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ResponsibilitiesResponsibilities

LicensingLicensing

Financial Statement ReviewFinancial Statement Review

ExaminationsExaminations

Enforcement ReferralsEnforcement Referrals



LicensingLicensing
•• Amendments & Material ModificationsAmendments & Material Modifications

–– Projections grounded on reality.Projections grounded on reality.

–– All assumptions for projections clearly presented.All assumptions for projections clearly presented.

–– Specificity of dollar amountsSpecificity of dollar amounts
•• ‘‘Transfer of xxx subsidiaryTransfer of xxx subsidiary’’ with no $$ value is with no $$ value is 

inadequate for declaring dividend.inadequate for declaring dividend.

–– Explain clearly in Exhibit EExplain clearly in Exhibit E--1 the nature and purpose of 1 the nature and purpose of 
the filing.the filing.
•• Network access subcontracted with no apparent Network access subcontracted with no apparent 

assumption of financial risk by Plan.  Entire cost of assumption of financial risk by Plan.  Entire cost of 
specialty treatment apparently borne by enrollee.specialty treatment apparently borne by enrollee.



LicensingLicensing
•• Amendments & Material ModificationsAmendments & Material Modifications

–– Tangible Net Equity impactsTangible Net Equity impacts
•• Subordination agreements properly executedSubordination agreements properly executed
•• Security for Security for ‘‘secured affiliate receivablessecured affiliate receivables’’

–– All laws complied with, including Corporation Code All laws complied with, including Corporation Code §§500500

–– Clearly defined contracts with providers and affiliatesClearly defined contracts with providers and affiliates
•• Right of setoffRight of setoff
•• Pricing, payment, and settlement termsPricing, payment, and settlement terms

•• License ApplicationsLicense Applications
–– All of the above and more.All of the above and more.



Financial StatementsFinancial Statements
•• TimelyTimely FiledFiled
•• Consistent with prior periodsConsistent with prior periods

–– Beginning cash balance ties to ending cash balance of prior repoBeginning cash balance ties to ending cash balance of prior reporting rting 
period of the same type (month, quarter, year)period of the same type (month, quarter, year)

–– Beginning net worth ties to ending net worth of prior reporting Beginning net worth ties to ending net worth of prior reporting period period 
of the same type (month, quarter, year)of the same type (month, quarter, year)

–– Account for adjustments Account for adjustments –– use notes or blank tabs for clarificationuse notes or blank tabs for clarification

•• Internally consistentInternally consistent
–– Are major variances in account activity between periods consisteAre major variances in account activity between periods consistent nt 

with enrollment gains or losses?with enrollment gains or losses?
–– Statements should balance and tie to one another.  Since the timStatements should balance and tie to one another.  Since the time of e of 

Brother Luca, debits should equal credits.Brother Luca, debits should equal credits.



Financial StatementsFinancial Statements
What do we see?What do we see?

–– Cash and/or net worth increases or decreases between Cash and/or net worth increases or decreases between 
close of business on the last day of the reporting period close of business on the last day of the reporting period 
and opening of business on the first day of the next and opening of business on the first day of the next 
period. (month, quarter, year)period. (month, quarter, year)

–– Significant fluctuations in income statement items that Significant fluctuations in income statement items that 
are not consistent with enrollment.  This may indicate are not consistent with enrollment.  This may indicate 
improper accrual accounting or other bookkeeping improper accrual accounting or other bookkeeping 
errors.errors.

–– Unexplained differences between affiliate receivables Unexplained differences between affiliate receivables 
as reported on the balance sheet and as reflected in the as reported on the balance sheet and as reflected in the 
TNE calculation.TNE calculation.



Financial StatementsFinancial Statements
•• What do we see?What do we see?

•• Balance sheets that do not balance and income statements Balance sheets that do not balance and income statements 
that do not tie to the changes in equity on the balance that do not tie to the changes in equity on the balance 
sheet.  Statements should balance and tie to one another.sheet.  Statements should balance and tie to one another.

