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KHS Finance Committee Meeting, February 2, 2018

AGENDA

FINANCE COMMITTEE MEETING

KERN HEALTH SYSTEMS
5701 Truxtun Avenue, Suite 201
Bakersfield, California 93309

Friday, February 2, 2018

8:00 A.M.

All agenda item supporting documentation is available for public review at Kern Health Systems in
the Administration Department, 9700 Stockdale Highway, Bakersfield, 93311 during regular
business hours, 8:00 a.m. — 5:00 p.m., Monday through Friday, following the posting of the agenda.

Any supporting documentation that relates to an agenda item for an open session of any regular
meeting that is distributed after the agenda is posted and prior to the meeting will also be available
for review at the same location.

PLEASE REMEMBER TO TURN OFF ALL CELL PHONES, PAGERS OR ELECTRONIC
DEVICES DURING MEETINGS.

COMMITTEE TO RECONVENE

Members: Deats, Casas, McGlew, Melendez, Rhoades

CONSENT AGENDA/OPPORTUNITY FOR PUBLIC COMMENT: ALL ITEMS
LISTED WITH A "CA" ARE CONSIDERED TO BE ROUTINE AND NON-
CONTROVERSIAL BY KERN HEALTH SYSTEMS STAFF. THE "CA"
REPRESENTS THE CONSENT AGENDA. CONSENT ITEMS WILL BE
CONSIDERED FIRST AND MAY BE APPROVED BY ONE MOTION IF NO
MEMBER OF THE COMMITTEE OR AUDIENCE WISHES TO COMMENT OR ASK
QUESTIONS. IF COMMENT OR DISCUSSION IS DESIRED BY ANYONE, THE
ITEM WILL BE REMOVED FROM THE CONSENT AGENDA AND WILL BE
CONSIDERED IN LISTED SEQUENCE WITH AN OPPORTUNITY FOR ANY
MEMBER OF THE PUBLIC TO ADDRESS THE COMMITTEE CONCERNING THE
ITEM BEFORE ACTION IS TAKEN.

STAFF RECOMMENDATION SHOWN IN CAPS

3/108



KHS Finance Committee Meeting, February 2, 2018

4/108

1)

2)

CA-3)

4)

5)

6)

7

8)

9)

Agenda Page 2
Finance Committee Meeting 2/2/2018
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PUBLIC PRESENTATIONS

This portion of the meeting is reserved for persons to address the Committee on any
matter not on this agenda but under the jurisdiction of the Committee. Committee
members may respond briefly to statements made or questions posed. They may
ask a question for clarification, make a referral to staff for factual information or
request staff to report back to the Committee at a later meeting. Also, the Committee
may take action to direct the staff to place a matter of business on a future agenda.
SPEAKERS ARE LIMITED TO TWO MINUTES. PLEASE STATE AND SPELL
YOUR NAME BEFORE MAKING YOUR PRESENTATION. THANK YOU!

COMMITTEE MEMBER ANNOUNCEMENTS OR REPORTS

On their own initiative, Committee members may make an announcement or a report
on their own activities. They may ask a question for clarification, make a referral to
staff or take action to have staff place a matter of business on a future agenda
(Government Code Section 54954.2(a)(2))

Minutes for KHS Finance Committee meeting on December 8, 2017 -
APPROVE

Report on KHS investment portfolio for the fourth quarter ending December 31, 2017
(Fiscal Impact: None) —
RECEIVE AND FILE; REFER TO KHS BOARD OF DIRECTORS

Report on 2017 annual review of KHS Investment Policy (Fiscal Impact: None) —
RECEIVE AND FILE; REFER TO KHS BOARD OF DIRECTORS

Report on 2017 annual travel report (Fiscal Impact: None) —
RECEIVE AND FILE; REFER TO KHS BOARD OF DIRECTORS

Proposed Agreement with Level 3 CenturyLink, for voice and data services for the
KHS Stockdale location from February 14, 2018 through February 13, 2019, in an
amount not to exceed $112,843.20 (Fiscal Impact: $112,843.20; Budgeted) —
APPROVE; REFER TO KHS BOARD OF DIRECTORS

Report on Kern Health Systems financial statements for November 2017 (Fiscal
Impact: None) —
RECEIVE AND FILE; REFER TO KHS BOARD OF DIRECTORS

Report on Accounts Payable Vendor Report, Administrative Contracts under
$100,000 budgeted and $50,000 non-budgeted, and non-claims paid through QNXT
system for November 2017 (Fiscal Impact: None) —

RECEIVE AND FILE; REFER TO KHS BOARD OF DIRECTORS
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ADJOURN TO FRIDAY, APRIL 6, 2018 AT 8:00 A.M.

AMERICANS WITH DISABILITIES ACT
(Government Code Section 54953.2)

The meeting facilities at Kern Health Systems are accessible to persons with disabilities.
Disabled individuals who need special assistance to attend or participate in a meeting of
the KHS Finance Committee may request assistance at the Kern Health Systems office,
9700 Stockdale Highway, Bakersfield, California, or by calling (661) 664-5000. Every effort
will be made to reasonably accommodate individuals with disabilities by making meeting
material available in alternative formats. Requests for assistance should be made five (5)
working days in advance of a meeting whenever possible.

5/108






KHS Finance Committee Meeting, February 2, 2018

SUMMARY

FINANCE COMMITTEE MEETING

KERN HEALTH SYSTEMS
5701 Truxtun Avenue, Suite 201
Bakersfield, California 93309

Friday, December 8, 2017

8:00 A.M.

COMMITTEE RECONVENED AT 8:00 A.M.
Members present: Deats, McGlew, Melendez
Members absent: Casas, Rhoades

NOTE: The vote is displayed in bold below each item. For example, Rhoades-Deats
denotes Director Rhoades made the motion and Director Deats seconds the motion.

CONSENT AGENDA/OPPORTUNITY FOR PUBLIC COMMENT: ALL ITEMS LISTED
WITH A “CA” WERE CONSIDERED TO BE ROUTINE AND APPROVED BY ONE
MOTION.

COMMITTEE ACTION SHOWN IN CAPS

PUBLIC PRESENTATIONS

1) This portion of the meeting is reserved for persons to address the Committee on any
matter not on this agenda but under the jurisdiction of the Committee. Committee
members may respond briefly to statements made or questions posed. They may ask
a question for clarification, make a referral to staff for factual information or request
staff to report back to the Committee at a later meeting. Also, the Committee may
take action to direct the staff to place a matter of business on a future agenda.
SPEAKERS ARE LIMITED TO TWO MINUTES. PLEASE STATE AND SPELL
YOUR NAME BEFORE MAKING YOUR PRESENTATION. THANK YOU!

NO ONE HEARD

COMMITTEE MEMBER ANNOUNCEMENTS OR REPORTS

2) On their own initiative, Committee members may make an announcement or a report
on their own activities. They may ask a question for clarification, make a referral to
staff or take action to have staff place a matter of business on a future agenda
(Government Code Section 54954.2(a)(2))

NO ONE HEARD
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Minutes for KHS Finance Committee meeting on October 6, 2017 -
APPROVED
Melendez-McGlew: 3 Ayes; 2 Absent — Casas, Rhoades

Report on KHS investment portfolio for the third quarter ending September 30, 2017
(Fiscal Impact: None) — JON SAMPSON, UBS FINANCIAL, HEARD;

RECEIVED AND FILED; REFERRED TO KHS BOARD OF DIRECTORS
McGlew-Melendez: 3 Ayes; 2 Absent — Casas, Rhoades

Proposed Retroactive Amendment No. 20 to Physician Services Agreement and
Amendment No. 39 to Hospital and Other Facility Services Agreement with Kern
Medical relating to services for Medi-Cal SPD enrollees pursuant to the
Intergovernmental Agreement regarding the transfer of public funds between the
County of Kern and the California Department of Health Care Services (Fiscal Impact:
None) —

APPROVED; REFERRED TO KHS BOARD OF DIRECTORS

Melendez-McGlew: 3 Ayes; 2 Absent — Casas, Rhoades

Proposed policy with OPTUM for reinsurance to mitigate costs incurred by Kern
Health Systems for members with high dollar inpatient admissions from January 1,
2018 through December 31, 2018 in an amount not to exceed $0.47 per member per
month (Fiscal Impact: $1,371,014 estimated; Budgeted) —

APPROVED; REFERRED TO KHS BOARD OF DIRECTORS

McGlew-Melendez: 3 Ayes; 2 Absent — Casas, Rhoades

Proposed Kern Health Systems 2018 Operating and Capital Budgets (Fiscal Impact:
None) —

APPROVED; REFERRED TO KHS BOARD OF DIRECTORS

McGlew-Deats: 3 Ayes; 2 Absent — Casas, Rhoades

Proposed Budget Request for 2018 Project Consulting Professional Services, from
January 1, 2018 through December 31, 2018 (Fiscal Impact: $2,959,453; Budgeted) —
APPROVED; REFERRED TO KHS BOARD OF DIRECTORS

