
 

 

AGENDA 

FINANCE COMMITTEE 

SANTA CRUZ – MONTEREY – MERCED 

MANAGED MEDICAL CARE COMMISSION 
 
DATE:   Wednesday, February 22, 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 22, 2016 meeting of the Finance Committee (2:35 – 2:40 P.M.) 

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

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

 
4. Expansion of Skilled Nursing Facility capacity update. (2:55 – 3:05 P.M.) 

 
5. Consideration for selecting a new independent auditor. (3:05 – 3:20 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 22, 2016 
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: 
Ms. Leslie Conner Provider Representative   
Mr. Michael Molesky Public Representative 
Mr. Tony Weber Provider Representative    
 
Commissioners Absent: 
Ms. Giang Nguyen 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.  (2:35- 2:36 p.m.)  
 

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

 
2. YTD Financial Performance. (2:36 – 3:20 p.m.)  
 

Mr. Barry Staton, Chief Financial Officer, presented information on the Alliance’s April year-
to-date financials. Medi-Cal revenue increased about $50M, an equivalent of 16%. Increase in 
member months equals about 9% of that, while the higher concentration of expansion 
membership is responsible for the rest. Commercial premiums are slightly lower due to 
decreased membership within our commercial plans; however, other revenue has increased as 
a result of higher fund balances and hence more investment income. Total revenue is up 
$50M, in stride with Medi-Cal revenue.  
 
Expenses are up about 18% largely due to pharmacy, which has seen the largest increase on a 
PMPM basis. There have also been several facility contract increases – which included 
providers like Dignity Health Medical Group, Salinas Valley Memorial Hospital, Lucille 
Packard Children’s Hospital, Sutter Health, and Stanford – that have contributed to higher 
medical expenses. Meanwhile, the Administrative Loss Ratio (ALR) and Medical Loss Ratio 
(MLR) are about the same as last year.  
 
The Alliance’s total fund balance is currently at $561M, of which $220M is held in cash and 
$341M in investments. Total investments add up to $662M with $341M in fund balance and 
$321M due back to the State.  $341M is due to the MLR requirement for the expansion 
population, and the remainder is for “expansion overage.”  It was noted that since the State’s 
original rate estimate was overinflated, the Accounting team has kept accurate records as to 
the correct payments and has reserved the difference in anticipation of repayment.  
 
Mr. Alan McKay, Chief Executive Officer, inquired whether the Alliance’s sister plans’ 
financial allocation structures are much different from that of the Alliance. Mr. Staton 
responded that since all managed care plans are in a similar situation in regards to owing 
money back to the State, it is likely that their investment strategies are similar to ours.  
 
Commissioner Molesky asked if the Alliance's costs are similar among the other health plans. 
Mr. Staton opined that while there are certain differences, overall, the costs are, indeed, 
comparable. The only plan that is in a bit of a peculiar situation is Alameda Health System, as 
they are still struggling to get the fund balance up and have so far relied on the existing 
expansion rates to help with that.  
 
[Commissioner Leslie Conner arrived at this time: 2:41 p.m.] 
 
Mr. Staton reminded the group that the original expansion population rate was based, for lack 
of better data, on the more expensive Low Income Health Program population and was 
therefore substantially overestimated. Once the overpayment was recognized, the rates have 
been gradually reduced since, and in the July 2016 amendment, the State finally issued 
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preliminary rates that had been calculated including actual county cost data to help derive 
premium rates. 
 
The 2016 medical cost comparison by category against the budget as well as against the year 
2015 shows the following data:  inpatient PMPM cost is close to budget, long term care is 
almost exactly on budget and a little lower than 2015, capitation for physician services is 
close to budget and above last year’s numbers, pharmacy is right on budget and other medical 
costs are very close as well.  
 
In regard to pharmacy cost trend, Mr. Staton pointed out that the Hep C impact on this 
category has increased since the State is currently paying the difference, a practice referred to 
as “kick payment”. 
 
Commissioner Conner noted that certain states are considering easing guidelines so that Hep 
C treatments can occur earlier, rather than risking the delay resulting in increased severity of 
the patient’s condition. She inquired if such measures are being considered in California. Mr. 
Staton confirmed that guidelines have been eased in the past and are expected to continue to 
loosen.  
 
Commissioner Molesky added that according to his research, overall, generic drugs have 
increased in cost, some up to 90%, so the Alliance’s ability to keep the overall pharmacy costs 
within reasonable limits is quite remarkable. 

 
Medi-Cal pharmacy costs (Q1 2016 YTD) for Santa Cruz County have doubled from $30.72 
to $62.61, while Monterey County and Merced County went up significantly, but not as much 
–$25.32 to $35.93 and $26.17 to $37.54 respectively. Overall, the costs are up over $15 
PMPM, which is a substantial increase. The two major drivers for the pharmacy cost increase 
are Hep C and the higher mix of expansion members in all three Alliance counties (expansion 
members tend to have higher pharmacy utilization).  
 
Actual pharmacy cost by county compared to budget is as follows: Santa Cruz County over 
budget by $4, Monterey – under budget by about $3, Merced – above budget by about $2, 
which overall puts the total budget vs. actuals within 6 cents. 
 
Overall ALR is at 5.5%: salaries and wages are slightly below budget, professional fees, 
purchase services, occupancy and depreciation/amortization categories are close; supplies are 
a bit above.  
 
An important factor to consider when looking at the Alliance’s administrative expenses is 
additional localized challenges in the recruitment and retention area. Those are created, 
particularly in Scotts Valley, by the high cost of living, low availability of housing, and 
competition from Silicon Valley recruiters, which necessitates certain perks to potential 
employees in the form of relocation assistance, sign-up bonuses, etc. The most challenging 
hiring area is nursing, as well as certain tech specialties.  
 
