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INTRODUCTION 

The California Health Benefits Exchange has developed a comprehensive financial plan to plan for 
the development, implementation and operation of the Exchange.  The plan identifies the resources 
needed to build and operate the Exchange.  During the start-up phase financial resources needed to 
plan, implement, and operate the Exchange in its first year will be provided by the federal 
government through cooperative agreements administered by the Center for Consumer Information 
and Insurance Oversight (CCIIO) within the Centers for Medicare and Medicaid Services.  The 
Exchange’s financial plan provides the information needed to shape the Exchange’s Level 2 
Establishment Grant request.  After completion of the start-up year, the Exchange must itself provide 
resources it needs to operate.  This document describes the plans of the Exchange to meet this 
requirement. 

California established the Exchange through the enactment of Assembly Bill 1602 in 2010 which 
established the authority for the Exchange to be self-supporting.  AB 1602 added Section 100503 (n) 
to the Government Code that provides that the Exchange may “assess a charge on the qualified health 
plans offered by carriers that is reasonable and necessary to support the development, operations, and 
prudent cash management of the Exchange.” 

This document provides the foundation for the future financial sustainability for the Exchange.  It 
describes expected costs for the Exchange in its first years of operation and describes how the 
Exchange plans to support these operational costs. This plan is a key document supporting the 
financial portion of the Blueprint requirement for CCIIO, and provides additional narrative for our 
Level 2 grant the Exchange is preparing for the development and initial operations of the Exchange 
through December 31, 2014.  

The plan provides for separate financial analysis for the two lines of business to be undertaken by the 
Exchange: individual enrollment and the Small Business Health Options Program (SHOP), which 
will offer employer-based coverage to employees of small businesses. The plan assumes that these 
two operations will each be supported by the revenues that each separately collects through plan 
assessments. 

This plan reflects the planning estimated for the Exchange as of November 12, 2014 and may be 
revised further as planning is finalized. 

ESTABLISHMENT OF THE CALIFORNIA HEALTH BENEFIT EXCHANGE 

The California Health Benefit Exchange has been working since it was established through state 
legislation in 2010 to lay the groundwork for the unprecedented expansion of coverage that will 
benefit millions of Californians starting in 2014. The California Exchange has made, and continues 
to make, steady progress through comprehensive planning and development activities undertaken 
during funding periods of the state’s first two Level I Exchange Establishment grants. The work of 
the California Exchange has involved not only the Board and staff of the Exchange, but a wide array 
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of committed partners across the state who have joined together to achieve the vision and mission of 
the California Exchange. 

The Exchange has been guided in its work by the foundation adopted by the governing board early in 
2012. The board adopted a vision to improve the health of all Californians by assuring their access to 
affordable, high quality care.  The Board also articulated the 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.  The board adopted values to guide its work including a 
consumer-focus, affordability, to be a catalyst for change, integrity, partnership, and to be 
accountable for results. 

With the mission and values in mind, the Exchange has developed a financial plan to meet the needs 
of the Exchange based on the following guiding principles.  

1. Controlling Cost:  In keeping with our value of affordability, the Exchange aims to limit its 
cost of operations in order deliver products and services that offer high value to our 
consumers.  This includes consideration of the cost impact of assessment fees on the cost of 
coverage. 

2. Stability:  The Exchange must have a reliable and predictable level of resources to support 
ongoing cost effective operations and must provide consumers and the health plans it offers 
with stable rates.  This requires planning that can take into account the fact that the Exchange 
is establishing a new business operation, and there is uncertainty in the nature of the work 
and the scale of operation needed to provide high quality services to our enrolled subscribers.  
The uncertainty requires the establishment of prudent operating reserve, which the Exchange 
believes should be six months operation, with a minimum of at least 3 months of annual cost. 

3. Flexibility: Given the uncertainties in planning for the operations of the Exchange, our 
financial plans need to be flexible to allow us to adapt our operational approaches and costs 
to match the actual services demands.  

4. Accountability: The Exchange is answerable to the public for careful stewardship of 
public resources.  All financial activities of the Exchange are recorded, monitored and 
controlled by the financial management staff, and audited independently to ensure that funds 
are being used appropriately.  In addition to providing the Exchange’s required federal 
reporting statements will be prepared according to Generally Accepted Accounting Principles 
(GAAP) and presented according to Government Auditing Standards Board (GASB) 
standards.  Federal Single Audits will be conducted as required per OMB circular A-133 to 
monitor and ensure financial integrity of the California Health Benefit Exchange.  
Additionally, audits will be conducted annually beginning January 1, 2016 as required by 
Assembly Bill 1602.   