McGlew-Melendez: 3 Ayes; 2 Absent — Casas, Rhoades

Proposed Agreement with Optum, Inc, to provide Claims Edit Platform Solution,
maintenance and support in an amount not to exceed $1,624,098; additionally
include purchase of hardware, software and professional services to support
installation and deployment $1,007,030, from December 14, 2017 through December
14, 2020 (Fiscal Impact: $2,631,128; Budgeted) —

APPROVED; REFERRED TO KHS BOARD OF DIRECTORS

Melendez-McGlew: 3 Ayes; 2 Absent — Casas, Rhoades
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Proposed Amendment with ZeOmega, Inc, for the implementation of the third phase
of the Jiva Software Platform in an amount not to exceed $338,875; additionally
include professional services to support installation and function not to exceed
$2,669,086, from January 1, 2018 through December 31, 2018 (Fiscal Impact:
$3,007,961; Budgeted) —

APPROVED; REFERRED TO KHS BOARD OF DIRECTORS

Melendez-McGlew: 3 Ayes; 2 Absent — Casas, Rhoades

NOTE — DIRECTOR MELENDEZ LEFT THE DAIS AT 9:35 A.M. AND DID NOT
RETURN

Report on Kern Health Systems financial statements for September 2017 and
October 2017 (Fiscal Impact: None) —

RECEIVED AND FILED; REFERRED TO KHS BOARD OF DIRECTORS
McGlew-Deats: 2 Ayes; 3 Absent — Casas, Melendez, Rhoades

Report on Accounts Payable Vendor Report, Administrative Contracts under
$100,000 budgeted and $50,000 non-budgeted, and non-claims paid through QNXT
system for September 2017 and October 2017 (Fiscal Impact: None) —

RECEIVED AND FILED; REFERRED TO KHS BOARD OF DIRECTORS
McGlew-Deats: 2 Ayes; 3 Absent — Casas, Melendez, Rhoades

ADJOURN TO FRIDAY, FEBRUARY 2, 2018 AT 8:00 A.M.

AMERICANS WITH DISABILITIES ACT
(Government Code Section 54953.2)

The meeting facilities at Kern Health Systems are accessible to persons with disabilities.
Disabled individuals who need special assistance to attend or participate in a meeting of the
KHS Finance Committee may request assistance at the Kern Health Systems office, 9700
Stockdale Highway, Bakersfield, California, or by calling (661) 664-5000. Every effort will be
made to reasonably accommodate individuals with disabilities by making meeting material
available in alternative formats. Requests for assistance should be made five (5) working
days in advance of a meeting whenever possible.
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KERN HEALTH
SYSTEMS

To: KHS Finance Committee
From: Robert Landis, CFO
Date: February 2, 2018

Re:  Quarterly Review of Kern Health Systems Investment Portfolio

Background

The Kern Health Systems (“KHS”) Investment Policy stipulates the following order of
investment objectives:

e Preservation of principal

e Liquidity

e Yield
The investment portfolios are designed to attain a market-average rate of return through
economic cycles given an acceptable level of risk. KHS currently maintains the following
investment portfolios:

Short-Term Portfolio (Under 1 year)

Funds held in this time frame are typically utilized to pay providers, meet operating expenses,
fund capital projects and distribute pass-through monies waiting for additional approvals and/or
support to be paid. Additionally, extra liquidity is maintained in the event the State is late with its
monthly capitation payment and/or MCO Tax reimbursements.

Long-Term Portfolio (1-5 years)

Funds held in this time frame are typically for reserves and to take advantage of obtaining higher
yields.

Requested Action

Receive and File; Refer to KHS Board of Directors
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Kern Health Systems
Investment Portfolio
December 31, 2017

Short Term Portfolio (under 1 year)

Funds held in this time frame are typically utilized to pay providers, meet operating expenses, distribute pass-through monies
waiting for additional approvals and/or support to be paid and monies owed to the State for MCO Taxes and/or overpayments.
Extra liquidity is maintained in the event the State is late with its monthly capitation payment.

Maximum
! d Per Appr Principal
Description Dollar Amount % of Portfalio Policy Current Yield Liquidity Fluctuation
Wells Fargo - Cash (A) (1) s 9,100,000 3.61% 50% 0.50% 1 Day None
Morgan Stanley Money Market (B) (1) $ 26,500,000 10.52% 20% 1.14% 1 Day None
Local Agency Investment Fund (LAIF) (C) (2) $ 64,700,000 25.67% 50% 1.20% 2Days None
Subject to Interest
US T-Bills at Wells Fargo (1) $ 48,500,000 19.25% 100% 1.12% 1 Day Rate Fluctuations
Subject to Interest
KHS Managed Portfolio at Wells Fargo (D) (1) $ 25,500,000 10.12% 1.27% 3 Days  Rate Fluctuations
Sub-Total $ 174,300,000 69.17% 1.14%
Long Term Port Folio ( 1 - 5 years)
Funds held in this time frame are typically for reserves and to take advantage of obtaining higher yields.
Subject to Interest
Rate and Credit
UBS Managed Portfolio (E) $ 71,200,000 28.25% 2.29% 3 Days  Fluctuations
Subject to Interest
Rate and Credit
KHS Managed Portfolio at Wells Fargo (D) $ 6,500,000 2.58% 1.38% 3 Days  Fluctuations
Sub-Total $ 77,700,000 30.83% 2.21%
Total Portfolio $ 252,000,000 100.00% 1.47%
Yield Curve
A
AA Corporate  Corporate
Yield Curve Treasuries Bonds Bonds CD's
| year 1.80% 1.80% 1.90% 1.65%
2 year 1.90% 1.95% 2.05% 2.15%
3year 2.00% 2.13% 2.20% 2.25%
5 year 2.35% 2.50% 2.70% 2.60%
(A) Secured by collateral guaranteed by the US Government or an agency thereof.
(B) $18 Billion money market fund managed by Morgan Stanley comprised of high -quality debt securities issued by the US Government.
(c) LAIF is part of a $68 Billion Pooled Money Investment Account managed by the State Treasurer of CA.
Majority of portfolio is comprised of Treasuries, CD's, Time Deposits and Commercial Paper.
(D) High quality diversified portfolio comprising certificate of deposits, commercial paper, corporate bonds and notes and municipal securities.
(E) High quality diversified portfolio comprising certificate of deposits, corporate bonds and notes, municipal securities and US Treasury Securities.
Includes investments maturing in less than 1 year that will be re-invested for over 1 year at maturity.
(1) Funds are utilized to pay providers, meet operating expenses, distribute pass-through monies waiting for additional approvals and/or support
and monies owed to the State For MCO Taxes and/or overpayments.
Extra liquidity is maintained in the event the State is late with its monthly capitation payment and/or MCO Tax Reimbursement Payments.
(2) Funds will be primarily utilized to fund various Grant Programs and 2018 capital projects, which includes building a new office building.
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KERN HEALTH
SYSTEMS

To: KHS Finance Committee
From: Robert Landis, CFO
Date: February 2, 2018

Re: 2017 Annual Review of Kern Health Systems Investment Policy

Background

The KHS Investment Portfolio follows the Board approved Investment Policy (Attachment 1).

As part of their annual review, Senior Management is not recommending any revisions to the
Investment Policy at this time. The Investment Policy stipulates the following order of investment
objectives:

KHS utilizes three different investment organizations to invest the cash that is not needed for the
immediate needs of the agency (Attachment 2). All investments follow the Board approved
investment policy that stipulates the following order of investment objectives:

e Preservation of principal
o Liquidity
e Yield

UBS is a national brokerage firm with a Bakersfield office that administers the KHS Board approved
investment policy in a segregated account. Investments are in high quality bonds with an average
duration of approximately 2 1/2 years. For the 2017 year UBS investments earned the highest returns.

The Local Agency Investment Fund (LAIF) is a public agency that allows smaller public agencies
to pool their money and get the economies of scale that larger agencies with large portfolios receive.
The California State Treasurer operates LAIF. Because it serves many agencies with short term
liquidity needs, investments have an average six month duration.

Wells Fargo is KHS’ local bank and offers a money market fund. This is beneficial since surplus
cash can be easily moved to and from the checking accounts. Money market funds offer preservation
of principal, are highly liquid, and currently earn a very low interest rate. Additionally KHS invests
directly with the Wells Fargo Securities Fixed Income division in high quality bonds, commercial
paper and FDIC insured certificates of deposit.

Requested Action

Receive and File; Refer to KHS Board of Directors.
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Attachment 1

KERN HEALTH

KERN HEALTH SYSTEMS
POLICY AND PROCEDURES

'SUBJECT: Investment Policy | POLICY #: 80.11-1

DEPARTMENT: Finance

[PAC
| QI/UM COMMITTEE

‘Effective Date: | Review/Revised Date: | DMHC
2010-10 | 4/ foo // oss | DHCS

BOD

1,_., L A— ,7L\ /< Daule

Aayward
; fficer
Date
Offiger
AT Date

Date

POLICY:

This Annual Investment Policy sets forth the investment guidelines for all Operating Funds and
Board-Designated Reserve Funds of Kern Health Systems invested on and after the date of adoption.
The objective of this Annual Investment Policy is to ensure Kern Health Systems' funds are prudently
invested according to the Board of Director's objectives to preserve capital, provide necessary
liquidity and to achieve a market-average rate of return through economic cycles.

