
 

 

AGENDA 

FINANCE COMMITTEE 

SANTA CRUZ – MONTEREY – MERCED 

MANAGED MEDICAL CARE COMMISSION 
 
DATE:   Wednesday, February 25, 2015 
 
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 25, 2014 and October 22, 2014 meeting of the Finance Committee 

(2:35 – 2:40 P.M.) 
- Reference materials:  Minutes as above.          

   Pages 2-01 to 2-10             
 
 
 
 
 
 
 



 
 
 
 

 

3. Portfolio Performance Review – Wells Fargo.  (2:40 – 3:10 P.M.) 
A. Richard A. Edwards from Wells Fargo will present: 

 Portfolio performance 
 Comparison to benchmarks 
 Market outlook for 2015  

 
4. First Look – Medi-Cal December YTD Performance.  (3:10 – 3:35 P.M.) 

-Reference Materials:    December 2014 First Look  
                         November 2014 YTD Net Income Drivers  
                          Pages 4-01 to 4-02        
     

5. Investment Policy Proposal.  (3:35 – 3:45 P.M.) 
- Reference Materials:   Proposed Investment Policy   

                                                            Page 5-01 to 5-07         
  

 
 
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 25, 2014 
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. David Dunham Hospital Representative  
Mr. Michael Molesky Public Representative 
 
Commissioners Absent: 
Mr. Raymond Bullick County Health Services Agency Director    

 
Staff Present: 
Mr. Alan McKay Chief Executive Officer 
Mr. Barry Staton Chief Financial Officer 
Ms. Mary Hinz Finance Director  
Eugenia Tsuei Finance Administrative Specialist 
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1. Call to Order by Chairperson Michael Molesky.  (2:30- 2:31 p.m.)  
 

Chairperson Michael Molesky called the meeting to order.  Roll call was taken; a quorum 
was present.  

 
2.      Approve Minutes of October 23, 2013 meeting of the Finance Committee.  (2:32 – 2:33 

p.m.)    
 

FINANCE COMMITTEE ACTION: Commissioner David Dunham moved to approve the 
minutes of the October 23, 2013 meeting of the Finance Committee, seconded by 
Commissioner Molesky.  Motion carried with 2 votes affirmative, 1 absent and was so 
ordered.   

 
3. Review of current cash position. (2:34 – 2:46 p.m.)  
 

Mr. Barry Staton, Chief Financial Officer, reviewed the Alliance’s current cash position.   
 
As of April 2014, the Alliance had $345,296,288 in short-term investments, $47,900,000 in 
ongoing and operational committed cash, $160,922,961 in our health care expense reserve, 
totaling $208,922,961 in committed cash and $136,473,327 in uncommitted cash.   
 
In regard to capitation and the Plan’s health care expense reserve, the standard of 2 months 
capitation lands the Plan at $120,430,690, 2.5 months at $150,538,350 and 3 months of 
capitation at $180,646,020.   
 
Mr. Alan McKay, Chief Executive Director, indicated that Staff recommends the Plan 
move away from 2 months’ worth of capitation in our health care expense reserve and 
adapt 3 months capitation.  The recommendation is outlined in the June 25, 2014 Santa 
Cruz-Monterey-Merced Managed Medical Care Commission (SCMMMMCC) Board 
Packet.  
 
Commissioner David Dunham inquired what the rational was for recommending 3 months 
capitation over the Plan’s current 2 months capitations standard.  Mr. McKay explained 
that Medi-Cal revenue fluctuates and that the State is aware of the Alliance’s fund balance 
and may put downward pressure on revenue.  The Plan does not want to hover over the 
current standard in reserves.  He added that the Finance Committee and Board can revisit 
the issue in the future based on future earnings and experience.  The recommendation of 
having 3 months of capitation in the Alliance’s health care expense reserve is a 
conservative way to have the Plan start making investments.  
 
