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NARRATIVE DESCRIPTION OF FILING 
 

On January 30, 2015, Care1st Health Plan (the “Plan”), filed a notice of material 
modification to its application for licensure as a health care service plan under the Knox-
Keene Health Care Service Plan Act of 1975, as amended (the “Knox-Keene Act”), to 
submit to the Department of Managed Health Care (the “Department”) information 
regarding a proposed change of control of the Plan (the “Proposed Transaction”) by and 
among the Plan; the shareholders of the Plan; California Physicians’ Service d/b/a Blue 
Shield of California, a licensed health care service plan (“CPS” or “Blue Shield”), Cumulus 
Holding Company, Inc. (“Cumulus”); and CFHP Seller Representative LLC (“Seller 
Representative”) (collectively sometimes referred to herein as the “Parties”). 
 
The Plan files this amendment (this “Amendment”) to respond to the Department’s 
comments issued on May 21, 2015 (the “Comment Letter”).  For ease of reference, 
comments from the Comment Letter are set forth in italicized type, and the Plan’s responses 
are set forth in standard type.   
 
Exhibit E-1; eFiling Summary (Filing No. 20150302-3) 

1. Please explain whether the Plan instituted any changes to any employee’s benefits or 
compensation in anticipation of the Plan’s sale, or in the six months before the Stock 
Purchase Agreement was signed. 

There were no changes to any employee benefit or compensation instituted by the Plan in 
anticipation of the Plan’s sale, or in the six months before the Stock Purchase Agreement 
was signed.  Please be advised of the following: (a) adjustments to individual employee 
compensation are made on or after the anniversary date of their employment, based on 
their prior year’s performance evaluation, (b) following the signing of the Stock Purchase 
Agreement in December, the Plan was compelled to make some interim adjustments to 
compensation for certain departments in order to respond to competitor wage increases 
and solicitation of Plan employees, (c) as previously disclosed in Exhibit E-1, the Plan 
has an annual bonus policy for employees which compensates employees based on years 
of service, and (d) as previously disclosed in Exhibit E-1, the selling shareholders (but 
not the Plan itself) will be funding bonuses to Plan employees as of the closing date of 
the Stock Purchase Agreement. 
 

2. Please explain why, post transaction, the Plan will be organized as an affiliate of 
California Physicians’ Services and not as subsidiary of California Physicians’ Services 

Post-Closing, the Plan will become an indirect subsidiary of California Physicians’ 
Services.  The relationship of the Plan to Blue Shield was addressed in the Plan’s June 1, 
2015 response to the Department (DMHC filing no. 20150302) and in the Blue Shield 
response to the Department, dated June 2, 2015 (DMHC filing no. 20150295). 
 



3. Exhibit E-1 explained that certain managers and employees will receive bonuses totaling 
approximately $15,000,000.00 at closing, payable by the selling shareholders from the 
proceeds of the sale. 

a. Please explain whether the bonuses will go through the Plan's books as payment of 
bonuses from the Plan to such managers and employees, or whether the bonuses will 
come directly from the shareholders to the managers and employees. If the bonuses 
are to come directly from the shareholders to the employees, then please also describe 
the process by which the money will be set aside and distributed to these managers 
and employees. 

b. Please identify and submit the legal document holding the Plan's shareholders 
responsible to pay such bonuses. 

Exhibit F-1-1-i (Filing No. 20150302) 

4. Please explain why the language in the proposed dissolution clause of the Plan's Articles 
of Jnc01poration does not indicate a charitable purpose for the Plan. 
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The Plan is a for-profit, stock c01poration, organized pursuant to the General Co1poration 
Law of the State of California. It is owned by its shareholders. It is not a charity, and 
holds no assets in charitable trust. Immediately after the Closing, the Plan will be 
converted into a nonprofit mutual benefit c01poration under the California Nonprofit 
C01poration Law and the California Nonprofit Mutual Benefit C01poration Law. Its sole 
member (as that te1m is used in Section 5056 of the California Co1porations Code 
pe1iaining to Nonprofit Mutual Benefit Co1porations) will be Cumulus. Conve1iing the 
Plan to a nonprofit mutual benefit c01poration will not change the Plan into a charity, or 
impose any charitable tiust on the Plan's assets. The Plan will have a mission to promote 
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social welfare, not a charitable mission.  Because it will not become a charity, and will 
not impress its assets with any charitable trust, its proposed dissolution clause 
appropriately states that upon dissolution and the repayment of debts, any remaining 
assets will be distributed to Cumulus and, if Cumulus does not exist, to Blue Shield 
(which is the sole member of Cumulus).  As a matter of California law (see, Section 7111 
of the California Corporations Code pertaining to Nonprofit Mutual Benefit 
Corporations) the dissolution provisions of nonprofit mutual benefit corporations cannot 
require distributions of the assets of such corporations to persons carrying on charitable, 
religious or public purposes. 