5. Transparency.  The Exchange has a responsibility to consumers and business partners to 
provide cost effective services.  It has established financial policies and procedures to ensure 
uncompromised fiscal integrity.  Financial reports will be prepared and submitted annually to 
the Board and made available to the public. 
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ELEMENTS OF A FINANCIAL PLAN FOR THE EXCHANGE FOR THE INDIVIDUAL 
MARKET 

The Exchange has conducted a multi-year analysis of its activities, estimated costs, projected 
membership, and revenue estimates in order to understand how best to plan the scale of the Exchange 
operation in order to match the related cost to the capacity of its available revenue sources to support 
that operation in the long run.  The financial modeling was designed to provide an understanding of 
how variations in membership, associated costs and revenues may affect the sustainability of the 
Exchange over time and how to manage the uncertainty that accompanies these estimates. This 
section focuses on the work of the Exchange related to its product offerings in the individual market.  
Small Business Options Program (SHOP) coverage for employees and dependents was considered 
separately below 

Enrollment 
The first step in planning for the scope of the Exchange operation is to estimate the potential level of 
participation in the three key programmatic offerings of the Exchange: 

• Subsidized individual coverage 
• Unsubsidized individual coverage 

The Exchange has relied on the enrollment estimates for the Affordable Care Act programs that have 
been calculated by the University of California, Los Angeles (UCLA) Health Policy Research and 
the UC Berkeley Labor Center.  Their California Simulation of Insurance Market (CalSIM) 
estimates, the most recent being Version 1.8, provide a richly detailed picture of potential responses 
to the programs offered under the Affordable Care Act and the resulting enrollment in programs from 
implementation through 2019. 

The CalSIM estimates include two potential levels of enrollment. The lower estimate, called “Base,” 
relies on enrollment probabilities found in the literature identified with changes in cost of coverage 
for individuals with different incomes, health status, English proficiency, and starting points of 
coverage. A second, higher level of enrollment is modeled, called the “Enhanced” scenario, in which 
it is assumed that lack of English language proficiency is not a barrier to enrollment, that eligibility 
and enrollment processes and systems are simplified, and that the state implements a robust outreach 
and education effort to make all potentially eligible individuals aware of their coverage opportunities. 

The California Exchange Board has adopted as its enrollment goal the Enhanced enrollment level.  
The Board anticipates that the simplified enrollment approach including new eligibility rules, the 
single application, and on-line access will encourage enrollment.  The Exchange also plans to 
implement an easily accessible customer service center and to establish a cadre of well-trained 
application assisters to provide one-on-one customer support and easy access to the information 
needed by the public to understand the offerings of the Exchange and to complete enrollment.  It 
also proposes a large scale, multi-faceted outreach and education campaign with the multilingual 
components to reach the non-English speaking members of the eligible populations. 

The projected levels of enrollment for the Enhanced levels of enrollment projected by the CalSIM 
model is detailed in Chart 1.  These are the targeted enrollments that the Exchange is planning for in 
its efforts to design outreach and enrollment strategies, in scaling the size of Exchange operations 
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related to customer service and assister, and in estimating projected member-months of enrollment 
and related revenue.  

The Exchange sustainability analysis must not only consider costs and revenue related to our targeted 
enrollment numbers, but also provide an understanding of how the Exchange can operate if these 
expectations are not met.  The chart also below shows three additional enrollment scenarios: the 
Base enrollment scenario as estimated by the CalSIM model; a low enrollment scenario that sets 
enrollment at 20 percent below the base enrollment scenario; and a lower enrollment scenario with a 
slower initial enrollment trend.  These additional enrollment scenarios provide a range of potential 
planning scenarios for enrollment expectations that set the framework for understanding how the 
Exchange can handle the risks associated with uncertainty about actual enrollment in Exchange 
products. 