•• Brother Luca Pacioli, in 1494 in his textbook on Brother Luca Pacioli, in 1494 in his textbook on 
mathematics, described double entry bookkeeping used in mathematics, described double entry bookkeeping used in 
Renaissance Italy at the time.  The father of Modern Renaissance Italy at the time.  The father of Modern 
Accounting warned that Accounting warned that ““a person should not go to sleep a person should not go to sleep 
at night until the debits equaled the credits!at night until the debits equaled the credits!””



Actions TakenActions Taken

•• NothingNothing
•• Telephone call to planTelephone call to plan
•• Letter to PlanLetter to Plan
•• Corrective Action PlanCorrective Action Plan
•• Nonroutine ExamNonroutine Exam
•• Enforcement referralEnforcement referral



Financial ViabilityFinancial Viability
•• Fiscally sound operation and adequate provision Fiscally sound operation and adequate provision 

against the risk of insolvencyagainst the risk of insolvency
–– Adequate working capitalAdequate working capital
–– Positive cash flow from operationsPositive cash flow from operations
–– Positive net earningsPositive net earnings
–– Financially sound rates and chargesFinancially sound rates and charges

•• Maintain required levels of Tangible Net EquityMaintain required levels of Tangible Net Equity
–– CapitalizationCapitalization
–– Subtractions (intangibles, etc.)Subtractions (intangibles, etc.)
–– Subordinated debtSubordinated debt
–– Secured affiliate receivablesSecured affiliate receivables



Financial ViabilityFinancial Viability

–– What makes an unsecured affiliate What makes an unsecured affiliate 
receivable receivable ‘‘tangibletangible’’??
•• For goods and servicesFor goods and services

•• In the ordinary course of businessIn the ordinary course of business

•• ArmArm’’s length pricing (on equivalent terms as similar s length pricing (on equivalent terms as similar 
transactions with nontransactions with non--affiliates)affiliates)

•• Not past dueNot past due



Financial ExaminationsFinancial Examinations
•• Routine ExamsRoutine Exams

–– Orientation exams 6 Orientation exams 6 –– 12 months after license issued.12 months after license issued.
–– Periodic financial examinations required by law.Periodic financial examinations required by law.
–– FollowFollow--up examinations focused on findings.up examinations focused on findings.
–– Focus is on:Focus is on:

•• Financial ViabilityFinancial Viability
•• Statutory compliance, especially TNEStatutory compliance, especially TNE
•• IBNR accrual methodologyIBNR accrual methodology
•• Claims processingClaims processing
•• Affiliate transactionsAffiliate transactions
•• Contracts Contracts –– terms and settlement provisionsterms and settlement provisions

–– Currently about once every 3 yearsCurrently about once every 3 years

NNonon--routine Examsroutine Exams
–– May be billableMay be billable
–– Focused on specific areasFocused on specific areas



Financial ExaminationsFinancial Examinations
•• Our Goals:Our Goals:

–– Examination reports issued timely.Examination reports issued timely.
•• Our internal goal is to have the final report within 180 days Our internal goal is to have the final report within 180 days 

of the date of the financial statements examined.of the date of the financial statements examined.

–– Information contained in the examination report is Information contained in the examination report is 
timely and useful to the Plan.timely and useful to the Plan.