Commissioner Molesky asked if there were any concerns regarding the relation of the 
Plan’s reserve and the influx of new Affordable Care Act members.  Mr. McKay explained 
that the Alliance wants to make sure that members and providers are protected from plan 
insolvency.  The State may look at the Alliance’s fund balance and start suppressing 
revenue.  Also, the Plan needs to be prepared to potentially take on Duals integration; 
therefore, it would be prudent to start with substantial amount of money in reserves and to 
maintain a cushion above the current standard.   
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Commissioner Dunham commented that Staff’s recommendation to the structure of 
Alliance investments described in the June 25, 2014 SCMMMMCC Board Packet (50% of 
defined investment funds will be allocated to regional investments and one third of 
remaining funds would be invested in each of the Alliance’s three counties respectively to 
address County-specific needs), lessons the pool for each County to perform local 
initiatives.  It would be more equitable to divide the remaining amount of investment funds 
between the three counties based on membership enrollment.  He felt that a large portion of 
profit made by the Alliance during the last few years can be attributed to Merced County’s 
higher rates.  Mr. McKay noted that regional investments would benefit all three counties 
and he does not view the counties being exempt from local impact.  Historically, the Board 
has tried to view the Commission as a partnership of equals and the argument could be 
made that the success of Santa Cruz County and Monterey County’s infrastructure was 
made available to Merced County, which attributed to profit associated with Merced 
County.  Mr. McKay noted that Commissioner Dunham is welcome to make suggestions to 
the Board in regard to how the Plan’s investment funds should be allocated. 
 
Commissioner Dunham questioned why Staff is recommending the Alliance move to 3 
months capitation instead of 2.5 months capitation.  If the Plan has concerns with the State 
lowering rates due to high fund balance, 3 months of capitation would keep the reserve 
higher and therefore draw more scrutiny.  Mr. Staton explained that according to the 
Department of Health Care Service’s Quarter 1 2014 Medi-Cal Managed Care Performance 
Dashboard, the Alliance’s Tangible Net Equity (TNE) is second to Kaiser Permanente.  
With 3 months of capitation in reserves, the Alliance’s TNE would be less $100M for the 
quarter and it would bring the Plan more in line with the other health plans.  Commissioner 
Dunham pointed out that even with $100M less in TNE; the Alliance would still be the 
highest amongst the County Organized Health Systems.  Mr. McKay stated that the Plan’s 
high TNE may make us a bigger target for the State; however, Staff believes that there will 
be a need for due process and it will be a fair amount of time before the Plan can 
appropriately invest.   
 

4. Finance Committee membership and meeting schedule.   (2:47 – 2:59 p.m.)  
 

Mr. McKay explained that the Finance Committee was approved by the Board to meet in 
the months of June and October.  As review, the Finance Committee’s function and focus is 
to inform and discuss annual budget plans and assumptions prior to full Board 
consideration, discuss independent audit issues, and mid-year budget variances.  Financial 
details associated with investments will also be provided.   
 
It was Commissioner Dunham’s opinion that the Finance Committee should meet on a 
quarterly basis with two representatives of the Board from each County.  Ideally Board 
members would volunteer to be on the Finance Committee; however if there is a lack of 
volunteers, Board members should be appointed.  The Board has a fiduciary duty to keep 
the Finance Committee active and Board members involved.   
 
Commissioner Molesky agreed that the Finance Committee should meet quarterly and there 
should be equal representation from the three counties.  He felt that the Finance Committee 
should be looking at the future, not just reacting to immediate proposals.   
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It was established that at the first Board meeting after the August Retreat, as Chairperson of 
the Finance Committee, Commissioner Molesky will recommend to the Board that the 
Finance Committee meet on a quarterly basis with at least two representatives from each 
County.  If there is a lack of volunteers, members will be appointed.   
 

5. Investment Portfolio Review. (3:00 – 3:42 p.m.)  
 

Mr. Staton introduced Ms. Wendy Baum, Vice President & Senior Investment Specialist, 
and Mr. John Trentacoste, National Fixed Income and Trading Manager, from Comerica. 
Comerica currently manages $120M of our invested funds and Ms. Baum and Mr. 
Trentacoste gave an overview of what is happening in the current market, how the 
Alliance’s investment fall under the market, and recommendations for the future. 
 