The recruitment and retention topic is expected to be one of the agenda items at the August 
Board retreat. 
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Mr. Staton continued and indicated that at the May 25, 2016 Board meeting, two questions 
were posed: how is the Alliance going to partner with a Skilled Nursing Facility (SNF) to 
enhance care and why did the owner charge from SNF to an Assisted Living Facility (ALF) in 
2008. Another important consideration was the community’s reaction to the impending 
change.  
 
In the past, the Alliance had a team assigned to assisting SNFs with care. Given that history, 
the Health Services team is looking into quality improvement collaboration as well as 
utilization management. There is also an emerging trend of having a memory care unit within 
SNFs, which is also being considered.   
 
What caused the owner to change Capitola Manor from a SNF to an ALF in 2008 was the 
failure of the outside operator to meet the guidelines, which resulted in the State suspending 
operations. The operator had been hired in 2005 upon the owner’s decision to retire. The 
State’s ruling, in turn, made the owner reopen the facility as a SNF due to less stringent 
licensing requirements and hence less management required.  
 
Mr. Staton and Mr. David Gardner, Cost Efficiency Director, have been in contact with the 
City of Capitola planning department who generally seem to be supportive of the deal. The 
main concern expressed was proper relocation of the current residents. It has been agreed and 
reflected in the contract that the current owner will be responsible for the relocation and a part 
of the purchase price in the amount of $75K will be held contingent upon successful 
completion of this part of the agreement.  
 
Mr. McKay pointed out that Advocacy Inc., a local ombudsman program in Santa Cruz 
County, expressed concerned over loss of capacity for assisted living and added that the 
Alliance’s clinical staff will be put in contact with the said advocacy group to further discuss 
the issue. 
 
The property is currently zoned as an RM-M, which stands for medium use residential and 
covers both – a SNF and an ALF, however, Capitola City Planning is considering zoning 
changes in the near term, so there might be additional usages becoming available. 
 
Commissioner Molesky added that he had spoken with Stephanie Harlan, the Vice Mayor of 
the City of Capitola, who mentioned potential additional usage opportunities becoming 
available with the change in zoning, such as education, park, or even housing. Commissioner 
Molesky suggested that the Board members might discuss making use of those opportunities 
in ways that would address the community’s concerns of losing ALF bed space. He added that 
the Capitola City Council appears to be willing to cooperate and is open to suggestions. Mr. 
Staton agreed that once the Alliance finds a suitable operator, it would be beneficial to explore 
with them those options. 
 
Commissioner Conner inquired how many beds the Alliance expects this facility to house. 
Mr. Staton explained that there are two designations for SNFs: either 60 to 99 beds or 100+ 
beds. Currently, Capitola Manor has 80 beds. Once the contract is finalized and the planning 
starts with consideration of Office of Statewide Health Planning and Development (OSHPD) 
requirements, the final count will emerge. Preliminarily, based on the information from the 
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architect familiar with those requirements, the estimate falls between 80 and 99 beds. The full 
architectural report is currently being prepared.  
 
Several inspections have been completed on the property and the biggest findings to date are 
that the heating, ventilation and air conditioning (HVAC) system is not currently functional 
(with the cost of full replacement estimated at $700K), and a termite remediation is needed 
(expected to cost $24,590). Phase 1 property inspection also exposed some additional needed 
repairs, including asphalt, shower room remodel, landscaping, Americans with Disabilities 
Act parking signage – for a total cost of about $56,650. The roof is in a good condition; 
however, some repairs will be necessary as a result of HVAC installation and will be detailed 
in the architect’s full report.  The mechanical inspection, which examines boilers, 
washers/dryers, fire alarms, kitchens, etc., is in progress. To date, the total estimated 
remediation costs have added up to $781,240. A part of that cost should be offset by a price 
reduction. $600K has been negotiated off the original listing price so far and further 
negotiations are expected based on the inspection findings.  
 
Commissioner Weber asked whether under the current corporate structure, the Alliance is 
allowed to own and operate a SNF or whether a separate corporation has to be set up to cover 
that line of business. Mr. Staton reported that the Alliance’s Finance team spoke with Crowell 
& Moring, a legal firm, who found no problem with the purchase or any prohibition against 
owning and operating such a facility. There is also a precedence that had been set by 
CalOptima owning and operating an all-inclusive care center, which they vertically integrated 
into their business structure. Mr. Staton added that he believes it would be best for the 
Alliance to hire a professional licensed operator to manage the facility and limit our 
involvement to monitoring.  
 
Commissioner Weber also asked how the risks of SNF operations can be isolated from the 
Alliance’s primary business model. Mr. Staton stated that, according to Crowell & Moring, 
the Alliance would be protected by its insurance and operating agreement, however, he added, 
it would be prudent to clarify the issue further with Mr. Michael Engelhard, the managing 
principal of Health Management Associates – the Alliance’s advisor on the Capitola Manor 
acquisition.  
 
Mr. McKay added that while the Alliance does not plan on operating the facility, the purchase 
of the building anchors in the community a much needed resource.  

 
 

3.    Approve Minutes of December 2, 2015 meeting of the Finance Committee.  (3:21 – 3:22 
p.m.)    

 
FINANCE COMMITTEE ACTION: Commissioner Weber moved to approve the minutes of 
the December 2, 2015 meeting of the Finance Committee, seconded by Commissioner 
Conner.  Motion carried with 3 votes affirmative, 1 absent and was so ordered.   
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The meeting adjourned at 3:23 p.m. 
 
 
Respectfully submitted, 
 
 
Ms. Oksana Chabanenko 
Finance Administrative Specialist 
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