension liability 182,041,545 162,432,133

Total noncurrent liabilities 542,564,304 509,296,085

Total liabilities 632,584,131 570,167,582

Deferred Inflows of Resources  
Deferred inflows of resources - pension 5,698,101 6,517,145
Deferred inflows of resources - OPEB 54,603,000 62,747,000

Total deferred inflows of resources 60,301,101 69,264,145

Total liabilities and deferred inflows of resources $ 692,885,232 $ 639,431,727

Net Position
Net investment in capital assets $ 145,156,401 $ 157,214,729
Unrestricted (deficit) (84,437,966) (75,078,729)

Total net position $ 60,718,435 $ 82,136,000

See accompanying notes to financial statements.

CALIFORNIA HEALTH BENEFIT EXCHANGE
(COVERED CALIFORNIA)

Statements of Net Position

June 30, 2020 and 2019
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Operating revenues: 2020 2019

Enrollment fees-individual $ 350,638,441        $ 356,693,687
Enrollment fees-CCSB 15,684,816          14,734,380

Total operating revenues 366,323,257        371,428,067    

Operating expenses:

Salaries, wages, benefits 138,644,031        167,465,583
Operating expenses and equipment 34,559,402          33,210,374
Professional services 157,262,613        129,271,239
Enrollment assistance fees 22,870,767          19,929,841
Facilities operations 8,406,704            7,266,544
Communications 244,519               345,732
Depreciation expense 33,002,043          34,153,042

Total operating expenses 394,990,078        391,642,355    

Operating loss (28,666,821)         (20,214,288)     

Nonoperating revenues:
Interest income 7,293,983            7,791,406
Other expenses (44,727)                (146,457)

Total nonoperating revenues and expenses 7,249,256            7,644,949        

Change in net position (21,417,565)         (12,569,339)

Total net position - beginning of year 82,136,000          94,705,339

Total net position – end of year $ 60,718,435          $ 82,136,000      

See accompanying notes to financial statements.

CALIFORNIA HEALTH BENEFIT EXCHANGE

(COVERED CALIFORNIA)

Statements of Revenues, Expenses, and Changes in Net Position

Years ended June 30, 2020 and 2019
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2020 2019

Cash flows from operating activities:
Receipts from enrollment fees $ 367,383,870 $ 377,164,955
Payments to employees and for employee benefits  (128,553,624) (111,615,422)
Payments to suppliers (208,068,405) (180,053,960)

Net cash provided by operating activities 30,761,840 85,495,573

Cash flows from noncapital financing activities:

Other expenses (44,727) (146,457)

Net cash used in noncapital financing activities (44,727) (146,457)

Cash flows from capital and related financing activities:

Acquisition of capital assets (14,997,163) (11,559,758)

Net cash used in capital and related financing 

activities (14,997,163) (11,559,758)

Cash flows from investing activities:
Interest income 7,293,983 6,952,249

Net cash provided by investing activities 7,293,983 6,952,249

Net increase in cash and cash equivalents 23,013,933 80,741,607
Cash and cash equivalents – beginning of year 467,067,920 386,326,313

Cash and cash equivalents – end of year $ 490,081,853 $ 467,067,920

Reconciliation of operating loss to net cash provided by operating activities:

Operating loss $ (28,666,821) $ (20,214,288)
Adjustments to reconcile operating loss to net cash provided by

operating activities:

Depreciation 33,002,043 34,153,042
Changes in assets and liabilities:

(Increase) decrease in accounts receivable (6,687,781) (2,676,227)
(Increase) decrease in other assets 861,366 1,990,166
Changes in pension obligations 15,834,449 14,236,956
Changes in OPEB obligations (8,507,000) 40,606,000
Increase (decrease) in accounts payable 11,151,308 8,001,419
Increase (decrease) in accrued liabilities 58,917 55,698
Increase (decrease) in unearned revenue 7,748,394 8,413,115
Increase (decrease) in interfund loan payable (1,024,951) -                     
Increase (decrease) in compensated absences 3,728,992 951,507
Increase (decrease) in other liabilities 3,262,925 (21,815)

Net cash provided by operating activities $ 30,761,840 $ 85,495,573

Supplemental disclosure of non-cash activities:

Capital asset purchases included in accounts payable $ 5,946,552 $ 6,392,475

See accompanying notes to financial statements.