In regard to the market, Mr. Trentacoste explained that the Federal Reserve will be on hold 
until the third quarter of 2015 with the Alliance’s investment portfolio to show slow and 
intermediate growth.  The market feels comfortable with the Federal Reserve on hold, 
inflation expectation, and the economy – these factors will help yields go down.  The 
Alliance has had their investment portfolio with Comerica since August 2014 and it is 
broken down into different sectors.  He noted that we are comfortable with high grade 
Corporates, mutual funds are growing again, and the money market is shrinking.  The 
market is contained by slow growth domestically with even slower growth in the euro zone, 
and although there has been an uptick in inflation recently, there are still good inflation 
expectations in the market.  
 
The Alliance’s Investment Policy’s objectives are safety of principal (seek to ensure that 
capital losses are avoided, liquidity (investments with a strong secondary market), and total 
return (market average rate of return through economic cycles).  Constraints include a five 
year maximum maturity and bonds are to be at least A-rated by Moody’s Standard & 
Poor’s or comparison.  The Investment Policy states that 100% maximum may be invested 
in U.S. Treasury or Agency obligations, 30% maximum may be invested in U.S. Corporate, 
25% maximum may be invested in U.S. State and Local government debt, 20% maximum 
may be invested in mortgage or asset backed debt, and money market funds and money 
market securities.  Mr. Trentacoste explained that the Alliance wants to buy high quality 
needs geared towards good tradable pieces.  Investments should have good yield 
positioning.   
 
Mr. Trentacoste recommended the Plan increase the percentage of what the Alliance is 
allowed to invest in U.S. State and Local government debt from 25% to 50%.  Municipal 
bonds include states, cities, school districts, water sewage, toll roads, etc.  The Alliance 
should have the ability to have diversification while maintaining quality.  He noted that 
Municipal bonds always rank higher than Corporates.  
 
Asset allocation as of May 30, 2014 total $15,346,561 in cash equivalents (12.8%), fixed 
income is $104,934,898.45 (87.2%), totaling $120,281,459.45 (100%).  These amounts do 
not include accrued interest.    
 
In regard to portfolio performance as of May 30, 2014, the portfolio started with all cash.  
Fixed income and total portfolio are getting closer together and move in that direction 
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while cash is reduced.   
 
As of June 7, 2014, the Alliance’s portfolio has an average credit quality of AA+/Aa1, 
which is a strong rating and what should be expected from a nice portfolio.  The Alliance is 
bound to five years to maturity and the portfolio is averaging 2.38 years to maturity.  
Average acquisition yield is 1.04% and the average current return is at 1.74%.   
 
Maturity and duration is a bit more level.  Buying securities gives us a yield of longer 
maturity of duration and volatility is shorter.   
 
Sector breakouts include Agencies, Treasuries, Cash, Specialty Tax, Water/Sewage, 
Corporates, Education, Transportation, etc.  Asset allocations include municipals at 
25.06%, Corporates at 29.70%, Cash at 9.03%, Treasuries at 12.57% and Agencies at 
23.64%.  Industry groups include Agencies, Treasuries, Cash, Bank & Finance, Machinery, 
Computers, Food & Beverage, Automobile Loan, Communications Equipment, Data 
Management, Oil Companies, Pharmaceuticals, Chemicals and Oil/Explore/Products.   
 
Commissioner Molesky asked how the Alliance’s Investment Policy compares to 
California Code.  Mr. Trentacoste explained that the Alliance’s Investment Policy indicates 
the Plan can invest 100% of the portfolio for U.S. Treasury or Agency Obligations whereas 
California Code does not specify a percentage.  The Plan’s Investment Policy allows 25% 
investment for State and Local government debt where California Code does not specify an 
amount.  With Local Agency Investment Fund, the Alliance’s policy specifies $50M 
maximum investment whereas California Code does not specify an amount.   
 
Ms. Mary Hinz, Finance Director, noted that the Alliance’s Investment Policy is outdated 
and needs to be updated.  Further discussion regarding the Investment Policy will be 
discussed with Finance Committee members and then brought to the Board.   
 
Mr. Staton indicated that anytime there are notable changes in the market, Comerica can 
come to present to the Finance Committee.  He also felt that it would be helpful to Finance 
Committee members to receive further detail on investment jargon.   
 