Investments may only be made as authorized by this Annual Investment Policy. The Kern Health
Systems Annual Investment Policy has been prepared in accordance with sections 53600 et seq. and
53630 et seq. of the California Government Code (the Code) as well as customary standards of
prudent juvestment management. Irrespective of these policy provisions, should the provisions of
the Code be or become more restrictive than those contained herein, such provisions will be
considered immediately incorporated into the Annual Investment Policy and adhered to.

Kern Health Systems
Policy 80.11-I Investment Policy
Revised: 04/2015
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A, Safety of Principal -- Safety of principal is the foremost objective of Kern Health Systems.
Each investment transaction shall seek to ensure that capital losses are avoided, whether from
institutional default, broker-dealer default, or erosion of market value of securities.

B. Liquidity - Liquidity is the second most important objective of .Kem Health Systems. It is
important that each portfolio contain investments for which there is a secondary market and
which offer the flexibility to be easily sold at any time with minimal zisk of loss of either the

principal or interest based upon then prevailing rates.

C. Total Return - Kern Health Systems' portfolios shall be designed to attain a market-average
rate of return through economic cycles given an acceptable level of risk.

18 OBJECTIVES )
Safety of principal is the primary objective of Kern Health Systems. Each investment transaction

shall seek to ensure that large capital losses are avoided from securities or broker-dealer default.
Kern Health Systems shall seek to ensure that capital losses are minimized from the erosion of market
value. Kern Health Systems shall seek to preserve principal by mitigating the two types of risk, credit

risk and market risk.

Credit risk, the risk of loss due to failure of the issuer of a security, shall be mitigated by investing in
only permitted investments and by diversifying the investment portfolio according to this Annual

Investment Policy.

Market risk, the risk of market value fluctuations due to overall changes in the general level of interest
rates, shall be mitigated by matching maturity dates, to the extent possible, with Kern Health Systems'
expected cash flow draws. It is explicitly recognized herein, however that, in a diversified portfolio,
occasional losses are inevitable and must be considered within the context of the overall investment

return,

IIL PRUDENCE
Kern Health Systems’ Board of Directors or persons authorized to make investment decisions on

behalf of Kern Health Systems are trustees and fiduciaries subject to the prudent investor standard.
The standard of prudence to be used by investment officials shall be the "prudent person” standard as
defined in Code Section 53600.3 and shall be applied in the context of managing an overall portfolio.
Investment officers acting in accordance with written procedures and the Annual Investment Policy
and exercising due diligence shall be relieved of personal responsibility for an individual security's
credit risk or market price changes, provided deviations from expectations are reported in a timely
fashion and appropriate action is taken to control developments.

THE PRUDENT PERSON STANDARD: When investing, reinvesting, purchasing, acquiring,
exchanging, selling, or managing public funds, a trustee shall act with care, skill, prudence, and
diligence under the circumstances then prevailing, including but not limited to, the general economic
conditions and the anticipated needs of Kern Health Systems, that a prudent person acting in a like
capacity and familiarity with those matters would use in the conduct of funds of a like character and
with like aims, to safeguard the principal and maintain the liquidity needs of the agency.

Ketn Health Systems
Policy 80.11-I Investment Policy
Revised: 04/2015
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V.

ETHICS AND CONFLICTS OF INTEREST
Kern Health Systems’ officers and employees involved in the investment process shall refrain from

personal and professional business activities that could conflict with the proper execution of the
investment program, or which could impair their ability to make impartial investment decisions.
Kern Health Systems’ officers and employees involved in the investment process are not permitted to
have any material financial interests in financial institutions, including state or federal credit unions,
that conduct business with Kern Health Systems, and they are not permitted to have any personal
financial or investment holdings that could be materially related to the performance of Kern Health

Systems’ investments.

DELEGATION OF AUTHORITY
Authority to manage Kern Health Systems” investment program is derived from an order of the Board

of Directors. Management responsibility for the investment program is hereby delegated to Kern
Health Systems’ Chief Financial Officer. No person may engage in an investment transaction except
as provided under the terms of this Annual Investment Policy and the procedures established by the

Chief Financial Officer.

The Chief Financial Officer shall be responsible for all actions undertaken and shall establish a system
of controls to regulate the activities of subordinate officials.

A. Financial Benchmarks
Kern Health Systems’ portfolios shall be designed to attain a market-average rate of return through

economic cycles given an acceptable level of risk. The performance benchmark for each
investment portfolio will be based upon the market indices for short-term investments of
comparable risk and duration. These performance benchmarks will be agreed to by Kern Health
Systems® Chief Financial Officer and the Investment Managers and will be reviewed by the Board

of Directors quarterly.

B. Safekeeping
The investments purchased by the Investment Manager shall be held by Custodian Bank acting as

the agent of Kern Health Systems under the terms of a custody agreement in compliance with
Code Section 53608.

C. Periodic Review of the Annual Investment Policy
The Chief Financial Officer is responsible for providing the Board of Directors with a statement of.

investment policy, and the Board of Directors is responsible for adopting the Annual Investment
Policy and ensuring investments are made in compliance with this Annual Investment Policy. This
Annual Investment Policy shall be reviewed annually by the Board of Directors at a public
meeting pursuant to Section 53646 (a) of the California Government Code.

The Chief Financial Officer is responsible for directing Kern Health Systems’ investment program
and for compliance with this policy pursuant to the delegation of authority to invest funds or to sell
or exchange securities. The Chief Financial Officer shall make a quartetly report to the Board of

Directors in accordance with Code Section 53646(b).

Kern Health Systems

Policy 80.11-I [nvestment Policy

Revised: 04/2015
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D. Chief Financial Officer’s Procedures
The following procedures will be performed by the Chief Financial Officer:

1. The Operating Funds and Board-Designated Reserve Funds targeted average maturities will be
established and reviewed periodically.

2. All Investment Managers will be provided a copy of the Annual Investment Policy, which will
be appended to an Investment Manager's investment contract. Any investments made by the
Investment Manager outside the Annual Investment Policy may subject the Imvestment

Manager to termination for cause.

3. Investment diversification and portfolio performance will be reviewed monthly to ensure that
risk levels and returns are reasonable and that investments are diversified in accordance with

this policy.

4. The Chief Financial Officer will evaluate candidates for the role of Investment Manager. The
candidates will be reviewed and approved by the CEO and the Board of Directors.

E. Duties and Responsibilities of Finance Committee:
The Chief Financial Officer and staff are responsible for the day-to-day management of Kern
Health Systems’ investment portfolio and the making of specific investments. The Board of
Directors is responsible for Kern Health Systems’ Annual Investment Policy. The Finance
Committee shall not make or direct Kern Health Systems staff to make any particular investment,
purchase any particular investment product, or do business with any particular investment
companies or brokers. It shall not be the purpose of the Finance Committee to advise on
particular investment decisions of Kern Health Systems.

The duties and responsibilities of the Finance Committee shall consist of the following:

1. Annually review Kern Health Systems’ Annual Investment Policy before its consideration
by the Board of Directors and recommend revisions, as necessary, to the Finance

Committee of the Board of Directors.

2. Quarterly review Kern Health Systems® investment portfolio for conformance with Kern

Health Systems’ Annual Investment Policy diversification and maturity guidelines; and -~

make recommendations to the Finance Committee of the Board of Directors as
appropriate.

3. Provide comments to Kern Health Systems’ staff regarding potential investments and
potential investment strategies.

4. Perform such additional duties and responsibilities as may be required from time to time by
specific action and direction of the Board of Directors.

Kern Health Systems
Policy 80.11-I Investment Policy
Revised: 04/2015
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VI. DEFINITIONS
A Operating Funds are intended to serve as a money market account for Kern Health Systems to

meet daily operating requirements. Deposits to this fund are comprised of State warrants that
represent Kern Health Systems’ monthly capitation revenues from its State contracts.
Disbursements from this fund to Kern Health Systems’ operating cash accounts are intended to
meet operating expenses, payments to providers and other payments required in day-to-day

operations.

VII PERMITTED INVESTMENTS
Kern Health Systems’ policy is to invest only in instruments as permitted by the Code, subject to the

limitations of this Annual Investment Policy. Permitted investments are subject to a maximum stated
term of five years. The Board of Directors must grant express written authority to make an
investment or to establish an investment program of a longer term.

Maturity shall mean the stated final maturity of the security, or the unconditional put option date if the
security contains such provision. Term or tenure shall mean the remaining time to maturity when

purchased.
Permitted investments shall include:

A. U.S. Treasuries

These investments are direct obligations of the United States of America and securities which are
fully and unconditionally guaranteed as to the timely payment of principal and interest by the full
faith and credit of the United States of America.

U.S. Government securities include:

1. Treasury Bills: U.S. government Securities issued and traded at a discount.

2. Treasury Notes and Bonds: Interest bearing debt obligations of the U.S. government which
guarantees interest and principal payments.