Chart 1 

Table 1 

Exchange Cost Structure 
The Exchange has constructed financial plans that are based on the Enhanced enrollment scenario. 
The following discusses how this enrollment level plays out in establishing a cost structure for the 
Exchange and the related revenue expectations.  The Exchange has prepared a financial plan and a 
related Level 2 grant request that addresses the financial needs through the end of calendar 2014 and 
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a planning horizon through 2017.  This plan provides for both start-up cost that are one-time costs as 
well as the core operating costs for the Exchange through 2017.  Below are the descriptions of the 
key elements of that operating budget.   

Staffing and Ongoing Operations 
The Exchange plans to operate with a staff, excluding service center personnel, growing to 293 by 
2014 and continuing at that level through 2017.  Salaries and benefits for the staff, other than exempt 
employees, are determined based on standard State of California personnel classifications, benefits 
and related operating expenses.  Salaries for exempt positions are established by the Board.  
Exchange staff perform functions such as health plan contracting, eligibility and enrollment design 
and operations, IT system oversight, financial processes, and other required administrative activities.   

Service Center 
Key to the achievement of planned enrollment levels is a service center operation that is responsive 
to the public’s needs.  This requires a significant investment in technology to be able to plan for and 
handle the fluctuating demand for information about the Exchange and opportunities to enroll in 
coverage and to provide ongoing information to those enrolled in Exchange-offered coverage.  
Current estimates of staffing needed to handle the expected demand grow to 860 by 2014.   

Current plans call for staff to be located in three separate facilities: the main facility will be in 
Sacramento, a secondary facility targeted for south/central California, and a third facility at a 
County-based site.  An annual surge of staff resources is anticipated to handle the health plan open 
enrollment periods and are included in this total number.  Staffing will need to be adjusted 
throughout the year to accommodate fluctuations in demand between open enrollment periods and 
other times of the year. 

IT Infrastructure 
California has contracted with an independent vendor to design, develop, and implement the 
California Health Benefit Enrollment and Eligibility Retention System (CalHEERS) to determine 
eligibility and manage the enrolled population for the Exchange.  This system will provide a robust 
capability to manage all eligibility, enrollment, premium reconciliation for the individual market and 
the same functions along with premium aggregation for the Small Group Health Options Program 
(SHOP).  

Marketing, Outreach and Education 
Marketing, outreach, and education programs will be an important element in achieving our 
enrollment goals.  The broad, varied business functions of the Exchange and the diverse population 
of California will demand considerable resources to reach effectively the target population during the 
start-up period and in 2015 and beyond. We estimate that approximately 5.3 million Californians will 
be eligible to participate in the Exchange programs for individual coverage.  Another 2 million 
employees of small employers could also be in a position to enroll in Exchange-offered coverage. 

Our marketing function will educate and begin enrolling our culturally and linguistically diverse 
population, with potential enrollees living in both large urban and remote rural areas spread over a 
large geographic area.  California faces multiple challenges to ensure that it reaches eligible 
individuals with information about the new health coverage options and with support to help them 
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enroll in the Exchange or other public coverage programs. California’s outreach and marketing 
efforts must factor in the many languages spoken by California’s target populations. As a reference 
point, the state’s Medicaid program uses 13 spoken and 12 written threshold languages to serve 
program beneficiaries. Stakeholders and experts provided ideas on strategies and best practices for 
marketing, eligibility, assisters/navigators, enrollment and retention programs for communities with 
distinct cultural preferences and differences, as well as approaches to reach individuals with special 
literacy, health care literacy or language needs as well as those with multiple language and literacy 
challenges. Functions include coordination and partnerships, media coverage, advertisements, 
research and program evaluation. These functions will demand considerable resources during 
implementation and into operational years in 2015. 

Potential Revenue Sources 
After the startup period through December 2014 which is supported by federal funding, the costs of 
the Exchange will have to be supported by the revenue that the Exchange collects.  The Exchange is 
authorized in its founding legislation to assess a fee to be paid by participating health plan issuers.  
These issuers will contract with the Exchange to offer products called Qualified Health Plans, either 
through the Exchange or separately in the individual market.  The Exchange is considering several 
revenue generating options: 

• A fixed percentage of the total premium for Qualified Health Plans offered in the Exchange; 
• A fixed percentage of the total premium for products with the same Qualified Health Plan 

designs that are sold outside of the Exchange; 
• A fixed participation fee charged to issuer; 
• A fixed participation fee charged to enrollees, including in the individual market and/or the 

SHOP; 
• A participation fee for supplemental services such as vision and dental coverage sold within 

the Exchange; and 
• A participation fee for other insurance products such as life and/or disability insurance that 

may be offered for employers in the SHOP. 