Mr. Staton agreed with Comerica’s recommendation to increase U.S. State and Local 
Government debt from 25%, as stated in the current investment policy, to 50% and towards 
the California Code.  He noted that our Investment Policy currently allows for other 
conservative investments and Real Estate is a good example and opportunity for this.  The 
build out of the 1700 Green Hills Road building allows space for staff and the Plan to 
expand as well as opportunity to collect rental income.  Finance staff will be compiling 
Real Estate financial statements for Finance Committee members so that they can review 
the financial picture for each building on a granular level.  He will report back on Real 
Estate holdings by building.  
 
Commissioner Molesky felt that with ownership of property, the Alliance has the 
opportunity to give breaks to non-profits and providers who may have a need to rent space 
from the Plan.  It would be a way to invest in the community if there are unmet needs.  
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The meeting adjourned at 3:42 p.m. 
 
 
Respectfully submitted, 
 
 
Ms. Eugenia Tsuei 
Finance Administrative Specialist 
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Finance Committee 

Meeting Minutes 
 

SANTA CRUZ – MONTEREY – MERCED 
MANAGED MEDICAL CARE COMMISSION 

 

Wednesday, October 22, 2014 
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. David Dunham Hospital Representative  
 
Commissioners Absent: 
Mr. Raymond Bullick County Health Services Agency Director    
Mr. Michael Molesky Public Representative 

 
Staff Present: 
Mr. Alan McKay Chief Executive Officer 
Mr. Barry Staton Chief Financial Officer 
Eugenia Tsuei Finance Administrative Specialist 
 
 

1. Call to Order by Mr. Alan McKay, Chief Executive Officer (CEO).  (2:32- 2:33 p.m.)  
 

In the absence of Chairperson Michael Molesky, Mr. Alan McKay, CEO, called the 
meeting to order.  Roll call was taken; however a quorum was not present.  Without a 
quorum, the Committee operated on an informational basis.  
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2.      Approve Minutes of June 25, 2014 meeting of the Finance Committee.  (2:34 – 2:35 

p.m.)    
 

The June 25, 2014 meeting minutes of the Finance Committee were not approved due to 
lack of quorum.   

 
3. August Financial Overview. (2:34 – 2:41 p.m.)  
 

Mr. Barry Staton, Chief Financial Officer, gave an overview of the Alliance’s August 
Financial Statement.   
 
In regard to financial highlights, total revenue increased by $83M over 2013 and the 
combined year-to-date net income for all lines of business stood at $41M.  Membership 
increased 18% over last year (August 2013 – August 2014) and health care costs are 
favorable to the budget by $51M or 11%.  Administrative costs are favorable to the budget 
by $0.2M or 1%.  The fund balance is now $355M or 11 times the minimum Tangible Net 
Equity (TNE) required by the Department of Managed Health Care (DMHC).  
 
As of August 31, 2014, the fund balance is at $354,550,376.  Investments include 
$120,225,514 for Comerica Wealth Management, $69,794,405 for Wells Fargo Advisors, 
$50M for Local Agency Investment Fund (LAIF), $9,887,550 for Union Bank totaling 
$249,907,469 in invested cash.  $104,642,907 is held in savings.   
 
According to DMHC Q214 results, the Alliance is second to Kaiser Permanente for TNE as 
a percent of required TNE.   
 
Mr. Staton explained that the Alliance needs to meet an 85% Medical Loss Ratio (MLR) 
for the Expansion population; therefore, the Plan reserves a large portion of the capitation 
premium for this subset of our membership  to pay back to the State.  He noted that the 
expansion members are not costing as much as the State is expecting.  Factoring out the 
Expansion membership, prior year revenues, and the temporary Affordable Care Act 1202 
rate increases the Alliance is operating at about 4% of net income, which is about what you 
would expect from a not-for-profit health plan.  The State periodically adjusts the Plan’s 
rates to match costs. The first period for  the Expansion membership will end June 2015.  
At that point, the State will ask for full reconciliation as the Alliance is required to pay 
back anything over 85% MLR.  While the reconciliation process starts mid-year, the rate 
the State pays the Alliance could be adjusted any time.  It is unclear if pent up demand for 
care from expansion members will appear.  Commissioner Dunham speculated that a large 
portion of expansion members are still accessing care through the Emergency Room and/or 
free care clinics.   
 

4. 2015 Budget Drivers.   (2:42 – 2:55 p.m.)  
 