Exhibit N-1 (Filing No. 20150302) 

5. Exhibit A of the Affiliated Company Services Agreement (Agreement) describes the 
administrative, consulting, and other support services a party (CPS, Cumulus, or Care 
1st) may provide to another party to the Agreement.  However, the Agreement does not 
indicate which party will be providing each delegated function or the duration of each 
delegation.  Please revise the Agreement to identify (a) the service to be delegated 
pursuant to the agreement; (b) the duration of the delegation; (c) the party providing the 
service; and (d) the party receiving the service. 

The Affiliated Company Services Agreement has been revised to identify Blue Shield as 
the party providing the services and Care1st as the party receiving the services.  The 
services to be delegated are defined in the agreement.  The duration is for the term of the 
agreement, as set forth in Article III of the agreement.  A revised, redlined draft of the 
Affiliated Company Services Agreement is included as Exhibit N-1. 

Plan’s Post Acquisition Operations 

6. Please explain whether the Plan will apply for state and federal tax exempt status.  If so, 
please identify the California Revenue and Taxation Code and the federal Internal 
Revenue Code provisions under which the Plan will apply for tax exempt status. 

The Plan has been informed by Blue Shield that it has no current intention to cause the 
Plan to apply for tax exempt status under California or federal tax law, but reserves the 
right to evaluate, on a continuous basis, applicable federal and state tax laws, regulations 
and policies, including applying for tax exempt status under federal and/or state law. 

7. Please discuss the Plan’s short-term and  long-term plan of operation (e.g., new Medi-
Cal or Medicare products, enter into commercial or specialized markets, new network, 
etc.). 

Immediately following the Closing, the Plan will continue to operate substantially in the 
manner that it currently operates.  No changes will occur as a result of the Closing other 
than those that have previously been described in the Plan’s Notice of Material 
Modification.  After Closing, the Plan and Blue Shield will evaluate additional changes 
and expansions by the Plan, and the Plan will make all filings with the Department as 
required by the Knox-Keene Act and its accompanying regulations in connection with 
such future actions.   
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Although no long-term plans have been finalized, the Plan understands that Blue Shield 
has made major investments in technology.  The most visible of these investments has 
been the launch of the California Integrated Data Exchange, or Cal INDEX, which is 
integrating electronic records from hospitals, physicians and others to establish a real 
time, secure, digital health record for clinicians and consumers.  The Plan understands 
that Blue Shield intends to explore, after the acquisition is completed, ways to have the 
Plan and its providers and members take advantage of these technology investments with 
the goal of improving the quality of health care the members receive. 
 
Blue Shield is considered a leader in developing provider partnerships, also referred to as 
Accountable Care Organizations, or “ACOs.”  After Closing, Blue Shield and the Plan 
intend to work together to determine how the Plan can form provider partnerships that 
will improve both the quality and efficiency of care provided to the Plan’s Medi-Cal 
members.  Also, post-Closing, Blue Shield and the Plan will consider expanding the 
Plan’s Medi-Cal managed care business to other counties.  As previously stated, the Plan 
will make all filings with the Department as required by the Knox-Keene Act and its 
accompanying regulations in connection with these plans, to the extent they are 
implemented. 

EXHIBITS INCLUDED IN THIS FILING 

E-1 Narrative Description of Filing (Confidential) 
E-1 Narrative Description of Filing (Public-Redacted) 
Exhibit N-1 to E-1 Affiliated Company Services Agreement 
RCFT Request for Confidential Treatment 
 


