
 

 

AGENDA 

FINANCE COMMITTEE 

SANTA CRUZ – MONTEREY – MERCED 

MANAGED MEDICAL CARE COMMISSION 
 
DATE:   Wednesday, June 22, 2016 
 
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 December 2, 2015 meeting of the Finance Committee (2:35 – 2:40 P.M.) 

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

 
3. YTD Financial Performance.  (2:40 – 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, December 2, 2015 
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: 
Mr. Raymond Bullick County Health Services Agency Director  

 
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.      Approve Minutes of June 24, 2015 meeting of the Finance Committee.  (2:37 – 2:38 p.m.)    
 

FINANCE COMMITTEE ACTION: Commissioner Molesky moved to approve the minutes 
of the June 24, 2015 meeting of the Finance Committee, seconded by Commissioner Conner.  
Motion carried with 3 votes affirmative, 1 absent and was so ordered.   
 

 
3. October YTD Financial Performance. (2:39 – 2:47 p.m.)  
 

Mr. Barry Staton, Chief Financial Officer, presented information on the Alliance’s October 
year-to-date financials. Overall, there was an increase in Medi-Cal revenue, which was mostly 
expansion driven. Commercial premiums are slightly down due to the decrease in In-House 
Supportive Services premiums, as well as volume decreases with the Healthy Kids program 
and Medi-Cal Access Plan. Other Revenue, which is a combination of investment and rental 
income, is up compared to last year due primarily to a bigger fund balance and better interest 
rates. 
 
Total Revenue ($795.8M) and Medical Expenses ($660.3M) are consistent with 2014. 
Administrative Expenses have increased slightly due to additional hiring in 2015. The net 
income at $91.9M is much greater than last year’s income of $55.6M. The reason for the 
substantially lower 2014 figure was the major retro revenue payment of about $15-20M that 
became due in November – the revenue for the year would have otherwise been close to 
$88M. 
 
The fund balance is currently at $492,760,440. About half of the amount is maintained in cash 
accounts due to the fact that the updated Investment Policy has not been approved yet, as well 
as the anticipation of the first installment of the expansion population overpayment becoming 
due in June 2016 in the amount of $282M. Mr. Staton reminded the group that the original 
expansion population rate calculated by Mercer, the state-hired actuarial firm, was based, for 
lack of better data, on the more expensive Low Income Health Program population and was 
therefore substantially overestimated. However, as of July 2016, the State will predominately 
start using actual county cost data to drive the rates which will cause them to decrease. 
 
Commissioner Molesky inquired whether the Alliance had increased its health care expense 
reserve requirement and Mr. Staton confirmed that in January 2015 it had been increased to 
three times capitation. 
 
Mr. Alan McKay, Chief Executive Officer, asked for a financial performance comparison of 
the Alliance to the other health plans in the State. Mr. Staton explained that while all plans in 
California show good numbers, the Alliance is doing even better in comparison. The reason is 
that while the Alliance chose to target capacity grants and to apply additional expansion 
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revenue, some of the other plans elected the option of paying the expansion income directly to 
the providers, which, as the expansion rates recede, results in provider dissatisfaction.  
Mr. Staton also added that until the Alliance pays down the expansion balance, our fund 
balance will remain quite large, which might prompt State inquiries as they are currently 
looking at plans with over 1,000% of tangible net equity (about where the Alliance is 
currently).  
 
Mr. McKay inquired about the timeline for the implementation of the Socially Responsible 
Investing (SRI) piece of the Investment Policy. SRI was initially introduced in June of 2015. 
Mr. Staton responded that the policy would be presented to the Board for final consideration 
and approval at the February 2016 meeting.  

 
 

4. Key Budget Drivers. (2:48 – 3:42 p.m.)   
 
 Mr. Staton spoke about revenue, as well as medical and administrative costs as main budget 

drivers.  
 
 On the revenue side, the most impactful drivers are membership mix and volume. Total Medi-

Cal membership is forecasted to increase by about 5% in 2016. Expansion membership – now 
between 18 and 19% – is expected to be 23% of total Alliance membership. Meanwhile, the 
capitation premium received from the State is decreasing to match the actual medical cost: the 
original rate was set at $900 per member per month (PMPM) in 2014 – going forward it is 
estimated to be $325 PMPM. In addition to the $325 PMPM rate, 6-9% is allowed for 
Administrative Expenses. Mr. Staton also added that it is pretty typical for the actuarial 
estimates to fluctuate in the beginning, however, over a long term, their predictions prove to 
be much more accurate. 

 
 Commissioner Molesky inquired if the Alliance tracks what an average encounter costs per 

aid code. Mr. Staton confirmed that the Alliance has hired an actuarial firm in 2015 to 
produce unit cost and utilization trending figures broken down by category of aid and type of 
service. The general finding has been that the overall utilization is trending down.  