At this time, the Exchange anticipates charging a participation fee on Qualified Health Plans sold by 
issuers both inside and outside of the Exchange.  The participation fee charged for enrollment outside 
the Exchange would be at 50% of the in-Exchange rate and only apply to enrollment in the same 
product, not carrier wide.  The Exchange would also charge a fee for enrollment in the stand-alone or 
supplemental vision and dental products that are sold through the Exchange.  However, for the 
financial modeling shown below the Exchange has only included the in-Exchange Qualified Health 
Plan participation fee. 

Other states are considering supporting the operations of their Exchange with a charge on enrollment 
both inside and outside of the Exchange, with different plans regarding whether such a charge would 
entail the individual, small group and/or large group markets.  While the work of the Exchange 
benefits all Californians by reducing the amount of uncompensated care, the cost-shifting that can 
result from such care and poor health from individuals not having coverage – the Exchange is not 
considering such revenue models at this time as they would require legislation. 

If revenue is collected from fees on non-Exchange Qualified Health Plan enrollment and 
supplemental products, it would be applied to reduce fees required on in-Exchange Qualified Health 
Plans. 
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Estimated Cost and Revenue for the Non Group Operations of the Exchange 
The following table (Table 2) shows the financial plan for the Exchange that shows the projected 
membership, related premium payments, projected grant income and revenue, Exchange costs, year-
end balance and operating reserves.  As depicted in this table the Exchange would establish an initial 
fee level at 3% of premium during 2014.  

This plan shows the year end enrollments based on the Enhanced projection.  At the initial 
assessment rate of 3% this would generate revenue of $138 million in 2014.  Revenue would steadily 
increase each year as enrollment increases.  Costs during 2014 are estimated at $390 million which 
are covered by both the Level 2 grant funds and the collected revenue.  Then in 2015 costs reduce to 
$315 million and continue at that level through 2017.   

Based on the enrollment expected under the Exchange’s enrollment targets, the Exchange can expect 
to end 2014 with a reserve of $133 million. The assessment fee rate for the following year would 
remain at 3% of premium to collect sufficient revenue to establish a working reserve at the end of 
2015 of $76 million. 

Table 2  
Planned Enrollment & Operating Budget  

Operating Reserve 
The Exchange is required to establish a prudent operating reserve to ensure liabilities are adequately 
covered in the event a precipitous drop in enrollment occurs.  As enrollment stabilizes in the 
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Exchange, operating reserves will be consistently reevaluated to verify if there is a proportional 
balance between reserves and working capital and the need for an adequate amount to reinvest.  A 
target reserve of six months of expected operating costs, with the minimum level set at three months 
operating expense.  The planning budgets provided here do not seek to have six months operating for 
the initial years of the Exchange, reflecting the trade-off of wanting to keep the Exchange’s 
participation fee as low as possible especially in the initial years. 

Planning for Uncertain Enrollment 
The uncertainty associated with projections in Exchange enrollment requires an analysis of how the 
Exchange can manage if the planned enrollment at the Enhanced level does not materialize.  Reduced 
enrollment has a direct effect on revenue, but slow enrollment growth can also be expected to have 
an effect on costs because some costs will vary with enrollment, (e.g. assister payments and services 
center staffing).  

The following table (Table 3) provides a view of the financial status of the Exchange if the 
enrollment at the Enhanced level fails to be realized, and instead, enrollment matches the Base 
estimate from the CalSIM model.  These events would result in a reduction in revenue collected by 
the Exchange in 2014 because enrollment would be lower.  There would also be a corresponding 
reduction in some of the operating expenses of the Exchange because of less demand in the customer 
service center and lower reimbursements for assister services.  The financial condition at the end of 
2014 shows a lower reserve than in the case where the Enhanced enrollment projections are reached.  
The lower reserve would require the Exchange to increase its assessment fee to 4% of premium 
throughout 2015 and would leave a reserve at the end of that year of $58 million.  Once the 
enrollment level for 2015 is known, plan assessment fee could be reduced in future years in line with 
actual membership growth.   