Mr. Staton presented information on 2015 budget drivers for revenue, medical cost, and 
administration.   
 
Revenue drivers include membership mix and volume and benefit changes.  Membership is 
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forecasted to increase 11% in 2015 from 316K in January 2015 to 350K come December 
2015.  Expansion membership (mainly Low Income Health Program and CalFresh 
members) is expected to be 18% of total membership with capitation premiums expected to 
decrease to match cost.  Benefit changes include Autism (Applied Behavioral Analysis or 
ABA), Behavioral Health “ramp up” increases, Hepatitis C (kick payment), and 
consolidation of Family & Child.   The Alliance is working to forecast costs for the ABA 
benefit in collaboration with other health plans.  It is estimated that each member for ABA 
costs $40-$60K.   
 
Commissioner Dunham requested to see membership variance by County.  Mr. McKay 
stated that as of early October 2014, Santa Cruz County’s membership increased by 40% or 
60.7K members, Monterey County’s membership increased 29% or 27.4K members and 
Merced County increased by 31% or 25.5K members.  Currently Merced County has a total 
of 109K members.  These figures include members that joined the Alliance this year, 
including previously eligible but not enrolled.   
 
Medical costs drivers can be broken out into unit costs, member mix, new contract rate, and 
incentive payments.  Unit costs include primary care providers (PCPs) fee for service (FFS) 
to capitation payment for many providers, autism, Hepatitis C, and Behavioral Health.  In 
regard to member mix, it is unclear if the expansion membership pent-up demand will 
appear.  There will be new contract rates and Inpatient facility rates look to be increasing 
about 5% and there will be new rates for Home Health, Behavioral Health and Autism sub-
capitation.  The Alliance uses Beacon to administer BehavioralHealth and have access to 
their network.  The Plan pays the company FFS on top of the sub-capitation to administer 
the members.  New benefits relating to Autism have yet to be finalized for capitation.  As 
for incentive payments, the Alliance will accrue more to account for volume increase.  The 
goal of accruing more for incentive payments is to acknowledge that the Plan has seen a 
large increase in membership; therefore, providers are working harder to handle the 
volume.  The incentive pool is scaled to account for this.   
 
It was clarified that capitation payment will be optional for Federally Qualified Health 
Centers/Safety Nets; however, PCPs are required to accept capitation.   
 
In terms of Administrative expenses, the system conversion is ongoing and includes costs 
for equipment, software, implementation and license fees.  There are also occupancy costs 
relating to the 1700 Green Hills Road building at about $350K a year.  The Alliance 
continues to recruit Full Time Employees to meet growth needs and the Plan’s health 
benefits are currently under review.   
 
Salary increases are budgeted for about 3%.  Mr. McKay added that Mr. Staton has added a 
significant amount of structure to the Administrative budget process and getting bottom up 
input from departments.   
 

5. Investment Policy Proposal. (2:55 – 3:01 p.m.)  
 

Mr. Staton reviewed the proposed draft of the Alliance’s Investment Policy.   
 
Mr. Staton explained that all public plans need to adhere to California Code in regard to 
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investments as it sets the minimum standard for investments.  The Alliance’s current policy 
does not differentiate much from California Code and our investment partners have 
suggested the Plan move towards California Code.  Aligning with California Code will 
give the Alliance extra flexibility in regard to investments and the Plan will not need to 
keep track of two sets of regulations.  The two differences between the Alliance’s current 
policy and California Code is that our current policy allows us to invest 25% in State and 
Local Government Debt and $50M in LAIF, whereas California Code places no restrictions 
in either of these areas.   
 
Due to lack of quorum, the policy will be revisited in the where it is the Alliance’s hope 
that the Finance Committee vote to support aligning the Investment policy to California 
Code. 
 
 

 
The meeting adjourned at 3:01 p.m. 
 