CALIFORNIA HEALTH BENEFIT EXCHANGE

(COVERED CALIFORNIA)

Statements of Cash Flows

Years ended June 30, 2020 and 2019
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(a) Organization 

(b) Basis of Presentation 

(c) Revenue Recognition 
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(d) Cash and Cash Equivalents 

 
(e) Receivables 

(f) Capital Assets 

Accounting and Reporting for Intangible Assets

(g) Accounts Payable  

(h) Compensated Absences Payable 
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(i) Use of Estimates 

(j) Pensions 

Accounting and Financial Reporting for 
Pensions Pension Transition for Contributions Made Subsequent to the 
Measurement Date

(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, 2020 and 2019 

 

 

  (Continued) 

The following presents the net OPEB liability of Covered California as of June 30, 2018, calculated 
using the discount rate of 7.00 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 (6.00 percent) or 1 percentage-point 
higher (8.00 percent) than the current rate: 
 

Discount Rate -1%
(6.00%)

Current Dicount Rate     
(7.00)%

Discount Rate + 1%
(8.00%)

$385,448,804 $326,760,000 $279,930,535  
 

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, 2019, 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% 

$287,123,527 $338,695,000 $404,813,187
 

 
The following presents the net OPEB liability of Covered California as of June 30, 2018, 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% 

$285,029,840 $326,760,000 $380,216,620  
 

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. 
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Required Supplementary Information 

June 30, 2020 and June 30, 2019 

 

  (Continued) 

 
SCHEDULE OF COVERED CALIFORNIA’S PROPORTIONATE SHARE OF THE NET PENSION LIABILITY 

 
2015 2016 2017 2018 2019 2020

Covered California's Proportion of the Net Pension Liability 0.224583% 0.428616% 0.500055% 0.481857% 0.517062% 0.541209%

53,473,665$        121,049,500$      165,589,315$      176,047,944$      162,432,133$      182,041,545$      
Covered California's Covered Payroll 22,502,642$        45,608,536$        55,957,084$        55,854,234$        63,362,515$        69,890,529$        

237.63% 265.41% 295.92% 315.19% 256.35% 260.47%

74.17% 70.68% 66.81% 66.42% 71.83% 71.34%

(1) Amounts presented were determined as of June 30th of the prior fiscal year.
(2) Data is being accumulated annually to present 10 years of the reported information.

Notes to Schedule

Plan Fiduciary Net Position as a Percentage of the Total 
Pension Liability

Covered California's Proportionate Share of the Net 
Pension Liability as a Percentage of its Covered Payroll

Covered California's Proportionate Share of the Net 
Pension Liability

Benefit Changes: The figures above do not included any liability impact from plan changes which occurred after June 30, 2018. This applied to voluntary benefit changes as well as any offer
of Two Years Additional Service Credit (a.k.a Golden Handshakes).

Changes of Assumptions: In 2019 there were no changes. In 2018 demographic assumptions and inflation rates were changed in accordance with the CalPERS Experience Study and Review
of Actuarial Assumptions December 2017. There were no changes in the discount rate. In 2017 the discount rate was reduced from 7.65 percent to 7.15 percent. In 2016, there were no
changes. In 2015, amounts reported reflect an adjustment of the discount rate from 7.5 percent (net of administrative expense) to 7.75 percent (without a reduction for pension plan
administrative expense). In 2014 amounts reported were based on the 7.75 percent discount rate.
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CALIFORNIA HEALTH BENEFIT EXCHANGE 
(COVERED CALIFORNIA) 

Required Supplementary Information  

June 30, 2020 and 2019 

 

  (Continued) 

 
SCHEDULE OF PLAN CONTRIBUTIONS PENSION

2015 2016 2017 2018 2019 2020

Actuarially Determined Contribution 11,090,990$       14,066,553$       14,920,905$       35,345,764$       20,541,282$       24,348,721$       
Contribution in Relation to the 

Actuarially Determined Contribution (11,090,990)        (14,066,553)        (14,920,905)        (35,345,764)        (20,541,282)        (24,348,721)        
Contribution Deficiency (Excess) -$                      -$                      -$                      -$                      -$                      -$                      

Covered Payroll 22,506,125$       45,608,536$       55,957,084$       55,854,234$       63,362,515$       69,890,529$       

Contributions as a Percentage

 of Covered-Employee Payroll 49.28% 30.84% 26.66% 63.28% 32.42% 34.84%

Notes to Schedule:
Valuation Date: June 20, 2012 June 30, 2013 June 30, 2014 June 30, 2015 June 30, 2016 June 30, 2017

Methods and assumptions used to determine contribution rates:
Actuarial cost method Entry age normal
Amortization method/period Level percent of payroll
Asset valuation method Market value of assets
Inflation 2.63%
Payroll growth 2.88%
Investment rate of return (net of pension 
investment and administrative expenses; 
includes inflation) 7.25%

Retirement age

Mortality The probabilities of mortality are based on the 2017 CalPERS Experience Study for the
period 1997-2015. Pre-retirement and post-retirement mortality rates include 15 years
of projected mortality improvement using 90% of Scale MP-2016 published by the
Society of Actuaries.