3. Treasury STRIPS: U.S. Treasury securities that have been separated into their component
parts of principal and interest payments and recorded as such in the Federal Reserve

book-entry record-keeping system,

4. Treasury Inflation Protected (TIPs) securities: Special Treasury notes or bonds that offer
protection from inflation. Coupon payments and underlying principal are automatically
increased to compensate for inflation as measured by the consumer price index (CPI).

U. S. Treasury coupon and principal STRIPS as well as TIPs are not considered to be
derivatives for the purpose of this Annual Investment Policy and are, therefore, permitted
investments pursuant to the Annual Investment Policy.

Maximum term: Five Years

Kern Health Systems
Policy 80.11-I Investment Policy
Revised: 04/2015
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B. Federal Agencies and U.S. Government Sponsored Enterprises

These investments represent obligations, participations, or other instruments of, or issued by, a
federal agency or a United States government sponsored enterprise, including those issued by, or
fully guaranteed as to principal and interest by, the issuers. These are U.S. Govermment related
organizations, the largest of which are government financial intermediaries assisting specific
credit markets (housing, agriculture). Often simply referred to as "Agencies", the following are

specifically allowed:
Federal Home Loan Banks (FHLB)
Federal Home Loan Mortgage Corporation (FHLMC)
Federal National Mortgage Association (FNMA)
Federal Farm Credit Banks (FFCB)
Student Loan Marketing Association (SLMA)
Government National Mortgage Association (GNMA)
Small Business Administration (SBA)
Export-Import Bank of the United States

. U.S. Maritime Administration
10. Washington Metro Area Transit
11. U.S. Department of Housing & Urban Development
12. Tennessee Valley Authority
13. Federal Agricultural Mortgage Company (FAMC)

14. Temporary Liquidity Guarantee (TLG) Program securities
15. Temporary Corporate Credit Union Liquidity Guarantee Program (TCCULGP) securities

RO GOSN Ovmhl FntliS g,

Any Federal Agency and U.S. Government Sponsored Enterprise security not specifically
mentioned above is not a permitted investment.

C. State of California and Local Agency Obligations

Registered state warrants, treasury notes or bonds of the State of California and bonds, notes,
warrants or other evidences of indebtedness of any local agency of the State, including bonds
payable solely out of revenues from a revenue producing property owned, controlled, or operated
by the state or local agency or by a department, board, agency or authority of the State or local
agency. Such obligations must be issued by an entity whose general obligation debt is rated P-1
by Moody’s and A-1 by Standard & Poor’s or equivalent or better for short-term obligations, or A
by Moody’s or A by Standard & Poor’s or better for long-term debt. Public agency bonds issued
for private purposes (industrial development bonds) are specifically excluded as allowable

investments.

Maximum Term: Five years

D. State and Local Agency Obligations Outside of California

Registered state warrants, treasury notes or bonds of any U.S. State and bonds, notes, warrants or
other evidences of indebtedness of any local agency of the State, including bonds payable solely
out of revenues from a revenue producing property owned, controlled, or operated by the state
Such obligations must be issued by an entity whose general obligation debt is rated P-1 by

6

Kern Health Systems
Policy 80.11-I Investment Policy
Revised: 04/2015
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Moody’s and A-1 by Standard & Poor’s or equivalent or better for short-term obligations, or A by
Moady’s or A by Standard & Poor’s or better for long-term debt. Public agency bonds issued for
private purposes (industrial development bonds) are specifically excluded as allowable
investments, Any single investment in a particular State is limited to 5% of portfolio at time of

Purchase.

Maximum Term: Five years

Maximum of 20% of the portfolio

E. Bankers Acceptances

Time drafts which a bank "accepts" as its financial responsibility as part of a trade finance process.
These short-term notes are sold at a discount, and are obligations of the drawer (the bank's trade
finance client) as well as the bank. Once accepted, the bank is irrevocably obligated to pay the
bankers acceptance (BA) upon maturity if the drawer does not. Eligible bankers acceptances:

1. Are eligible for purchase by the Federal Reserve System, and are drawn on and accepted by a
bank rated F1 or better by Fitch Ratings or are rated A-l for short-term deposits by Standard
& Poor's and P-1 for short-term deposits by Moody's, or are comparably rated by a nationally

recognized rating agency.

2. May not exceed the five percent (5%) limit of any one commercial bank and may not exceed
the five percent limit for any security of any bank.

Maximum Term: 180 days

Commercial Paper

Commercial paper (CP) is unsecured promissory notes issued by companies and government
entities at a discount, Commercial paper is negotiable (marketable or transferable), although
it is typically held to maturity. The maximum maturity is 270 days, with most CP issued for
terms of less than 30 days. Commercial paper must meet the following criteria:

1. Rated P-1 by Moody's and A-1 or better by Standard & Poor's, and

2. Have an A or higher rating for the issuer’s debt, other than commercial paper, if any, as
provided for by Moody’s and Standard & Poor’s, and

3. Issued by corporations organized and operating within the United States and having
total assets in excess of five hundred million dollars ($500,000,000), and

4, May not represent more than ten percent (10%) of the outstanding commercial paper of
the issuing corporation.

Maximum Term: 270 days

Negotiable Certificates of Deposit

Kern Health Systems
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A negotiable (marketable or transferable) receipt for a time deposit at a bank or other financial
institution for a fixed time and interest rate. Negotiable Certificates of Deposit must be issued
by a nationally or state-chartered bank or state or federal association or by a state licensed
branch of a foreign bank, which have been rated F1 or beiter by Fitch Ratings, or are rated A-1
for short-term deposits by Standard & Poor's and P-1 for short-term deposits by Moody's, or
are comparably rated by a nationally recognized rating agency. Maturities greater than one
year and Jess than five years shall not exceed the FDIC Insurance maximum amount at the time

of purchase.

Maximum term: Five years

H. Repurchase Agreements

A purchase of securities under a simultaneous agreement to sell these securities back at a fixed
price on some future date.

Repurchase agreements collateralized by U. S. Treasuries, GNMAs, FNMAs or FHLLMCs with
any registered broker-dealer subject to the Securities Investors Protection Act or any
commercial banks insured by the FDIC so long as at the time of the investment such primary
dealer (or its parent) has an uninsured, unsecured and unguaranteed obligation rated P-1
short-term or A-2 long-term or better by Moody's, and A-1 short-term or A long-term or better

by Standard & Poor's, provided:

1. A broker-dealer master repurchase agreement signed by the investment manager (acting as
“Agent”) and approved by Kern Health Systems; and,

2. The securities are held free and clear of any lien by Kern Health Systems’ custodian or
an independent third party acting as agent ("Agent") for the custodian, and such third
party is (i) a Federal Reserve Bank, or (ii) a bank which is a member of the Federal
Deposit Insurance Corporation and which has combined capital, surplus and undivided
profits of not less than $50 million and the custodian shall have received written
confirmation from such third party that it holds such securities, free and clear of any
lien, as agent for Kern Health Systems’ custodian; and,

3. Aperfected first security interest under the Uniform Commercial Code, or book entry
procedures prescribed at 31 C.F.R. 306.1 et seq. or 31 C.F.R. 350.0 et seq. in such
securities is created for the benefit of Kern Health Systems’ custodian and Kern Health

Systems; and

4. The Agent provides Kern Health Systems’ custodian and Kern Health Systems with
valuation of the collateral securities no less frequently than weekly and will liquidate
the collateral securities if any deficiency in the required one hundred and two percent
(102%) collateral percentage is not restored within two business days of such

valuation.
Maximum Term: One year

Reverse repurchase agreements are not allowed.
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Corporate Debt Securities

Notes issued by corporations organized and operating within the United States or by
depository institutions licensed by the United States or any state and operating within the

United States.

1. For the purpose of this Annual Investment Policy, corporate securities that are rated A
or better by both Moody’s and Standard & Poot’s, or by one of either of Moody’s or
Standard & Poor’s and with a comparable rating by a nationally recognized rating

service on longer term debt, and

2. Are issued by corporations organized and operating within the United States or by
depository institutions licensed by the United States or any state and operating within
the United States and have total assets in excess of five hundred million dollars

($500,000,000), and

3 May not represent more than ten percent (10%) of the issue in the case of a specific
public offering. This limitation does not apply to debt that is "continuously offered"
in a mode similar to commercial paper, i.e. medium term notes ("MTNs"). Under no
circumstance can the MTNs or any other corporate security of any one corporate issuer

represent more than 5% of the portfolio.

Maximum Term: Five years
Money Market Funds

Shares of beneficial interest issued by diversified management companies (commonly called

money market funds):

1. Which are rated AAA (or equivalent highest ranking) by two of the three largest
nationally recognized rating services, and,

2. Such investment may not represent more than ten percent (10%) of the money market
fund's assets.

Mortgage or Asset-backed Securities

Pass-through securities are instruments by which the cash flow from the mortgages,
receivables or other assets underlying the security is passed-through as principal and interest
payments to the investor.

Though these securities may contain a third party guarantee, they are a package of assets being

sold by a trust, not a debt obligation of the sponsor. Other types of "backed" debt instruments
have assets (such as leases or consumer receivables) pledged to support the debt service.