An enrollment scenario that is as low as the lowest path shown in Table 4 would present challenges 
to the Exchange.  The financial projections of this eventuality are shown in Table 4.  This slow level 
of growth would result in a minimal reserve at the end of 2014 which, depending on revenue 
generated from beyond in-Exchange Qualified Health Plans, would require an increase from the 
initial 2014 fee percentage of 3% in later years in order to maintain an adequate reserve.  As shown 
in Table 4, a 5% fee in 2015 would end the year for the Exchange with a deficit of $27 million and 
would require further cost reductions than shown in Table 4. 

Again, the reduction in enrollment results in corresponding reductions in the costs of the Exchange. 
In the case that the Exchange experiences enrollment growth that is as slow as this scenario depicts, 
additional measures will be necessary to reduce the overall costs of the Exchange to better match the 
costs with the financial capacity to support it.  In addition to lower service center and in-person 
assistance costs, these measures would include reductions in controllable expenses around program 
operations and outreach, education and grants. 

Under all of the planning scenarios, the Exchange will be closely monitoring costs in all areas and 
adjusting them based both on enrollment but also on demonstrated benefit of investments.  For 
example, the level and nature of outreach and marketing spending in 2015 will be directly informed 
by the data on what works during nine months of open enrollment in 2013 and 2014, as well as the 
first six months experience converting to Exchange subsidy enrollment individuals who have a 
change in life circumstance. 
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Table 3  
Operating Budget under Base Enrollment  
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Table 4  
Operating Budget under Low Enrollment  

 

FINANCIAL PLAN FOR THE SMALL BUSINESS HEALTH OPTIONS EXCHANGE 

Many of the considerations for constructing a financial model for the SHOP Exchange are similar to 
that of the Individual Exchange.  The model here depicts the estimated cost and revenues for the 
SHOP component of the Exchange’s work.  It includes the added element of paying the agents for 
enrolling employers, but unlike the Individual Exchange, it does not have payments for assisters but 
does contemplate payments to agents. 

Chart 2 shows the estimated enrollment in the SHOP Exchange based on three enrollments scenarios, 
High, Medium, and Low.  Estimates for financial modeling in the SHOP Exchange rely on the 
Medium scenario enrollment projections. 
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Chart 2 

Table 5 below shows the estimated costs and revenues for the SHOP based on the midrange estimate 
of SHOP enrollment.  
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Table 5  
SHOP Planned Enrollment & Operating Budget  

The financial plan for the SHOP Exchange Medium scenario plans for an average annual cost of $29 
million between 2015 and 2017.  An initial Plan Assessment rate of 4% of premium would be 
sufficient to cover direct and allocated costs in the first two years, and it is likely over time that this 
percentage could decline in later years. 

Agent commissions will also be collected at the SHOP Exchange.  The level of collected 
commissions assumes 1) 80% of premiums are agent-managed, and 40% involve general agents, 2) 
commission rates assumed are 6% for agent commissions, and 1.5% for general agent commissions. 

Enrollment projections below the Medium level result in lower revenue collections that could have 
an impact on the Exchange and its operation.  To some degree the reduction in revenue will reduce 
the administrative cost of the Exchange.  These adjustments are shown in the following table that 
shows the financial structure of the Exchange SHOP program in enrollment meets only the Low 
enrollment projection.  
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The financial plan for the SHOP Exchange Low scenario plans for an average annual cost of $21 
million between 2015 and 2017.  The reduced costs from the Medium scenario reflects expected 
lower spend on SHOP Administration, Marketing and Partnerships.  An initial Plan Assessment rate 
of 4% of premium would be sufficient to cover direct and allocated costs in the first year of 
operation, but would fall short in future years. 

The plan assessment would require an increase in the assessment rate in 2015 to adequately fund 
operations and the year-end reserve.  In subsequent years the SHOP Exchange acquires enough 
members to allow for a reduction in the plan assessment rate. 

CONCLUSION 

The analysis of the financial sustainability of the Exchange demonstrates that its operation can be 
self-supporting under a wide range of enrollment conditions.  The financial plan described here 
provides an analysis of a reasonable set of estimates for the expected costs and revenues for the 
Exchange under a varied set of assumptions regarding demand for Exchange-offered coverage.  
While the financial condition of the Exchange is dependent on the level of participation in its 
products, the Exchange’s plans for operation are sustainable in the long run under a wide range of 
potential enrollment scenarios.  In addition the Exchange will have the ability to adapt its scale of 
operation to meet the demand for coverage through its offerings. 
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