The probabilities of retirement are based on the 2017 CalPERS Experience Study for
the period 1997-2015.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

 
To the Board of Directors 
California Health Benefit Exchange 
Sacramento, California  
 
We have audited, in accordance with the auditing standards generally accepted in the United States of America and 
the standards applicable to financial audits contained in Government Auditing Standards issued by the 
Comptroller General of the United States, the financial statements of the California Health Benefit Exchange  
(Covered California) as of and for the year ended June 30, 2020, and the related notes to the financial statements, 
which collectively comprise Covered California’s basic financial statements, and have issued our report thereon dated  
April 22, 2021 
 
Internal Control over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered Covered California’s internal control 
over financial reporting (internal control) as a basis for designing audit procedures that are appropriate in the 
circumstances for the purpose of expressing our opinions on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of Covered California’s internal control. Accordingly, we do not express 
an opinion on the effectiveness of Covered California’s internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal 
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will 
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a combination 
of deficiencies, in internal control that is less severe than a material weakness, yet important enough to merit attention 
by those charged with governance. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this section and 
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant 
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified. Given 
these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be 
material weaknesses. We did identify the following deficiencies in internal control, described in the accompanying 
schedule of findings and questioned costs, that we consider to be significant deficiencies: 2020-001; 2020-002. 

 



 
To the Board of Directors 
California Health Benefit Exchange 
Sacramento, California  
 

 

Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether Covered California’s financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, 
and grant agreements, noncompliance with which could have a direct and material effect on financial statements. 
However, providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or 
other matters that are required to be reported under Government Auditing Standards. 
 
Agency’s Response to Findings 
 
The Agency’s response to the findings identified in our audit was not subjected to the auditing procedures applied in 
the audit of the financial statements and, accordingly, we express no opinion on it. 
 
Purpose of this Report 
 
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the 
results of that testing, and not to provide an opinion on the effectiveness of the Covered California’s internal control 
or on compliance. This report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the Covered California’s internal control and compliance. Accordingly, this 
communication is not suitable for any other purpose. 
 

 
Sacramento, California 
April 22, 2021 
 



 
To the Board of Directors 
California Health Benefit Exchange 
Sacramento, California  
 

 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
 

Loan Payable 
 
Reference Number:  2020-001 (Significant Deficiency) 
 
Condition: 
The current year payment on the Loan was erroneously recorded as an expense rather than a reduction of the liability 
for the year ending June 30, 2020.  
 
Criteria: 
A reconciliation of outstanding debt instruments to the general ledger should be prepared and reviewed timely. 
 
Cause of Condition: 
During the normal course of business, Covered California properly made payment on the Loan Payable in a timely 
manner and erroneously recorded the transaction as an expense. In addition, during the year-end closing process the 
journal entry needed to reclassify the expense to a reduction of the liability was omitted from the trial balance provided 
to LSL. 
 
Effect or Potential Effect of Condition: 
The effect of this condition resulted in expenditures being overstated as well as liabilities being overstated in the 
financial statements by a total of $1,024,951; this was remedied through correcting journal entries. 
 
Recommendation: 
Loan payables should be evaluated periodically throughout the year to determine if there has been a proper reduction 
of the liability and that principal payments are not accounted for as expenses. 
 
Management’s Response and Corrective Action: 
Covered California concurs with the finding and continues to improve its processes related to GAAP reporting. To 
ensure all necessary entries are correctly identified and booked to the trial balance and properly reflected in the 
financial statements, Covered California is implementing corrective actions and additional procedures for more 
thorough review of the interfund loan entries, including timely reconciliations of the outstanding balances.           



 
To the Board of Directors 
California Health Benefit Exchange 
Sacramento, California  
 

 

Accounts Payable and Uncleared Collections 
 

Reference Number:  2020-002 (Significant Deficiency) 
 
Condition: 
Covered California collects cash from both the individual market and the small business market. The small business 
market portion of the collections is due to agents and is properly accounted for in accounts payable. The trial balance 
provided to LSL erroneously included $11,576,705 of the individual market’s portion of June’s individual market 
collections alongside the small business collections reported in accounts payable. 
 
Criteria: 
Reconciliation procedures should be in place to properly differentiate accounting for the collection of receipts between 
the individual market and the small business market. In addition, collections from the individual market should not be 
recorded in accounts payable at fiscal year-end. 
 
Cause of Condition: 
Due to the Agency’s conversion over to FI$Cal system change, there have been adjustments to the reports being run 
at fiscal year-end. The current year uncleared collections report was evaluated in a manner such that the individual 
market collections were grouped alongside the small business market collections. This evaluation resulted in an 
improper journal entry that added the individual market collections to the accounts payable balance. 
 
Effect or Potential Effect of Condition: 
The condition caused the accounts payable balance to be overstated because the individual market collections are 
earned by Covered California and not payable to other entities. This was remedied through properly evaluating the 
uncleared collections and posting correcting journal entries.  
 
Recommendation: 
Uncleared collections should be properly evaluated during the year-end close to determine which portion of the 
balance relate to individual market collections and which portion relate to small business market collections. 
 
Management’s Response and Corrective Action: 
Covered California concurs with the finding and continues to improve its processes related to GAAP reporting. To 
ensure the accounts payable and the uncleared collections balances are properly adjusted and reflected in the financial 
statements, Covered California is implementing additional review procedures over the uncleared collections reports 
to correctly identify the receipts by each business market.   
 