Kern Health Systems
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Any mortgage pass-through security, collateralized mortgage obligations, mortgage-backed or
other pay-through bond, equipment lease-backed certificate, consumer receivable
pass-through certificate, or consumer receivable-backed bond which

1. Are rated AAA (Code AA) by a nationally recognized rating service, and

2. Are issued by an issuer having an A or better rating by a nationally recognized
rating service for its long-term debt.

Maximum Term: Operating Funds — Five years
I Variable and Floating Rate Securities

Variable and floating rate securities are appropriate investments when used to enhance yield
and reduce risk. They should have the same stability, liquidity and quality as traditional
money market securities. A variable rate security provides for the automatic establishment of a
new interest rate on set dates. For the purposes of this Annual Investment Policy, a Variable

Rate Security and Floating Rate Security where the rate of interest is readjusted no less
trequently than every 762 calendar days shall be deemed to have a maturity equal to the period
remaining until the next readjustment of the interest so long as the next readjustment period is

within 5 years.

Variable and floating rate securities, which are restricted to investments in permitted Federal
Agencies and U.S. Government Sponsored Enterprises securities, Corporate Securities,
Mortgage or Asset-backed Securities and Negotiable Certificates of Deposit, must utilize
traditional money market reset indices such as U. S, Treasury bills, Federal Funds, commercial
paper or LIBOR. Investments in floating rate securities whose reset is calculated using more
than one of the above indices are not permitted, i.e. dual index notes.

Maximum Term: Operating Funds — Five Years

M.  Local Agency Investment Fund (LAIF)

The Local Agency Investment Fund (LAIF) is a voluntary program created by statute (Section
16429.1 et seq.) as an investment alternative for California's local governments and special
districts managed by the State Treasurer. This program offers local agencies the opportunity to
participate in a major portfolio, which invests hundreds of millions of dollars, using the
investment expertise of the State Treasurer's Office investment staff at no additional cost to the
taxpayer. All securities are purchased under the authority of Government Code Section 16430
and 16480.4. The State Treasurer's Office takes delivery of all securities purchased on a
delivery versus payment basis using a third party custodian. All investments are purchased at
market and a market valuation is conducted monthly. The investment objective of LAIF
mirrors those of KHS’ with preservation of capital being the primary objective and liquidity
second. Any agency with funds on deposit with LAIF can withdraw those funds within 24

hours’ notice.

Maximum Term: Five Years

10
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VIII

POLICIES

A. Securities Lending

Investment securities shall not be lent to an Investment Manager or broker.

Leverage

The investment portfolio, or investment portfolios managed by an Investment Manager,
cannot be used as collateral to obtain additional investable funds.

Other Investments

Any investment not specifically referred to herein will be considered a prohibited

investment.

Underlying Nature of Investments

Kern Health Systems and its Investment Manager shall not make investments in organizations
which have a line of business that is visibly in conflict with the interests of public health
(which shall be defined by the Kern Health Systems Board of Directors). Furthermore, Kern
Health Systems shall not make investments in organizations with which it has a business
relationship through contracting, purchasing or other arrangements.

Kern Health Systems’ Board of Directors will provide the Investment Manager with a list of
corporations that do not comply with its Annual Investment Policy and shall immediately

notify its Investment Manager of any changes.
Investment Managers

Outside Investment Managers must certify that they will purchase securities from
broker/dealers (other than themselves) or financial institutions in compliance with Code

Section 53601.5 and this Annual Investment Policy.

Derivatives

Except as expressly permitted by this policy, investments in derivative securities are not

allowed.
Rating Category

Rating category shall mean with respect to any long-term category, all ratings designated by a
particular letter or combination of letters, without regard to any numerical modifier, plus or

minus sign or other modifier.

11
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H. Rating Downgrades

Kern Health Systems may from time to time be invested in a security whose rating is
downgraded below the quality criteria permitted by this investment policy.

If the rating of any security held as an investment falls below the investment guidelines, the
Investment Manager shall notify the Chief Financial Officer or designee within two (2)
business days of the downgrade. A decision to retain a downgraded security shall be
approved by the Chief Financial Officer or designee within five (5) business days of the

downgrade.

L Maximum Stated Term

Maximum stated term for permitted investments shall be determined based on the settlement
date (not the trade date) upon purchase of the security and the stated final maturity of the
security, or the unconditional put option date if the security contains such provision.

I Diversification Guidelines

Diversification limits ensure the portfolio is not unduly concentrated in the securities of one
type, industry, or entity, thereby assuring adequate portfolio liquidity should one sector or
company experience difficulties.

Kern Health Systems’ Investment Manager must review the portfolio it manages to ensure
compliance with Kern Health Systems’ diversification guidelines on an ongoing basis.

| MAXIMUM % OF PORTFOLIO AT
: “TIME OF PURCHASE

INSTRUMENTS _ A Bl ,

A. U.S. Treasuries (including U.S. Treasury 100%
Coupon and principal STRIPS as well as TIPs)

B. Federal Apgencies and U.S. Govemment 100%
Sponsored Enterprises

C. State of California and Local Agency 100%
Obligations

D. State and Local Agency Obligations Outside of 20%
California -

E. Bankers Acceptances 40%

F. Commercial Paper 25%

G. Negotiable Certificates of Deposit 30%

H. Repurchase Agreements 100%

1. Corporate Securities 30%

12
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MAXIMUM % OF PORTFOLIO AT
TIME OF PURCHASE
INSTRUMENTS
J. Money Market Funds 20%
K. Mortgage and Asset-backed Securities 20%
L. Variable and Floating Rate Securities 30%
M. Local Agency Investment Fund (LAIF) 50%

Issuer/Counterparty Diversification Guidelines — The percentages specified below shall
be adhered to on the basis of the entire portfolio:

i. Any one Federal Agency or Government Sponsored Enterprise 35%

ii. Any one repurchase agreement counterparty name

If maturity/term is < 7 days 50%

If maturity/term is > 7 days 25%

b. Issuer/Counterparty Diversification Guidelines for All Other Securities described in
Subsections A-K in VII. Permitted Investments of this Annual Investment Policy.
Any one corporation, bank, local agency, or other corporate name for one or more
series of securities, and specifically with respect to special purpose vehicles issuers
for mortgage and asset-backed securities, the maximum. applies to all such securities

backed by the same type of assets of the same issuer. 5%

Negotiable Certificates of Deposit with maturities greater than one year and less than
five years shall not exceed the FDIC Insurance maximum amount at the time of

purchase.

Each Investment Advisor shall adhere to the diversification limits discussed in this
section. If one Investment Advisor exceeds the aforementioned diversification
limits, the Investment Advisor shall inform the Kern Health Systems Chief Financial
Officer and second Investment Advisor (if any) by close of business on the day of the
occurrence. Within the parameters authorized by the Government code, the
Committee recognizes the practicalities of portfolio management, securities maturing,
and changing status, and market volatility, and, as such, will consider breaches in:

i The context of the amount in relation to the total portfolio concentration;
ii. Market and security specific conditions contributing to a breach in policy; and
fii.  Themanagers’ actions to enforce the spirit of the policy and decisions made in

the best interest of the portfolio.

13
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REFERENCE:

Revision 2016-01: Minor revision to correct acronym in §VIII Policies, item M.  CFO request that policy goes to Board of
Directors in February. Revision 2015-04: Item “M” Local Agency Investment Fund (LAIF) added to Section VII
Permitted Investments as approved by KHS Board of Directors at April 2015 meeting. Revision 2014-08:  Policy
revised by Controller to allow for non-California municipal investments as approved by KHS Board of Directors,
Revision 2010-11: Policy revised to conform to government code requirements. The Board of Dircctors approved

current policy on October 14, 2010.
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KERN HEALTH SYSTEMS
2017 INVESTMENT ANALYSIS

December 31, 2017 Balance
Average Monthly Balance

Tatal Dividend/Revenue (YTD)

Percentage

Attachment 2

Wells Fargo

UEs LK Securities
71,168,856 64,858,065 106,942,633
70,056,753 64,621,650 135,493,042

1,492,289 643,817 1,281,588
2.13% 1.00% 0.95%
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KERN HEALTH
SYSTEMS

To: KHS Finance Committee
From: Robert Landis, CFO
Date: February 2, 2018

Re: 2017 Annual Report for Travel

Background

Kern Health Systems Employee Travel and Expense Reimbursement Policy requires an annual report
(attached) to be submitted to the KHS Board of Directors.

Discussion
KHS encourages employees to attend conferences and seminars to:
1. Obtain updated information on key issues that they are concerned about.

2. Interact with other health plans that may be experiencing similar issues and problems and to solve
those issues together.

3. Have issues addressed on a specific topic by recognized experts who are up to date with the latest
developments in the field.

4. Evaluate the latest technologies that can potentially help make KHS more efficient.

5. Learn about facts and statistics that will help employees better understand the changing dynamics
in the healthcare industry.

