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Publisher and Editor
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California domestic health plans re-
cently reported third quarter 2011 
financial results and thirty of the 
largest thirty-five plans recorded a 
profit.  However, twenty-one of the 
plans reported lower net income 
than the same time period in 2010, 
suggesting premiums may rise more 
than usual in 2012.  

We present two reports, attached as 
Tables 1 and 2, that show financial 
and per member per month figures 
for the largest thirty-five domestic 

health plans operating in California 
for the periods ending September 30, 
2011 and September 30, 2010.  When 
the financial figures are divided by 
member months (the combined to-
tal of month ending membership for 
each nine month period), a monthly 
average is obtained that is valu-
able when comparing financial and 
membership results.  Unfortunately, 
given healthcare reform and the cur-
rent volatility associated with state 
and federal health benefit programs, 
comparisons could be inconclusive 
and require additional analysis be-
yond the scope of this article.

All information in this report was 
obtained through publicly avail-
able reports on the California De-
partment of Managed Health Care 
(DMHC) web site.  Information not 
required to be filed with the DMHC 
(self-insured and parts of California 
insured business from non-domestic 
carriers) is not included in this re-
port nor is it referenced in this ar-
ticle.

Comments from Industry Repre-
sentatives

We asked representatives of the 

plans to confirm the figures in the 
two tables and to give us insight into 
their financial results.  Some plans 
chose not to reply to our request 
while others replied with confirma-
tion of the financial information but 
didn’t comment on their financial 
results.  However, others provided 
valuable comments and these re-
plies are sorted in descending order 
by organization size.  

Kaiser Permanente Finance Com-
munications Director, Bob Garcia, 
explained his organization’s reduc-
tion in net income, “Due to market 
volatility and fluctuations, as well as 
the timing of our quarter close (Sep-
tember 30, 2011), we experienced 
a net loss in non operating income, 
which accounts for the net income 
decrease.  We do not anticipate this 
issue next quarter.”

Health Net of California represen-
tative Brad Kieffer told us, “Mem-
bership in Health Net's tailored 
network products grew by approxi-
mately 45.0% from September 30, 
2010 to September 30, 2011.  These 
products accounted for 31.2% of the 
company’s Western Region com-
mercial enrollment as of September 
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30, 2011 compared with 21.5% as 
of September 30, 2010.  Tailored 
networks are networks of health 
care providers that are smaller and 
more cost-effective than our full 
statewide network.  Some health 
plans call these ‘narrow networks’.”

Kieffer continued, “Another fac-
tor is our Medicaid enrollment in 
California at September 30, 2011 
was 988,000 members, an increase 
of 92,000 members, or 10.3%, from 
September 30, 2010.”

Aetna of California’s Anjie Cop-
lin, Director of Communications, 
explained her organization’s strong 
financial performance, “Our com-
mercial underwriting performance 
continued to benefit from lower-
than-projected utilization, our pric-
ing discipline and our medical cost 
management strategies.”

Scan HealthPlan representative 
Ross Goldberg said, “Scan Health 
Plan’s membership decreases are 
the result of two contributing fac-
tors: a Medicare requirement to 
discontinue some in-home services 
that SCAN previously provided 
and decisions to terminate some 
medical groups in the SCAN net-
work. The change in net income is 
a reflection of decreased member-
ship.”

Central California Alliance for 
Health Chief Financial Officer, Pat-
ti McFarland, said, “The reason our 
income declined is because we were 
accruing for the 10% Medi-Cal pro-
vider cuts that the state legislature 
passed effective 6/1/11.  We recent-
ly received the actual rates associ-
ated with the cuts and are evaluating 
them.  I expect that our net income 
will go up but it is premature to say 
by how much.”

Los Angeles County, Department 
of Health Services Chief Financial 
Officer, Office of Managed Care/
Community Health Plan, Rogers 
Moody, told us, “Our net income de-
creased because of 1) Risk adjusted 
rates received in the Medi-Cal line 
of business, and 2) Capitation rate 
increases granted to our provider 
groups.”

Alameda Alliance for Health’s 
Amanda Flores-Witte, Senior Di-
rector, Communications & Market-
ing, told us, “The Alameda Alliance 
for Health’s increase in member 
months and net income decrease 
is primarily due to the recent tran-
sition of Seniors & People with 
Disabilities (SPDs) into Medi-Cal 
managed care. This population has 
a higher than average rate of utili-
zation for medical care and phar-
macy, and they require high touch 
customer service. Since the transi-
tion of SPDs into managed care, the 
Alliance has seen a 13% increase 
in call volume for the period of 
July-November 2011 in compari-
son to the prior six month period 
(January-June 2011). We have also 
seen an increase of 8.5% in the av-
erage duration of calls because of 
the complexity of the SPD popula-
tion. In addition, the Alliance has 
had to do outreach and education to 
providers, pharmacists and others 
who were serving this population in 
Medi-Cal fee-for-service.” 