–– FollowFollow--up survey at the end of the examination helps usup survey at the end of the examination helps us
•• measure the efficiency and effectiveness of the exam team measure the efficiency and effectiveness of the exam team 

and s focused on findingsand s focused on findings
•• And helps us improve the examination process.  Please help And helps us improve the examination process.  Please help 

us by completing itus by completing it



Financial ExaminationsFinancial Examinations
Deficiency Report (D and D/V) (1/1/2005 Deficiency Report (D and D/V) (1/1/2005 –– 5/19/2008)5/19/2008)

Administrative CapacityAdministrative Capacity
•• 4 4 ------ no oversight of ASA or delegated entityno oversight of ASA or delegated entity
•• 2 2 –– insufficient staffinginsufficient staffing
•• 2 2 –– nonnon--employees perform discretionary functionsemployees perform discretionary functions
•• 2 2 ------ general general 
•• 1 1 ------ lack of knowledgeable stafflack of knowledgeable staff

Claims PaymentClaims Payment
•• 10 10 ------ payment of interestpayment of interest
•• 3 3 ------ claims payment > 30 daysclaims payment > 30 days
•• 3 3 ------ 1455 1455 –– untimely processing/other miscellaneous deficienciesuntimely processing/other miscellaneous deficiencies
•• 2 2 ------ 1455 failure to provide dispute resolution mechanism1455 failure to provide dispute resolution mechanism
•• 2 2 ------ accuracy of claims paymentaccuracy of claims payment
•• 1 1 ------ 1455 failure to acknowledge receipts1455 failure to acknowledge receipts
•• 1 1 ------ status of claims status of claims –– 1300.77.41300.77.4



Financial ExaminationsFinancial Examinations
Deficiency Report (D and D/V) (1/1/2005 Deficiency Report (D and D/V) (1/1/2005 –– 5/19/2008)5/19/2008)

Financial ReportingFinancial Reporting

•• 7 7 ------ inconsistent with GAAPinconsistent with GAAP

•• 7 7 –– reclassification of balancesreclassification of balances

•• 2 2 –– adjustment of balancesadjustment of balances

•• 1 1 ------ financials of affiliate required financials of affiliate required 

•• 1 1 ------ missing information in financial statementsmissing information in financial statements

Financial ViabilityFinancial Viability

•• 2 2 ------ general viability issues (working capital, cash flow, etc.)general viability issues (working capital, cash flow, etc.)

Insurance IssuesInsurance Issues

•• 6 6 ------ fidelity bond insurancefidelity bond insurance

•• 2 2 ------ general liability insurancegeneral liability insurance

•• 1 1 ------ malpractice insurancemalpractice insurance

Internal ControlsInternal Controls

•• 5 5 ------ miscellaneous issuesmiscellaneous issues

•• 2 2 ------ cash controlcash control

•• 2 2 ------ no procedures manualno procedures manual



Financial ExaminationsFinancial Examinations
Deficiency Report (D and D/V) (1/1/2005 Deficiency Report (D and D/V) (1/1/2005 –– 5/19/2008)5/19/2008)

Claims LiabilitiesClaims Liabilities

•• 4 4 ------ claims payableclaims payable

•• 3 3 –– IBNR under accruedIBNR under accrued

•• 1 1 ------ IBNR over accruedIBNR over accrued

OtherOther

•• 1 1 ------ administrative costsadministrative costs

•• 1 1 ------ violation of undertakingsviolation of undertakings

Tangible Net Equity (TNE)Tangible Net Equity (TNE)

•• 5 5 ------ TNE not calculated correctlyTNE not calculated correctly

•• 2 2 ------ TNE deficiencyTNE deficiency

Compliance IssuesCompliance Issues

•• 4 4 ------ books and recordsbooks and records

•• 2 2 ------ justification for excessive administrative expensesjustification for excessive administrative expenses

Amendments or Material ModificationsAmendments or Material Modifications

•• 11 11 ------ failed to file material modification or amendmentfailed to file material modification or amendment

•• 1 1 ------ update update contract(scontract(s) to current laws and regulations) to current laws and regulations



Financial ExaminationsFinancial Examinations
Sample Findings from ExaminationsSample Findings from Examinations

•• The Plan has allowed certain unreconciled cash items to be carriThe Plan has allowed certain unreconciled cash items to be carried ed 
forward from month to month without appropriate resolution and forward from month to month without appropriate resolution and 
adjustment.  Examiners identified staleadjustment.  Examiners identified stale--dated payroll checks, dated payroll checks, 
numerous cash over (short) items and other unreconciled items innumerous cash over (short) items and other unreconciled items in
many of the accounts.  many of the accounts.  