During 2017 $109,771.09 was spent on employee travel, which was approximately $10,000 more than the
prior year. The majority of this amount relates to the increased need of the Information Technology
Department to attend vendor conferences. KHS has increased its footprint in large commercial systems
such as ZeOmega, TriZetto and Healthx. Attendance at vendor conferences provides KHS with insights
into the systems current functionality, a better understanding of the software product roadmaps, and the
ability to network with peer health plans that use the products. The Information Technology Department
will continue to leverage these conferences in order to maximize the positive impact on the operations of
the plan.

Requested Action

Receive and file for informational purposes only.
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Proposed administrative contract over $100,000, February 12, 2018.

1. Operational Agreement with Level 3/Century Link

a. Recommended Action
Approve; Authorize Chief Executive Officer to Sign

b. Contact
Richard Pruitt, Chief Information Officer

c. Background
KHS currently maintains Internet and Phone services with Level
3/Century Link and Spectrum. Internet connectivity is utilized for a
variety of reasons to include: Claims, Processing and Payment,
Medical Referral Authorization Processing, State Reporting,
Provider Communication, Provider Web Portal, and Email
communications. KHS utilizes telephone services for its voice, fax,
800 services and long distance communication with members,
providers, and vendors.

d. Discussion
Level 3/Century Link will provide Internet and Telephone services
for KHS office located at 9700 Stockdale Highway for a one year
term.

e. Fiscal Impact
Not to exceed $112,843.20 per one year.

f. Risk Assessment

Without phone or internet services Kern Health Systems would be
unable to communicate with members, providers and vendors which

would cause an interruption with its abilities to provide services.
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g. Attachments
An Agreement at a Glance form and the quote are attached.

h. Reviewed by Chief Compliance Officer and/or Legal Counsel

This contract is pending Legal review.
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ﬂ Contract
m | Purchase
KERN HEALTH
SYSTEMS

AGREEMENT AT A GLANCE

Department Name: IT Department Head: Richard M. Pruitt
Contract Vendor: Level 3/Century Link

Vendor contact Name & e-mail: Garrett Paquin, garrett.paquin@centurylink.com

What services will this vendor provide to KHS? Level 3/Century Link will provide Internet and Telephone
services for the KHS office located at 9700 Stockdale Highway. Bakersfield, CA 93311 for a (1) year term.

~ Deseriy

= P L NI T ="l e SO N
cription of Contract
Background: KHS currently maintains Internet and Phone services with
Level 3/Century Link and Spectrum. Internet connectivity is utilized for
a variety of reasons to include: Claims. Processing and Payment,
Medical Referral Authorization Processing, State Reporting, Provider
Communications, Provider Web Portal. and Email communications.
KHS utilizes telephone services for its voice, fax, 800 services and long
distance communication with members. providers. and vendors.

K

& n 1 |
Type of Agreement: Other

[_] Establish a new agreement

Previous Agreement No. or Amendment No.
[] Amendment Date Agreement Began
N e Brief Explanation Level 3/Century Link will provide Internet and
N/
S e @ e i Gt Telephone services for KHS office located at 9700 Stockdale Highway

for a (1) one vear term.

] Replacement

[C] Addendum
[C] Retroactive Agreement

Reason for delay in approval:
Retroactive Date

B4 Summary of Quotes and/or Bids attached. Pursuant to KHS Policy #8.11-1, KHS will secure competitive quotes and bids to obtain the
maximum value from the expenditures. Electronic (e-mail/fax) solicitation may be used for purchases of up to Fifty Thousand Dollars or more if not
budgeted (850,000.00) and One Hundred Thousand Dollars or more if budgeted ($100,000.00) but must be documented on the RFQ form
(Attachment A). Actual bid, sole or single source justification and/or cost price analysis documents are required for purchases over Fifty Thousand
Dollars or more if not budgeted (850,000.00) and One Hundred Thousand Dollars or more if budgeted (8100,000.00). Reguest for Proposal (RFP)
shall be used to solicit bids for professional services over Fifty Thousand Dollars (850,000). Lowest bid price not accepted must be fully explained
and justified in writing. All bids will be treated as a not to exceed amount with “change orders” used to track any changes. )

Brief vendor selection justification:
[_] Sole source — no competitive process can be performed.

Brief reason for sole source:

[J Conflict of Interest Form is required for this Contract

I:l HIPAA Business Associate Agreement is required for this Contract
| Fiscal Impact

Form updated 11/28/16
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KHS Governing Board previously approved this expense in KHS® FY 2018 Administrative Budget [ ] NO XYES

Budgeted Cost Center 225
Will this require additional funds?

GL# 5540.5541,5542,5547

XINO [IYES

Maximum cost of this agreement not to exceed: $112.843.20 per year

Notes: Estimated monthly cost $9.403.60

Effective date:  2/14/18

Termination date: 2/13/19

Explain extension provisions, termination conditions and required notice:

ontract Owner:

Om==

. Purchasing:

Department Head

L/14/1¢

Date

Reviewed as to Budget:

Rt s

Chief Financial Officer or Controller

1[:&!13

Date

Compliance Review:

Chief Compliance Officer

Date

Lz

Director rocurement

V(Allg
Date &

Reco ded b xecutive Committee:

A A A
Committee Chairman

\ l"z,zﬁ‘kg

Date

Legal Review:

Legal Counsel

Date

Chief Executive Officer Approval:

Chief Executive Officer

Date

Board of Directors approval is required on all contracts over $50,000 if not budgeted and $100,000 if budgeted.

KHS Board Chairman

Date

Form updated 11/28/16
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Kern Health Systems

9700 Stockdale Highway, Bakersfield CA 93311
Enterprise SIP Trunking 100 Call Paths

SIP Transport 100 Mbps

Individual Telephone Numbers (1020)

Enterprise Shared Long Distance

Auto Reroute

Custom LD BOB (90,000 minutes)

NLAN 400 Mbps (premium)
NLAN Transport 1 Gbps

Internet Access 100 Mbps
Internet Transport 100 Mbps

Virtual Access Lines (Remote Call Forwarding)
Remote Call Forwarding (additional paths 4)
Enterprise Shared Long Distance

Location Total:
Taxes, Fees, Surcharges

Total:

Note: Estimated cost, taxes,fees & surcharges are estimated charges

KHS Finance Committee Meeting, February 2, 2018

Monthly Fee: Term 12 Mo

$ 1,532
$ 276
$ 168
$ 5
$ 40
$ 3,240
$ 869
$ 400
$ 1,200
$ 485
$ 12
$ 48
S 5
$ 8,280
$1,123.60
$9,403.60

Level (3)

Communications
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KERN HEALTH
SYSTEMS

To: KHS Finance Committee
From: Robert Landis, CFO
Date: February 2, 2018

Re: November 2017 Financial Results

The November results reflect a $30,472 Net Increase in Net Position which is a $78,770 unfavorable variance
to the budget. Listed below are the major variances for the month:

1) Total Revenues reflect a $ 5.4 million favorable variance primarily due to:

A) $.9 million unfavorable variance relating to Family and Other primarily due to lower than expected
enrollment ($.7 million), a lower than expected budgeted rate increase from the State effective July 1,
2017 ($.8 million) and higher than expected Maternity revenue ($.6 Million).

B) $.7 million favorable variance relating to Expansion primarily due to lower than expected enroliment
($.1 million), an a lower than expected budgeted rate decrease from the State effective July 1, 2017
($.6 million) and higher than expected HEP C revenue ($.1 million).

C) $.7 million favorable variance in Reinsurance Recoveries due to higher than expected reinsurance
amounts received.

D) $2.5 million favorable variance in COB/Subrogation due to higher than expected claim payments
where KHS is not primary.

E) $2.1 million favorable variance relating to Rate/Income Adjustment primarily due to 2016
reinsurance recoveries (.6 million) and payments relating to Expansion membership for prior years
($1.5 million) offset by items included in 2E below.
2) Total Medical Costs reflect a $5.6 million unfavorable variance primarily due to:

A) $2.3 million unfavorable variance in Physician Services primarily due to higher than expected
utilization of Referral Specialty Services.

B) $3.1 million unfavorable variance in Inpatient primarily due to higher than expected utilization for
Family and Other and SPD members.

C) $1.4 million unfavorable variance in Outpatient Hospital primarily due to higher than expected
utilization for Family and Other and SPD members.

D) $.8 million favorable variance in Pharmacy primarily due to lower than expected HEP-C utilization
E) $.4 million favorable variance in IBNR, Incentive, Paid Claims Adjustment primarily due to a
favorable prior year PAP adjustment ($1. 8 million), an unfavorable prior year IBNR adjustment (.6

million) and the accrual of expenses associated with the favorable Expansion Rate Income
Adjustment mentioned in 1E above ($.8 million).
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The November Medical Loss Ratio is 94.2% which is unfavorable to the 92.9% budgeted amount. The
November Administrative Expense Ratio is 5.7% which is favorable to the 6.0% budgeted amount.