 
Respectfully submitted, 
 
 
Ms. Eugenia Tsuei 
Finance Administrative Specialist 
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December 2014 First Look
Nov 13 YTD Nov 14 YTD Dec 14 YTD*

Medi-Cal 
Revenue

$539.7M $696.2M $786.2M

Other Revenue 1.2 2.8 2.5
Total Revenue 555.4      704.7 794.9

Medical Expenses 478.3 591.5 651.4

Admin. Expenses 31.6 43.7 47.7

Net Income $45.5M $69.5M $95.9M

MLR 86.3% 83.9% 82.2%

ALR 5.7% 6.2% 6.0%

*December 2014 is preliminary and unaudited

-Continued growth in membership
-$12.8M prior months' revenue received in December
-December books will be held open until end of audit to capture 2014 revenue received in 2015
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November 2014 YTD 
Net Income Drivers 

YTD Nov 2014 Consolidated MCE ACA 1202 Prior Year 
Revenue

Mental 
Health

“Base” 
Programs

Revenue $704.7M $239.9M $24.4M $12.6M $8.4M $541.1M

85% MLR 
Reserve

(121.7)  

Medical Exp. 591.5      82.1 17.8 0.0 1.9 489.7

Margin 113.2 36.1 6.6 12.6 6.5 51.4

Admin 6.2% 43.7 7.3 1.5 0.8 0.5 33.6

Net Income $69.5M $28.8M $5.1M $11.8M $6.0M $17.8M

Net Income % 9.9% 24.4% 21.0% 93.8% 71.8% 3.3%

MLR 83.9% 84.9% 72.8% n/a 22.0% 90.5%

ALR 6.2% 6.2% 6.2% 6.2% 6.2% 6.2%

4-02



 
 
 

Page 1 

 
 
 
 

 
 

Santa Cruz – Monterey – Merced Managed Medical Care Commission,  
Central California Alliance for Health (the Alliance) 

 
 Investment Policy 

 
Reviewed and Adopted 

 
by the 

 

Board of Commissioners 
 

On 
 

_____________, 2015 
 
 
 
 
 
 
 
 
 
 
 

 
 
  

5-01



 
 

Central California Alliance for Health  Investment Policy 

Page 2 

 
 
 

 
Central California Alliance for Health 

 Investment Policy 
 
I.  PURPOSE 
 

This Investment Policy sets forth the investment guidelines for all Operating Funds and Board-
Designated Reserve Funds of the Alliance.  The objective of this Investment Policy is to ensure 
the Alliance's funds are prudently invested according to the Board of Commissioners’ 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 Investment Policy.  The Alliance Investment 
Policy conforms to the California Government Code section 53600 et seq. (the Code) as well as 
customary standards of prudent investment 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 Investment Policy and adhered 
to. It is also the Alliance’s intent to comply with investment requirements contained within 
contracts that the Alliance may have with any government funding agencies and will not invest in 
anything that is inconsistent with its direct mission. 
 
The Alliance’s investment objectives, in order of priority, are as follows: 

 
A. Safety of Principal - Safety of principal is the foremost objective of the Alliance. 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 the Alliance.  It is 

important that the portfolio contain investments for which there is a secondary market 
and which offer the flexibility to be easily sold at any time with minimal risk of loss of 
either the principal or interest based upon then prevailing rates. 

 
C. Total Return – The Alliance’s portfolio shall be designed to attain a market-average rate 

of return through economic cycles given an acceptable level of risk. 
 
II.  OBJECTIVES 
 

Safety of principal is the primary objective of the Alliance.  Each investment transaction shall 
seek to ensure that large capital losses are avoided from securities or broker-dealer default.  The 
Alliance shall seek to ensure that capital losses are minimized from the erosion of market value.  
The Alliance 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 Investment Policy. 
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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 the 
Alliance's 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. 
 

III.  PRUDENCE 
 

The Alliance’s Board of Commissioners or persons authorized to make investment decisions on 
behalf of the Alliance 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  
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 the Alliance, 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.  

 
IV.  ETHICS AND CONFLICTS OF INTEREST 
 

The Alliance's 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.  
The Alliance's 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 the Alliance, and they are not permitted to have any personal 
financial or investment holdings that could be materially related to the performance of the 
Alliance's investments. 

 
V.  DELEGATION OF AUTHORITY 
 

Authority to manage the Alliance's investment program is derived from an order of the Board of 
Commissioners.  Management responsibility for the investment program is hereby delegated to 
the Alliance's Chief Financial Officer (CFO). 
 