Flores-Witte continued, “At this 
point, we are unsure if the State re-
imbursement will cover the cost of 
this population because: 1) the tran-
sition of SPDs is still underway, so 
we do not know if the higher than an-
ticipated utilization is disproportion-
ate to what we will experience when 
the entire member pool is enrolled, 
2) as these members are introduced 

to better coordinated care, the medi-
cally necessary services may actu-
ally increase, and 3) the reduction 
in reimbursement as a result of the 
State budget will have an impact.”

Scripps Health Plan Services, 
Inc.’s Steve Bell, Director of Fi-
nance, said, "Scripps Health Plan 
Services, Inc. (SHPS) had a slight 
decline in Medicare Advantage 
(HMO) enrollment from 2010 to 
2011   During this same time SHPS 
net income declined due to reduced 
pricing for administrative services 
(MSO) fees."

Kern Health Systems Chief Fi-
nancial Officer, Keith Quinlivan, 
described his organization’s mem-
bership and net income growth by 
saying, “Kern Health Systems is 
a Medi-Cal plan.  The high unem-
ployment figures in Kern County 
and the mandatory enrollment of 
SPD members into managed care 
plans has enhanced both the rev-
enue and enrollment of the plan. 

San Francisco Health Plan’s 
Robert Menezes, Director of Com-
munications, said, “San Francisco 
Health Plan’s increase in member 
months and the net income decrease 
are predominantly attributed to the 
recent State mandate of Seniors & 
People with Disabilities (SPDs) into 
managed care.  This population by 
nature has higher than average uti-
lization rates for medical care and 
pharmacy services.  In addition, 
more substantive operational devic-
es such as customer service and case 
management resources are required.  
Through September 2011 we’ve 
added approximately 4,600 SPDs 
to our member population, and by 
June 2012 we anticipate that up to 
17,000 SPDs may join SFHP as a 
result of the mandate.   The cost of 
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care for Seniors & People with Dis-
abilities is substantially higher, and 
in this early stage the State reim-
bursement rates for this population 
do not meet the costs.  Regardless, 
our commitment to their care will 
not be compromised.  Our members 
are our highest priority.”

Per Member Per Month Analysis

Revenues

As mentioned previously, when 
the financial figures are divided by 
member months (the combined to-
tal of month ending membership for 
each nine month period), a monthly 
average is obtained that is valu-
able when comparing financial and 
membership results. 

Calendar Year-to-Date Revenue  per 
member per month comparisons re-
veal the extent to which a plan has 
negotiated higher per capita premi-
ums with its customers. It can also 
help explain changes to a plan’s 

demographic mix. For example, 
several plans referenced the State 
of California’s decision to mandate 
Seniors & People with Disabilities 
into managed care. An influx of this 
higher cost population results in 
higher per member per month rev-
enue even if the plan didn’t raise 
premiums on other members.

Administrative Expenses

Health plan administrative costs are 
usually under the microscope.  Crit-
ics examine administrative costs for 
high salaries, marketing costs, and 
travel and entertainment expenses.  
However, it’s important to note that 
administrative costs for the large 
plans make up only 10% or so of 
total revenues. Using 10% as an 
average, even a 20% reduction in 
administrative costs would lower 
premiums by just 2%.  The ability 
of the typical plan to lower adminis-
trative costs by even 10% is difficult 
without impacting the plan’s ability 
to function efficiently. 

Net Income

A change in per member per month 
net income is a key indicator of the 
decisions a plan will make in the 
future.  If the reduction is signifi-
cant, plans will either raise rates or 
change their product mix.  If a plan 
can’t raise rates, because they offer 
governmental products and the rate 
is “take it or leave it,” they could 
decide to exit the product line al-
together.  With the majority of the 
plans showing lower per member 
per month net income than the prior 
year, conventional wisdom suggests 
premiums will rise more than usual 
and plans could exit product lines in 
2012.

David Peel is the Publisher and 
Editor of the California Healthcare 
News (www.cahcnews.com). He has 
held executive positions at several 
health care organizations through-
out his twenty five year career.  Da-
vid can be reached at 425-577-1334 
or dpeel@healthcarenewssite.com.
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