The results for the 11 months ended November 30, 2017 reflects a Net Increase in Net Position of
$22,216,666. This is a $14,992,258 favorable variance to budget and includes approximately $10.3 million of
favorable adjustments from the prior year. The year-to-date Medical Loss Ratio is 91.9% which is favorable
to the 92.1% budgeted amount. The year-to-date Administrative Expense Ratio is 4.8% which is favorable to
the 5.8% budgeted amount.
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Kern Health Systems
Financial Packet

November 2017

KHS — Medi-Cal Line of Business

Comparative Statement of Net Position Page 1
Statement of Revenue, Expenses, and Changes in Net Position Page 2
Statement of Revenue, Expenses, and Changes in Net Position - PMPM Page 3
Statement of Revenue, Expenses, and Changes in Net Position by Month Page 4
Statement of Revenue, Expenses, and Changes in Net Position by Month - PMPM Page 5
Schedule of Revenues Page 6
Schedule of Medical Costs Page 7
Schedule of Medical Costs - PMPM Page 8
Schedule of Medical Costs by Month Page 9
Schedule of Medical Costs by Month — PMPM Page 10
Schedule of Administrative Expenses by Department Page 11
Schedule of Administrative Expenses by Department by Month Page 12

KHS Group Health Plan — Healthy Families Line of Business

Comparative Statement of Net Position Page 13
Statement of Revenue, Expenses, and Changes in Net Position Page 14

KHS Administrative Analysis and Other Reporting

Monthly Member Count Page 15
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KERN HEALTH SYSTEMS
MEDI-CAL
STATEMENT OF NET POSITION
AS OF NOVEMBER 30, 2017
ASSETS NOVEMBER 2017 | OCTOBER 2017 | INC(DEC) |
CURRENT ASSETS:
Cash and Cash Equivalents $ 82,573,360 | § 95,950,874 | § (13,377,514)
Short-Term Investments 170,126,739 219,131,533 (49,004,794)
Pass-through Monies Held for Future Payment 3,898,765 3,893,144 5,621
Premiums Receivable - Net 58,652,907 - 58,652,907
Interest Receivable 376,001 193,632 182,369
Other Receivables 2,039,928 601,916 1,438,012
Prepaid Expenses & Other Current Assets 846,127 956,305 (110,178)
Total Current Assets $ 318,513,827 | $ 320,727,404 | $ (2,213,577)
[ RESTRICTED ASSETS IE 300,000 | $ 300,000 | § -
CAPITAL ASSETS - NET OF ACCUM DEPRE:
Land 4,876,562 4,876,562 -
Furniture and Equipment 6,637,920 6,635,354 2,566
Automobile - Net 18,190 18,582 (392)
Building and Building Improvements - Net 6,685,820 6,713,676 (27,856)
Capital Projects in Process 8,759,917 8,764,712 (4,795)
Total Capital Assets $ 26,978,409 | $ 27,008,886 | $ (30,477)
LONG TERM ASSETS:
Officer Life Insurance Receivables 774,526 774,526 -
Total Long Term Assets $ 774,526 | $ 774,526 | $ -
[ DEFERRED OUTFLOWS OF RESOURCES B 4,540,339 | § 4,540,339 | § - |
[TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES | § 351,107,101 [ § 353,351,155 [ $  (2,244,054)]
LIABILITIES AND NET POSITION
CURRENT LIABILITIES:
Accounts Payable $ 24212 | $ 39,997 (15,785)
Accrued Salaries and Employee Benefits 2,685,501 2,447,988 237,513
Accrued Other Operating Expenses 1,331,801 1,695,260 (363,459)
Accrued Taxes and Licenses 15,162,152 7,511,898 7,650,254
Other Medical Liabilities - Nonoperating Passthrough 3,898,765 3,893,144 5,621
DHCS Payable - Net - 2,801,774 (2,801,774)
Claims Payable (Reported) 12,457,107 19,672,499 (7,215,392)
IBNR - Inpatient Claims 31,155,081 31,456,842 (301,761)
IBNR - Physician Claims 14,756,407 12,712,786 2,043,621
IBNR - Accrued Other Medical 22,740,352 21,676,863 1,063,489
Risk Pool and Withholds Payable 2,140,535 4,673,826 (2,533,291)
Statutory Allowance for Claims Processing Expense 1,926,674 1,926,674 -
Other Liabilities 43,036,350 43,079,912 (43,562)
Total Current Liabilities $ 151,314,937 | § 153,589,463 | $ (2,274,526)
NONCURRENT LIABILITIES:
Net Pension Liability 4,519,591 4,519,591 -
TOTAL NONCURRENT LIABILITIES $ 4,519,591 | § 4,519,591 | $ -
DEFERRED INFLOWS OF RESOURCES B 1,840,334 | § 1,840,334 | § -
NET POSITION:
Net Position - Beg. of Year 171,215,573 171,215,573 .
Increase (Decrease) in Net Position - Current Year 22,216,666 22,186,194 30,472
Total Net Position $ 193,432,239 | $ 193,401,767 | § 30,472
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET POSITION | § 351,107,101 | § 353,351,155 | $ (2,244,054)

KHS1/25/2018
Management Use Only
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KERN HEALTH SYSTEMS
MEDI-CAL - ALL COA
STATEMENT OF REVENUE, EXPENSES, AND
CURRENT MONTH MEMBERS CHANGES IN NET POSITION YEAR-TO-DATE MEMBER MONTHS
ACTUAL | BUDGET | VARIANCE FOR THE MONTH ENDED NOVEMBER 30, 2017 ACTUAL | BUDGET [ VARIANCE
ENROLLMENT
163,154 168,500 (5,346) Family Members 1,799,630 1,820,500 (20,870)
56,304 56,500 (196) Expansion Members 626,826 610,500 16,326
14,282 14,000 282 SPD Members 151,883 151,250 633
5,694 4,250 1,444 Other Members 58,064 45,375 12,689
7,858 7,250 608 Kaiser Members 84,115 78,375 5,740
247,292 250,500 (3,208) Total Members-MCAL 2,720,518 2,706,000 14,518
REVENUES

21,430,630 | 22,377,391 (946,761) Title XIX - Medicaid - Family and Other 233,630,589 | 239,680,303 | (6,049,714)

20,222,674 | 19,499,358 723,316 Title XIX - Medicaid - Expansion Members 229,629,827 | 219,696,322 9,933,505

10,859,865 | 10,856,493 3372 Title XIX - Medicaid - SPD Members 113,568,655 | 116,124,467 |  (2,555,812)
7,628,229 7,329,123 299,107 Premium - MCO Tax 83,312,982 [ 79,170,341 4,142,641

268,899 157,477 111,422 Interest /Dividends 3,015,926 1,701,087 1,314,839
781,756 107,030 674,726 Reinsurance Recoveries 906,570 1,156,155 (249,585)

5,324,912 2,871,169 2,453,743 COB/Subrogation Collections 42,598,327 | 31,013,342 | 11,584,985

2,128,785 - 2,128,785 Rate/Income Adjustments 14,889,250 - 14,889,250
(20,460) - (20,460) Other Income (Expense) (229,735) - (229,735)

68,625,290 || 63,198,041 5,427,249 TOTAL REVENUES 721,322,391 || 688,542,017 || 32,780,374

EXPENSES
Medical Costs:

14,607,980 | 12,272,546 | (2,335434) Physician Services 150,471,975 | 132,577,292 | (17,894,683)
3,065,669 2,698,507 (367,162) Other Professional Services 30,472,383 29,228,416 (1,243,967)
5,095,039 4,782,256 (312,783) Emergency Room 49,510,568 | 51,660,460 2,149,892

16,815,315 | 13,743334 | (3,071,981) Inpatient 158,698,246 | 148,471,787 | (10,226.459)

105,845 107,030 1,185 Reinsurance Expense 1,158,217 1,156,155 (2,062)

7,151,522 5,713,113 | (1,438,409) OQutpatient Hospital 66,091,508 | 61,719,129 |  (4,372,379)

1,797,103 2,561,170 764,067 Other Medical 23,863,602 | 27,738,528 3,874,926

8,669,446 9,472,801 803,355 Pharmacy 95,166,017 | 102,338,996 7,172,979
562,670 571,638 8,968 Pay for Performance Quality Incentive 6,197,547 6,174,919 (22,628)

(382,239) - 382,239 IBNR, Incentive, Paid Claims Adjustment 4,608,453 -] (4,608,453)
57,488,350 | 51,922,393 |  (5,565,957) Total Medical Costs 586,238,516 | 561,065,682 | (25,172,834)
11,136,940 | 11,275,648 (138,708) GROSS MARGIN 135,083,875 || 127,476,335 7,607,540

Administrative:

1,897,938 1,939,485 41,547 Compensation 19,756,231 | 21,332,197 1,575,966
952,528 543,320 (409,208) Purchased Services 5,047,725 6,204,107 1,156,382
160,257 147,166 (13,091) Supplies 1,145,656 1,631,796 486,140
445,572 707,313 261,741 Other Administrative Expenses 4,356,572 6,413,486 2,056,914

3,456,295 3,337,283 (119,012) Total Administrative Expenses 30,306,184 35,581,385 5,275,401