The CFO shall be responsible for all actions undertaken and shall establish a system of controls to 
regulate the activities of subordinate officials. 
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A. Financial Benchmarks 
 

The Alliance's portfolio shall be designed to attain a market-average rate of return 
through economic cycles given an acceptable level of risk.  The performance benchmark 
for the investment portfolio will be based upon the market indices for short-term 
investments of comparable risk and duration.  These performance benchmarks will be 
determined by the Alliance's CFO and will be reviewed by the Finance Committee semi-
annually. 

 
B. Safekeeping 

 
The investments purchased by the Alliance shall be held by a Board approved bank or 
trust company acting as the agent of the Alliance under the terms of a custody agreement 
in compliance with Code Section 53608.  

 
C. Periodic Review of the Investment Policy 

 
The CFO is responsible for providing the Finance Committee with a recommended 
Investment Policy.  The Finance Committee is responsible for recommending the 
Investment Policy to the Board of Commissioners for final approval.  This Investment 
Policy shall be reviewed by the Board of Commissioners at a public meeting pursuant to 
Section 53646 (a) of the California Government Code 
 
The CFO is responsible for directing the Alliance's investment program and for 
compliance with this policy pursuant to the delegation of authority to invest funds or to 
sell or exchange securities.  The CFO shall make a semi-annual report to the Finance 
Committee. 

 
D. Procedures 

 
The following procedures will be performed by the CFO: 
 
1. The Operating Funds and Board-Designated Reserve Funds targeted average 

maturities will be established and reviewed periodically. 
 
2. Investment diversification and portfolio performance will be reviewed semi-

annually to ensure that risk levels and returns are reasonable and that investments 
are diversified in accordance with this policy. 

 
E. Duties and Responsibilities of the Finance Committee: 

 
The CFO and staff are responsible for the day-to-day management of the Alliance’s 
investment portfolio.  The Board of Commissioners is responsible for the Alliance’s 
Investment Policy.  The Finance Committee shall not make or direct the Alliance 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 the Alliance. 

 
The duties and responsibilities of the Finance Committee shall consist of the following: 
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1. Review any changes to the Alliance’s Investment Policy before its consideration 

by the Board of Commissioners and recommend revisions, as necessary. 
 
2.  To review semi-annually the Alliance’s investment portfolio for conformance to 

the Alliance’s Investment Policy diversification and maturity guidelines, and 
make recommendations as appropriate. 

 
3. Perform such additional duties and responsibilities as may be required from time 

to time by specific action and direction of the Board of Commissioners. 
 
VII. POLICIES 
 

A. Securities Lending 
 

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

B. Leverage 
 

The investment portfolio, or investment portfolios, cannot be used as collateral to obtain 
additional investable funds. 

 
C. Other Investments 

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

 
 

D. Underlying Nature of Investments 
 

The Alliance 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  
Alliance Board of Commissioners).  Furthermore, the Alliance shall not make 
investments in organizations with which it has a business relationship through 
contracting, purchasing or other arrangements. 
 

E. Derivatives 
 

Investments in derivative securities are not allowed, except as to U.S. Treasury 
STRIPS. 
 

F. Rating Downgrades 
 

The Alliance may from time to time be invested in a security whose rating is downgraded 
below the quality criteria permitted by this investment policy.  A decision to retain a 
downgraded security shall be approved by the CFO or designee within five (5) business 
days of becoming aware of the downgrade. 
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REFERENCES 

Investment of Surplus: California Government Code Section §§53600-53610 

Deposit of Funds: California Government Code Section §§53630-53686 
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Comparison of CCAH’s Investment Policy 
vs. the California Code

Maximum % of the Portfolio
Current CCAH 

Investment Policy California Code

Maximum Maturity Term 5 years 5 years

Bond Ratings A rated A rated 

U.S. Treasury or Agency Obligations 100% 100%

US Corporate and Medium Term Corp. Securities 30% 30%

State and Local Government Debt 25% 100%

Mortgage and Asset-backed Securities 20% 20%

Local Agency Investment Fund (LAIF) $50M 100%

Bankers Acceptances 40% 40%

Commerical Paper 25% 25%

Negotiable Certificates of Deposit 30% 30%

Repurchase Agreements 100% 100%

Mutual Funds & Money Market Funds 20% 20%

Variable and Floating Rate Securities 30% 30%
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