•• Our examination disclosed that the Plan does not comply with theOur examination disclosed that the Plan does not comply with the
administrative capacity requirements of administrative capacity requirements of §§1367(g) and rule 1300.67.31367(g) and rule 1300.67.3

•• Our examination disclosed that the broker/agent commissions wereOur examination disclosed that the broker/agent commissions were
not accounted for in accordance with GAAP.  The Plan records not accounted for in accordance with GAAP.  The Plan records 
prepaid commissions as an asset rather than expensing commissionprepaid commissions as an asset rather than expensing commissions s 
as incurred as required by GAAP.as incurred as required by GAAP.

•• Our examination disclosed that the plan failed to comply with Our examination disclosed that the plan failed to comply with 
§§500(b)(1) of the California Corporations Code.500(b)(1) of the California Corporations Code.

•• Our examination disclosed that insurance policies and Our examination disclosed that insurance policies and suportingsuporting
documentation for journal entries posted by the plandocumentation for journal entries posted by the plan’’s parent were s parent were 
retained at the offices of affiliates outside of California in retained at the offices of affiliates outside of California in 
violation of rule 1300.81.violation of rule 1300.81.

•• Our examination disclosed that a significant number of the proviOur examination disclosed that a significant number of the provider der 
contracts reviewed did not contain the hold harmless language contracts reviewed did not contain the hold harmless language 
required by required by §§13791379



Financial ExaminationsFinancial Examinations
Sample Findings from ExaminationsSample Findings from Examinations

•• Our examination disclosed that the Plan failed to deduct $Our examination disclosed that the Plan failed to deduct $xxx,xxxxxx,xxx of of 
Unsecured Affiliate Receivables from TNE as required by Rule Unsecured Affiliate Receivables from TNE as required by Rule 
1300.76.  1300.76.  This is a repeat deficiencyThis is a repeat deficiency..

•• Our examination also disclosed that the Plan failed to use the Our examination also disclosed that the Plan failed to use the 
correct annualized health care expenses amount in calculating correct annualized health care expenses amount in calculating 
minimum required TNE.minimum required TNE.

•• The planThe plan’’s procedures did not accurately capture the date of s procedures did not accurately capture the date of 
receipt on 27% of the claims reviewed.  receipt on 27% of the claims reviewed.  (Violation of rule 1300.77.4)(Violation of rule 1300.77.4)

•• Our examination disclosed that the plan failed to pay claims witOur examination disclosed that the plan failed to pay claims within hin 
30 working days after receipt for 10% of the paid claims sampled30 working days after receipt for 10% of the paid claims sampled
and did not pay interest and penalties on 67% of the late paid cand did not pay interest and penalties on 67% of the late paid claimslaims

•• Our examination disclosed that the reconciliations of key bank Our examination disclosed that the reconciliations of key bank 
accounts by the planaccounts by the plan’’s affiliates were prepared with on oversight s affiliates were prepared with on oversight 
review performed by a plan executive or planreview performed by a plan executive or plan’’s management staff.  s management staff.  
This is a repeat deficiency.This is a repeat deficiency.

•• Our examination disclosed that the plan did not have policies anOur examination disclosed that the plan did not have policies and d 
procedures in place to assign enrollees to general dentists whenprocedures in place to assign enrollees to general dentists when
the enrollees did not select one for themselves.the enrollees did not select one for themselves.