[ 60,944,645 ][ 55,259,676 |  (5,684,969)] TOTAL EXPENSES [ 616,544,700 || 596,647,268 |[ (19,897,432)|)
Il 7,680,645 7,938,365 || (257,720 OPERATING INCOME (L.OSS) BEFORE TAX [ 104,777,691 | 91,894,750 | 12,882,942 |
[ 7650073 7,329,123 (321,051)] MCO TAX I 81,817,205 | 79,170,341 | (2.646.864)
Il 30,472 | 609,242 [ (578,770)] OPERATING INCOME (LOSS) NET OF TAX [ 22,960,486 || 12,724,408 | 10,236,078 ||
NONOPERATING REVENUE (EXPENSES)
- - - Reserve Fund Projects/Community Grants (81,112) - (81,112)
3 (500,000) 500,000 Health Home (662,708)|  (5,500,000)] 4,837,292
5 (500,000) 500,000 | TOTAL NONOPERATING REVENUES (EXPENSES) (743,820 (5,500,000) 4,756,180
( 30,472 | 109,242 | (78,770)]  NET INCREASE (DECREASE) INNET POSITION || 22,216,666 || 7,224,408 || 14,992,258 |
( 94.2%|| 92.9%|| -1.3%|| MEDICAL LOSS RATIO I 91.9%| 92.1%| 0.2%]|
I 5.7%]| 6.0%|| 0.3%|| ADMINISTRATIVE EXPENSE RATIO I 4.8%]| 5.8%| 1.1%|
KHS1/25/2018
Management Use Only Page 2
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KERN HEALTH SYSTEMS
MEDI-CAL
STATEMENT OF REVENUE, EXPENSES, AND
CURRENT MONTH CHANGES IN NET POSITION - PMPM YEAR-TO-DATE
ACTUAL ‘ BUDGET | VARIANCE FOR THE MONTH ENDED NOVEMBER 30, 2017 ACTUAL | BUDGET | VARIANCE
ENROLLMENT
163,154 168,500 (5,346) Family Members 1,799,630 1,820,500 (20,870)
56,304 56,500 (196) Expansion Members 626,826 610,500 16,326
14,282 14,000 282 SPD Members 151,883 151,250 633
5,694 4,250 1,444 Other Members 58,064 45,375 12,689
7,858 7,250 608 Kaiser Members 84,115 78,375 5,740
247,292 250,500 (3,208) Total Members-MCAL 2,720,518 2,706,000 14,518
REVENUES
126.92 129.54 (2.61) Title XIX - Medicaid - Family and Other 125.76 128.45 (2.69)
359.17 345.12 14.05 Title XIX - Medicaid - Expansion Members 366.34 359.86 6.47
760.39 775.46 (15.08) Title XIX - Medicaid - SPD Members 747.74 767.77 (20.03)
31.86 30.13 1.73 Premium - MCO Tax 31.60 30.13 1.47
1.12 0.65 0.48 Interest /Dividends 1.14 0.65 0.50
3.27 0.44 2.83 Reinsurance Recoveries 0.34 0.44 (0.10)
22.24 11.80 10.44 COB/Subrogation Collections 16.16 11.80 4.35
8.89 0.00 8.89 Rate/Income Adjustments 5.65 0.00 5.65
(0.09) 0.00 (0.09) Other Income (Expense) (0.09) 0.00 (0.09)
286.601 259.81 26.81 TOTAL REVENUES 273.60 262.04 11.56
EXPENSES
Medical Costs:
61.01 50.45 (10.56) Physician Services 57.07 50.46 (6.62)
12.80 11.09 (1.71) Other Professional Services 11.56 11.12 (0.43)
21.28 19.66 (1.62) Emergency Room 18.78 19.66 0.88
70.23 56.50 (13.73) Inpatient 60.19 56.50 (3.69)
0.44 0.44 (0.00) Reinsurance Expense 0.44 0.44 0.00
29.87 23.49 (6.38) Qutpatient Hospital 25.07 23.49 (1.58)
7.51 10.53 3.02 Other Medical 9.05 10.56 1.50
36.21 38.94 2.73 Pharmacy 36.10 38.95 2.85
2.35 2.35 (0.00) Pay for Performance Quality Incentive 2.35 2.35 (0.00)
(1.60) 0.00 1.60 IBNR, Incentive, Paid Claims Adjustment 1.75 0.00 (1.75)
240.10 213.45 (26.65) Total Medical Costs 222.36 213.53 (8.84)
46.51 46.35 0.16 GROSS MARGIN 51.24 48.51 2.72
Administrative:
7.93 7.97 0.05 Compensation 7.49 8.12 0.62
3.98 2.23 (1.74) Purchased Services 191 2.36 0.45
0.67 0.61 (0.06) Supplies 0.43 0.62 0.19
1.86 2.91 1.05 Other Administrative Expenses 1.65 2.44 0.79
14.44 13.72 (0.72) Total Administrative Expenses 11.50 13.54 2.05
( 254.54 | 227.17 || (27.36)] TOTAL EXPENSES Il 233.86 | 227.07 || (6.79)
(l 32.08 || 32.63 | (0.56)]] OPERATING INCOME (LOSS) BEFORE TAX I 39.74 | 34.97 | 4.77 |
( 31.95 || 30.13 || (1.82)] MCO TAX Il 31.03 || 30.13 || (0.90)]
I 0.13 | 2.50 || (2.38)] OPERATING INCOME (LOSS) NET OF TAX I 8.71 | 4.84 | 3.87 |
NONOPERATING REVENUE (EXPENSES)
0.00 0.00 0.00 Reserve Fund Projects/Community Grants (0.03) 0.00 0.03
0.00 (2.06) (2.06) Health Home 0.24 (22.61) (22.85)
0.00 (2.06) (2.06)] TOTAL NONOPERATING REVENUES (EXPENSES) 0.21 (22.61) (22.82)
( 0.13 0.45 (0.32)]  NET INCREASE (DECREASE) IN NET POSITION | 8.43 | 2.75 | 5.68 ||
(l 94.2%| 92.9%]| -1.3%| MEDICAL LOSS RATIO I 91.9%| 92.1%|| 0.2%||
( 5.7%)|| 6.0%]| 0.3%] ADMINISTRATIVE EXPENSE RATIO I 4.8%| 5.8%| 1.1%)||
KHS1/25/2018
Management Use Only Page 3
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KERN HEALTH SYSTEMS
GROUP HEALTH PLAN - HFAM
BALANCE SHEET STATEMENT

AS OF NOVEMBER 30, 2017

ASSETS NOVEMBER 2017 OCTOBER 2017 INC(DEC)
CURRENT ASSETS:
Cash and Cash Equivalents $ 1,440,050 | $ 1,440,050 =
Interest Receivable 2,500 1,250 1,250
Prepaid Expenses & Other Current Assets 834 1,667 (833)
TOTAL CURRENT ASSETS $ 1,443,384 | $ 1,442,967 | § 417
LIABILITIES AND NET POSITION
CURRENT LIABILITIES:
Accounts Payable 6,754 6,754 -
Other Liabilities 353,849 353,849 C
TOTAL CURRENT LIABILITIES $ 360,603 | $ 360,603 | $ -
NET POSITION:
Net Position- Beg. of Year 1,070,040 1,070,040 =
Increase (Decrease) in Net Position - Current Year 12,741 12,324 417
Total Net Position $ 1,082,781 | $ 1,082,364 | $ 417
TOTAL LIABILITIES AND NET POSITION | § 1,443,384 | $ 1,442,967 | $ 417
KHS1/25/2018
Management Use Only Page 13
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CURRENT MONTH

ACTUAL | BUDGET | VARIANCE

KERN HEALTH SYSTEMS
GROUP HEALTH PLAN - HFAM
STATEMENT OF REVENUE, EXPENSES, AND
CHANGES IN NET POSITION
FOR THE MONTH ENDED NOVEMBER 30, 2017

YEAR-TO-DATE

ACTUAL | BUDGET | VARIANCE

ENROLLMENT

- -]

Members

- |

REVENUES
- - - Premium - - -
1,250 - 1,250 Interest 12,140 - 12,140
- - - Other Investment Income 800 - 800
1,250 - 1,250 TOTAL REVENUES 12,940 . 12,940
EXPENSES
Medical Costs
- - - IBNR and Paid Claims Adjustment (8,968) - 8,968
- - - Total Medical Costs (8,968) - 8,968
Il 1,250 || - 1,250 || GROSS MARGIN I 21,908 | -1 21,908 |
Administrative
833 - (833) Management Fee Expense and Other Admin Exp 9,167 - 9,167)
833 - (833) Total Administrative Expenses 9,167 - (9,167)
[l 833 | - (833) TOTAL EXPENSES I 199 || -] (199)]
(l 417 | - 417 | OPERATING INCOME (LOSS) I 12,741 || -l 12,741 |
(l - -0 -] TOTAL NONOPERATING REVENUE (EXPENSES) || - N -
( 417 | - 417 NET INCREASE (DECREASE) INNET POSITION | 12,741 || - 12,741 ||
[ 0%|| 0%][ 0%] MEDICAL LOSS RATIO I -69%|| 0% 69%|
I 67%|| 0% -67%] ADMINISTRATIVE EXPENSE RATIO I 71%] 0%][ -T1%)|
KHS1/25/2018
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