
 

 
 

AGENDA 

FINANCE COMMITTEE 

SANTA CRUZ – MONTEREY – MERCED 

MANAGED MEDICAL CARE COMMISSION 
 
DATE:   Wednesday, October 25, 2017 
 
TIME:   2:30 – 3:45 P.M. 

 
PLACE: In Santa Cruz County: 
  Board Room 
  Central California Alliance for Health   

1600 Green Hills Road, Scotts Valley, CA 
In Monterey County: 
Board Room 
Central California Alliance for Health 
950 East Blanco Road, Salinas, CA  
In Merced County: 
Board Room 
Central California Alliance for Health 
530 West 16th Street, Merced, CA 

 
****************************************************************************** 
 
1. Call to Order.  2:30 P.M. 

A. Roll call. 
 
2. Approve Minutes of June 28, 2017 meeting of the Finance Committee (2:35 – 2:40 P.M.) 

-        Reference materials:  Minutes as above.          
   Pages 2-01 to 2-06             

 
3. August YTD Financial Performance.  (2:40 – 2:55 P.M.) 

 
4.  2017 Reforecast Financial Statement.  (2:55 – 3:10 P.M.) 

 
5. 2017 Financial Audit RFP Results.  (3:10 – 3:20 P.M.) 
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6. Operational Banking RFP Assessment. (3:20 – 3:30 P.M.) 
 

7. Capitola Manor Update. (3:30 – 3:40 P.M.) 
 

                                                              
 
     

 
Members of the public interested in attending should call the Alliance at (831) 430-2457 to verify 
meeting dates and locations prior to the meetings.  
**************************************************************************** 
The complete agenda packet is available for review at the Alliance’s offices at 1600 Green Hills Road, 
Suite 101, Scotts Valley, CA, 950 East Blanco Street, Suite 101, Salinas, CA, 530 West 16th Street, 
Merced, CA. The Commission complies with the Americans with Disabilities Act.  Questions regarding 
accommodations under the ADA should be directed to the Clerk of the Board at (831) 430-
2574.  Board meeting locations in Salinas and Merced are directly accessible by bus.  As a courtesy to 
persons affected, please attend the meeting smoke and scent free.  
 

 
 

 

 



 

 

 
Finance Committee 

Meeting Minutes 
 

SANTA CRUZ – MONTEREY – MERCED 
MANAGED MEDICAL CARE COMMISSION 

 

Wednesday, June 28, 2017 
2:30 – 3:45 p.m. 

In Santa Cruz County: 
Board Room 

Central California Alliance for Health 
1600 Green Hills Road, Scotts Valley, California 

In Monterey County: 
Board Room 

Central California Alliance for Health 
339 Pajaro Street, Salinas, California 

In Merced County: 
Board Room 

Central California Alliance for Health 
530 West 16th Street, Merced, California 

 
Commissioners Present: 
Mr. Michael Molesky Public Representative 
Ms. Giang Nguyen Provider Representative   
Mr. Tony Weber Provider Representative    
 
Commissioners Absent: 
Ms. Leslie Conner Provider Representative   

 
 

Staff Present: 
Mr. Alan McKay Chief Executive Officer 
Mr. Barry Staton Chief Financial Officer 
Oksana Chabanenko Finance Administrative Specialist 
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1. Call to Order by Chairperson Michael Molesky.  (2:34- 2:35 p.m.)  
 

Chairperson Michael Molesky called the meeting to order at 2:35 p.m.  Roll call was taken; a 
quorum was present.  

 
2.    Approve Minutes of February 22, 2017 meeting of the Finance Committee.  (2:35 – 2:36 

p.m.)    
 

FINANCE COMMITTEE ACTION: Commissioner Weber moved to approve the minutes of 
the February 22, 2017 meeting of the Finance Committee, seconded by Commissioner 
Nguyen.  Motion carried with 3 votes affirmative, 1 absent and was so ordered.   

 
3. Wells Fargo Investment Performance Review. (2:37 – 3:06 p.m.)  
 

Richard Edwards, Senior Financial Advisor with Wells Fargo Advisors, presented to the 
group the summary of the Alliance’s Wells Fargo investment portfolio performance through 
April 30, 2017.  
 
The money the Alliance has invested through Wells Fargo is divided between two accounts –
the discretionary (or managed) account, where Wells Fargo is authorized to trade on the 
Alliance’s behalf, and the non-discretionary account, which holds the money in a conservative 
money market fund. 
 
The non-discretionary account currently holds a little over $140M.  
 
The total managed account value as of April 30, 2017 was slightly under $121M, which 
included $824K in cash and $120M in a fixed income portfolio. The Alliance currently has 
73.5% of its portfolio in government agencies and treasuries (with more of the funds invested 
in agencies rather than treasuries due to a better yield). Only 25.8% is invested in corporate 
bonds due to the Alliance’s investment policy, which allows for up to 100% of the portfolio to 
be in government securities, but caps corporate investments at 30% with a requirement of 
such securities having an A rating or better at the time of purchase.  
 
