
California Health Plans Report Lower 
Year-Over-Year Net Income 
Notable Exceptions include Kaiser, Scan Health Plan and Blue Shield of California
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By David Peel
Publisher and Editor
California Healthcare News

California health plans were mostly 
profitable in 2012 although the 
majority reported lower net income 
than 2011. Of the 49 plans that 
reported two full years of financial 
information to the California 
Department of Managed Health 
Care (DMHC), 29 reported lower 
net income.  In fact, 17 reported a 
net loss in 2012 compared to only  
10 in 2011.  

Despite the trend of lower net 

income, Tangible Net Equity 
(TNE) for the plans was generally 
greater in 2012.  TNE is defined 
by state statute and measures a 
plan’s solvency. It approximates net 
worth assuming intangible assets 
are removed and subordinated debt 
is added.   TNE was higher for 34 
of the 49 plans at the end of 2012 
which meant increased balance 
sheet assets (stock investments, 
etc.) offset lower net income.

Our report on pages 4 and 5 
shows Revenues, Medical Costs, 
Administrative Expenses, Net 
Income and TNE for all 49 health 
plans that reported 2012 and 2011 
full year financial data to the 
DMHC.

All information in this report was 
obtained from publicly available data 
on the DMHC web site.  However, 
the DMHC web site doesn’t always 
incorporate post-close adjustments or 
audit adjustments.  Accordingly, we 
asked representatives of all 49 health 
plans to review the DMHC figures 
and confirm they were correct.   We 
made changes to our report if a plan 
provided corrected numbers.

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 report nor is it 
refenced in this article.

We prepared this report so a 
user could quickly determine the 
financial state of the health plan 
industry. Significant in-depth 
analysis of the numbers is beyond 
the scope of this article.  

We asked plan representatives to 
comment on the figures and here is 
their feedback in alphabetical order 
by plan name.

Blue Shield of California

Another strong year fortified Blue 
Shield of California’s TNE with 
increases in all categories except 
medical expenses.  

Stephen Shivinsky, VP, Corporate 
Communications explained the 
lower medical expenses, “The year-
over-year decline in expense reflects 
a change in the mix between the 
Company and its DOI subsidiary.”
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Shivinsky described a program 
to moderate company retained 
net income, “In 2011 Blue Shield 
implemented our 2% Pledge, a 
commitment to limit net income 
to 2% of revenue and to return 
any amount above the 2% to the 
company’s customers in the form 
of a credit and to the community. 
2011’s net income was reduced for 
two years (2010 and 2011) and 2012 
reflected credits solely for that one 
year. Pledge-related givebacks total 
$520 million to date.”

Citizen’s Choice Health Plan

This plan was one of only five  that 
reported lower 2012 revenues.    Dora 
Pinones, Senior Finance Manager, 
explained “Total revenues decreased 
in 2012 due to a loss of membership 
from an IPA termination that held a 
high percentage of membership.” 

Contra Costa Health Plan

Kate Fowlie, Communications 
Officer for Contra Costa Health 
Services, said significant  increases 
in revenues and expenses at Contra 
Costa Health Plan were due to 
growth in Medi-Cal membership.

GEMCare Health Plan

Michael R. Myers, President & 
CEO of GEMCare Health Plan, ex-
plained why his company’s 2012 
financial results were better than 
2011, “The differences in the two 
reporting periods are related to 
growth in both our Medicare and 
Commercial lines of business. We 
experienced a 15.3% increase in 
Medicare Membership and a 31.1% 
increase in Commercial member-
ship, as a result our top line revenue 
grew 21.2%, related medical costs 
increased 20.7% primarily as a 

function of percent of premium pro-
vider reimbursement arrangements.  
Administrative expenses increased 
29.7%, due to some increases in 
staff and ‘growth related’ sales and 
marketing expenses.”

Health Plan of San Mateo

This plan reported similar financial 
results in each year of the two year 
period. Chief Financial Officer 
Ron Robinson said, “Our revenues 
increased by 5.72% from 2011 to 
2012 and expenses increased by 
4.04%, neither are really significant. 
For 2012 our membership remained 
relatively flat, while medical 
expenses increased 4.04%.” 

Robinson continued, “Revenues 
would have been on a decline rather 
than the reported 5.7% gain had 
it not been for the release of prior 
year deferred revenues related to the 
Assembly Bill (“AB”) 97 provider 
cuts, which will not be applied 
retroactively for Managed Care 
Plans.”

Partnership HealthPlan of CA

Marisa Dominguez, Director of 
Accounting, said the increased 
growth in all categories “was due to 
expanding operations in Mendocino 
and Marin Counties on July 1, 
2011.”

San Francisco Health Plan

John F. Grgurina, Jr., CEO of San 
Francisco Health Plan explained 
changes to his organization’s 
financials, “In 2011, Medi-Cal 
expanded to the Seniors and 
Persons with Disabilities (SPDs).  
Our initial rates from the State 
in 2011 were inadequate and led 
to significant losses.  In 2012, 

SFHP received a slight increase 
for the SPDs, reducing the losses.  
In addition, SFHP was a party 
in a case against McKesson that 
resulted in a $1.75 million one-
time settlement.”

Grgurina continued, “Also due 
to the expansion to SPDs, SFHP 
experienced significant increases 
in medical expenses in 2012.  
Administrative expenses also 
increased due to investments in 
systems to prepare for Medi-Cal 
expansion in 2014.”  

Sharp Health Plan

This plan reported increased 
revenues, medical expenses, and 
administrative expenses while 
incurring a slight drop in net income.  
John Cihomsky, Vice President, 
Public Relations & Communications 
said, “The significant change year 
over year is due to an increase in 
membership of 12,269 members or 
22.3%.”

Valley Health Plan

Joy Alexiou, spokesperson for Santa 
Clara Valley Health & Hospital 
System, said Valley Health Plan 
experienced increases in revenues 
and expenses because of a significant 
increase in plan enrollment.

Industry Summary

The Good

TNE levels have likely risen due to 
increases in balance sheet assets like 
investments.  The plans, in general, 
appear to be sufficiently capitalized 
and, in many cases, well capitalized. 

Revenues are higher at all but five 
plans as more people moved into 
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the health insurance system and 
premium increases held ground.

The Bad

Net income has trended downward.  
17 of 49, or 35%, of plans reported 
a net loss and 29 of the 49 plans 
reported lower net income or a 
greater loss.

Medical costs were higher at all but 
7 plans and administrative expenses 
were higher at all but 8 plans. 
Certainly, not all of these increases 
were due to enrollment growth.

The Unknown

Is net income decreasing because 
of the costs, explicit and implicit, 

of healthcare reform or because 
reimbursement isn’t keeping up 
with medical costs?  When will 
net income levels increase again?  
If a significant drop in invested 
assets occurs, will it impact the 
solvency of  the smaller plans?  
Will the smaller plans be able to 
meet TNE requirements once they 
add significant new enrollment 
associated with healthcare reform?

We’ll continue to report financials 
on a quarterly basis as numbers 
become publicly available. For 
those interested in doing additional 
analysis with the figures on pages 
4 and 5, we offer a spreadsheet on 
our web site.  You can view this 
spreadsheet by clicking on this 
link or visiting www.cahcnews.

com/1213planfinancials.xlsx

David Peel is the Publisher of the 
California Healthcare News, a trade 
journal and web site of interest to  
California hospital, clinic, provider 
organization and health insurance 
professionals.  He has served as the 
Chief Financial Officer of three west 
coast health insurance companies.  
He can be reached at 425-577-1334 
or dpeel@healthcarenewssite.com.
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