Financial ExaminationsFinancial Examinations
Sample Findings from ExaminationsSample Findings from Examinations

•• Our review of the PlanOur review of the Plan’’s fidelity bond disclosed that the notice of s fidelity bond disclosed that the notice of 
termination endorsement contains the word termination endorsement contains the word ““endeavorendeavor”” regarding regarding 
notification of the director 30 days prior to termination.  The notification of the director 30 days prior to termination.  The 
regulations state that the bond issuer regulations state that the bond issuer ““shallshall”” provide 30 days provide 30 days 
notice to the director.  Endeavor is defined as an notice to the director.  Endeavor is defined as an ““earnest attemptearnest attempt””
and is not an acceptable substitution for and is not an acceptable substitution for ““shallshall””..

•• Our examination disclosed that the Plan determines the total claOur examination disclosed that the Plan determines the total claims ims 
liability but does not allocate an amount to claims payable baseliability but does not allocate an amount to claims payable based on d on 
the actual inventory of claims received but not yet processed.the actual inventory of claims received but not yet processed.

•• The planThe plan’’s fidelity insurance does not provide a determinable amount s fidelity insurance does not provide a determinable amount 
of exclusive coverage for the plan.of exclusive coverage for the plan.

•• The plan did not deduct intangible assets in the calculation of The plan did not deduct intangible assets in the calculation of TNE TNE 
in violation of the requirements of rule 1300.76.in violation of the requirements of rule 1300.76.

•• Our examination disclosed that the plan has not demonstrated a Our examination disclosed that the plan has not demonstrated a 
fiscally sound operation.  It is not generating positive cash flfiscally sound operation.  It is not generating positive cash flow ow 
from operations and did not maintain adequate cash to meet its from operations and did not maintain adequate cash to meet its 
current obligations.  current obligations.  On October 9, 20xx, the Plan filed an On October 9, 20xx, the Plan filed an 
application for surrender of licensure.application for surrender of licensure.



Financial ExaminationsFinancial Examinations
•• Routine Exams may become non routine (billable) if:Routine Exams may become non routine (billable) if:

–– Plan unable to respond to exam staffPlan unable to respond to exam staff
–– Plan unable to provide appropriate documentationPlan unable to provide appropriate documentation
–– Plan unable to support transactionsPlan unable to support transactions
–– Exam team uncovers indications of serious nonExam team uncovers indications of serious non--compliancecompliance

•• NonNon--routine Exams (generally billable)routine Exams (generally billable)
–– Through monitoring or other means, indications of serious nonThrough monitoring or other means, indications of serious non--

compliance with Act or Rules surfacecompliance with Act or Rules surface
–– Plan fails to adequately respond to documentation or Plan fails to adequately respond to documentation or 

information requests related to an amendment or material information requests related to an amendment or material 
modificationmodification

–– Lack of veracity or conformance with GAAP of financial filings Lack of veracity or conformance with GAAP of financial filings 
is indicatedis indicated

–– Inappropriate patterns of claims payment need to be Inappropriate patterns of claims payment need to be 
investigatedinvestigated



Referrals to the Office of  Referrals to the Office of  
EnforcementEnforcement

Referrals can arise from Exams, Financial Statement Referrals can arise from Exams, Financial Statement 
Review, or Licensing.Review, or Licensing.

Referrals are made for Referrals are made for 
•• Claims payment violationsClaims payment violations
•• Tangible Net Equity violationsTangible Net Equity violations
•• Financial Viability violationsFinancial Viability violations
•• False Filings with the DepartmentFalse Filings with the Department
•• Request to subpoena  recordsRequest to subpoena  records
•• Delinquent filing of financial statementsDelinquent filing of financial statements
•• Takeover of plan or license revocationTakeover of plan or license revocation



QUESTIONS???QUESTIONS???

Thank you for your time and attention!Thank you for your time and attention!

Allan V. Campbell, MS, CPA, SMSgt, USAF (Ret)Allan V. Campbell, MS, CPA, SMSgt, USAF (Ret)
Senior Financial Examiner (Supervisor)Senior Financial Examiner (Supervisor)
Division of Financial OversightDivision of Financial Oversight
Department of Managed Health CareDepartment of Managed Health Care