The total consolidated portfolio is worth $261M, less the accrued interest of $480K.  
 
Mr. Edwards pointed out that the managed portfolio is well diversified and no single security 
holds more than 2% of the total portfolio. The holdings include investments in the financial 
sector, communications (AT&T), consumer (eBay), agriculture technology (John Deere), 
healthcare (Johnson & Johnson), manufacturing (Boeing) etc. Mr. Edwards also assured that 
Wells Fargo strictly adheres to the Alliance’s investment policies, including the social 
responsibility clause. The only exceptions to that have been the AT&T and eBay bonds: they 
were downgraded from an A to a BBB+ rating due to acquisitions of other companies; 
however, because of good trading and solid returns, it was decided to maintain both positions.  
 
Commissioner Molesky inquired whether the Alliance has any limitations in purchasing 
investments in other healthcare organizations, to which Mr. Edwards replied that since outside 
of the established investment policy guidelines Wells Fargo acts completely at its own 
discretion in purchasing individual securities, it is not considered a conflict of interest. 
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Mr. Alan McKay, Chief Executive Officer (CEO), expressed concern about the presence of 
PepsiCo and Coca Cola bonds in the Alliance portfolio, substantializing his reservations by 
the Board’s strong support of Senator Monning’s February 2017 proposal to implement health 
warnings on sugar-sweetened beverages out of concern for consumer health. He argued that 
investing in companies that have traditionally been antagonistic to some of the Alliance’s 
policy goals around diabetes reduction may best be avoided.  
 
Commissioner Nguyen, who also holds the position of Agency Director for Santa Cruz 
County Health Services Agency, strongly supported Mr. McKay’s suggestion and moved the 
motion to adopt restrictions in investments in companies whose primary line of business is 
sugar-sweetened beverage manufacturing. Commissioner Molesky seconded the notion. 
Commissioner Weber abstained, citing his concern for the yields, but added that if the 
replacement bonds carry an equal or higher return, he will not object to the substitution. With 
two votes affirmative, it was agreed to bring the notion for Board review.  
 
Mr. Edwards stated that it would be easy to replace both securities and assured he would look 
into the details of the investments to verify maturity dates and current yields.  
 
The investment strategy applied by Wells Fargo to the Alliance’s portfolio is described as a 
“laddered bond approach”, which means that bonds mature at different times. The benefit of 
such an approach lies in the ability to take advantage of rate increases by reinvesting maturing 
bonds at higher rates. As an example of the effectiveness of this approach: when the 
Alliance’s Wells Fargo portfolio got started in May 2014, the initial yield was a little under 
0.9%, yet is double that number currently. This laddered approach also makes funds easier to 
access should the need arise. 
 
Mr. Edwards also addressed the year-to-date portfolio performance, stating that despite the 
two interest rate increases, in December and March (when interest rates increase, bond prices 
go down) the portfolio value is up 0.6% – a very good return, mainly owed to the laddered 
bonds approach.  
 
Mr. Barry Staton, Chief Financial Officer (CFO), also remarked that a higher than usual 
liquidity is currently being maintained in the money market account due to the anticipation of 
State payback. Mr. Edwards explained that while investing the cash in short-term securities is 
an option, since there is a chance of another interest rate increase in September or December 
of 2017, it is probably more prudent to leave it in the money market fund. 
 
 

4.     Capitola Manor Update.  (3:07 – 3:21 p.m.) 
 

Mr. Staton introduced two guests – Christopher Barlow, Principal of Wald, Ruhnke & Dost 
Architects (WR&D) and Jonathan Freedman, Managing Principal of Health Management 
Associates (HMA).  
 
Mr. Staton reiterated some key dates in the Capitola Manor work process: the property was 
acquired on June 24, 2016; patient relocations were completed as of September 8, 2016; First 
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Alarm was contracted to secure the site on September 1, 2016; and the Department of Health 
signed off on September 15, 2016.  
 
Consultants HMA and WR&D were selected to assist the Alliance with the process of 
selecting a general contractor as well as a facilities operator.  
 
WR&D led the Request for Qualifying Information (RFQI) process on behalf of the Alliance 
and conducted interviews to determine the most qualified general contractor. After careful 
consideration, on June 9, 2017, Campbell-based Gidel & Kocal was selected for the role. The 
pre-construction phase is ready for kick-off and demolition work is currently scheduled 
between June 30th and August 3rd of 2017. Mr. Barlow added that since there was not a 
comprehensive set of building plans for the original construction, some exploratory 
demolition will be included in the pre-construction phase.  
 
The tentative project completion date is roughly estimated to be June 1, 2018. Potential delays 
could arise from the regulatory standpoint of the Office of Statewide Health and Planning 
Development (OSHPD) should they disagree with any chosen construction solutions. In order 
to avoid such delays, a preliminary OSHPD submittal will be done to get early feedback and 
make the necessary adjustments.  
 
Mr. Barlow added that since the project is not expansion related, the contactor will be working 
under the City of Capitola existing use permit, which will require minimal interactions with 
their planning department. The city will be somewhat involved with the demolition phase, but 
afterwards the State will take jurisdiction of the building.  
 
Mr. Staton went on to report that on the operational side, HMA led a Bidder’s Conference on 
June 23, 2017 giving potential operators all the pertinent information on the facility. The 
operators have until July 10, 2017 to submit their RFQIs and the final selection is expected to 
be made in the weeks following. 
 
Mr. Freedman noted that all existing operators in the service area were invited to attend and 4 
operators participated. Although only local operators were summoned for the first round, 
should the conference fail to produce a good match, the search will be expanded to a broader 
pool of operators. The applicants’ quality scores, past performance and financial statistics are 
all taken into consideration. Mr. Freedman also added that the chosen operator will need to 
secure a state license since the building and the operator get licensed separately. He also 
pointed out that licensing will be through the California Department of Public Health and 
HMA plans to actively participate in the process. 
 
Mr. Freedman described the Alliance’s role in relation to Capitola Manor as twofold: first – as 
the property owner and lease holder, enforcing the requirements for the chosen operator to 
operate the establishment as a Skilled Nursing Facility (SNF) and maintain the license in good 
standing; and second – as the payer, since the operator will be considered a part of the 
Alliance’s provider network.  
 
Mr. McKay inquired if the project should get delayed, what the worst case completion date 
would be. Mr. Barlow estimated the date to get moved no further out than six months past the 
current June 1, 2018 estimate. 
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5.     April YTD Financial Performance.  (3:22 – 3:40 p.m.)    
 
Mr. Staton presented information on the Alliance’s April YTD financials. Compared to the 
same period last year, the Medi-Cal revenue is about the same. The net income has come 
down from $42.2M in 2016 to $10.3M, which was fully expected as the rates for the 
expansion population have come down precipitously. Medical expenses are higher due to 
increased payments and the growing population. Administrative expenses are also slightly 
higher. The non-operating revenue expense is $1.6M, compared to $3.4M at the same time 
last year. The Administrative Loss Ratio (ALR) has increased (6.5% versus 5.5% in 2016), 
and so has the Medical Loss Ratio (MLR) (90.0% versus 83.5%). Despite the seemingly 
significant increase, Mr. Staton assured that 92-95% is a normal MLR for managed healthcare 
plans.  

 
The Alliance’s total fund balance is currently close to $603M, of which $164M is held in cash 
and about $439M in investments. Total investments add up to $800M with $439M in fund 
balance and $361M due back to the State.  
 
Next, Mr. Staton addressed the changes and improvements to the financial statement format. 
The main objective of the new form is to bring to the forefront the numbers that reflect the 
Alliance’s performance as a health plan and separate from it the peripheral activities, such as 
investment profits and grant disbursements.  
 
Looking at the net income, which was strongly affected by the expansion population PMPM 
decrease and the increase in payments to providers, in 2015 and up until the first quarter of 
2016, the Alliance’s numbers were in the range of $24M to $34M, while the first quarter of 
2017 shows only $9M. And according to preliminary estimates, the month of May will show a 
loss. Going forward, the net income is expected to be around 1-4%, which is typical for a 
health plan like the Alliance under normal circumstances. Mr. Staton warned that some 
negative figures may be expected this year due to the aforementioned provider payment 
increases and also because it usually takes between 18 and 30 months for the State’s revenue 
to catch up to the costs. However, in the long run, the Alliance’s balance sheet will allow the 
company to weather the losses.  
 
Mr. Staton also presented to the group a new forecasting tool built by the Finance team to help 
stay on top of projected annual numbers throughout the year. The spreadsheet takes into 
account the known year-to-date figures and includes the projections for the rest of the year to 
arrive at annual estimates.  
 
Applying the tool to 2017, known data through the end of April, with May partially forecasted 
and June through December fully forecasted, gives us the estimated year-end loss of about 
$12M. As mentioned before, revenue remains the biggest unknown at this point. This forecast 
will change every month as updated figures are received; however, Mr. Staton noted, it is 
obvious that the managed care landscape has changed significantly. 
 
Mr. McKay highlighted that while the increased provider payments have contributed to the 
negative projected numbers, it was a necessary and timely step in sustaining provider access 
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in the face of growing membership. He also emphasized that the anticipated standardized 
State revenues with fewer overpayments (and subsequent paybacks) will be a positive factor 
for the Alliance, as double-digit net incomes in the past few years may have given an 
appearance of the plan withholding care, which was not the case. The CEO also reiterated that 
the Alliance has the strongest reserves of any other health plan in the State, allowing us to 
withstand a temporary downturn in economic performance.  
 
 

 
The meeting adjourned at 3:41 p.m. 
 
 
Respectfully submitted, 
 
 
Ms. Oksana Chabanenko 
Finance Administrative Specialist 
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