 
 Commissioner Molesky also asked if the Alliance’s costs were trending up due to factors like 

the cost of living increases. Mr. Staton answered that the Alliance’s facility rates go up 
approximately 4-7% every year, which is about average. 

  
 Undocumented membership in 2016 is predicted to be close to 15K. Phase-in period is 

expected to be from July to October 2016. Commissioner Molesky inquired if any delays were 
expected and Mr. Staton and Mr. McKay assured that there are no indications of such, 
however, it is never definitive until the new year’s State budget is approved. 

 
 Commissioner Conner asked when the Managed Care Organization tax issue was expected to 

be resolved and Mr. McKay responded that it is not yet known and pointed out that if the tax 
does not get rectified by year’s end, the Governor’s January budget proposal will likely 
include cuts; however, the State’s overall financial condition is better than expected.  

 

2-03



MINUTES – FINANCE COMMITTEE                                           December 2, 2015 

Page 4 of 6 
 

 Commissioner Molesky raised a question of whether the Behavioral Health Program was 
going to be integrated into services we provide for our members. Mr. McKay clarified that the 
program is now federal and that the State Medi-Cal has to manage care due to parity.  

 
 Mr. Staton also notified the group of some changes to the benefits. The Autism benefit is set 

to transfer to the Alliance from the regional centers on February 1, 2016. There are also some 
changes to the Hepatitis C benefit utilization: as a result of July 2015 relaxation of 
prescription guidelines, more drugs have been prescribed, especially in the Santa Cruz 
County. Mr. McKay explained that the original prescription criteria were extremely restrictive 
leading to providers’ dissatisfaction. The Alliance has since facilitated a dialogue with the 
State which resulted in more relaxed criteria being negotiated. He added that the State has 
been back-pedaling on their commitment to separately fund high-cost drugs like Sovaldi to the 
Alliance and other health plans – they want take a closer look at each instance and possibly do 
an adjustment to capitation revenue. Another benefit change is the postponement of Federally 
Qualified Health Center (FQHC) capitation pilot until 2017. 

   
 The medical cost drivers include unit costs and utilization trending. A recent unit cost change 

is a 50% increase to the vaccine administration cost for Vaccines For Children – a Child 
Health and Disability Prevention Program-administered drug. Specialist payment and primary 
care provider (PCP) capitation are currently under review. Utilization trends show a slight 
decline to days and visits per 1,000 members. Also, the original cost estimate for Behavioral 
Health (mild to moderate) was overstated – the new rate for 2016 will be finalized at the 
beginning of the new year. For the Hep C program, the prescription criteria were liberalized in 
July 2015 which has caused a substantial growth in utilization in each of the three Alliance 
counties. Other Hep C drugs are also in the approval queue and the State is discussing whether 
to include the cost in the capitation rate or offer a separate revenue stream.  

 
 In pharmacy costs to the Alliance, there will be a 43% increase in 2016 compared to 2015, as 

calculated by the actuarial firm. The Alliance’s 2015 actual annualized pharmacy budget was 
$118M – 2016 is projected at $175M, which includes a $5M 2015 Hep C impact, forecasted 
2016 Hep C impact of another $32M, while unit cost and utilization accounts for an additional 
$20M.  

 
 Among other medical cost drivers to consider are new contract rates for Autism 

administration and Behavioral Health (provider network is being built). Some new facility 
contracts are also being negotiated. 

  
 Some new payment methods are also being considered. The possibility of building the 

incentive into the base rate for both PCP capitation and the specialist payments, which the 
providers would prefer, is currently under review. Proposals on payment restructuring for both 
programs will be presented to the Board in February 2016. 

  
 Future medical cost drivers include: California Children Services – a new population – slated 

to start in 2017, FQHC Full Capitation Pilot also upcoming in 2017, and TeleHealth and 
eConsult as new ways to improve access. The Alliance is also working with KPMG to 
determine if Capacity Grants should be considered a medical expense.  
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 Commissioner Molesky inquired in this context if the Health Homes Program is expected to 
be a cost driver or a pass-through expense. Mr. McKay opined that a part of the program 
could be a pass-through if there are providers who want to act as community-based care 
management entities with their own contracts. He also added that some members will 
probably need to be served in that manner, which will result in additional cost as well as 
revenue.  
 

 Commissioner Molesky also asked if long-term care, being a pass-through, is still a major 
expense. Mr. Staton answered that only a modest growth of 4.2% and 1.5% unit cost is 
predicted, which is not significant.  

 
 Administrative expenses in 2016 will be comprised of building maintenance, system 

conversion, additional hiring and employee health benefits growth. Building refurbishments 
are expected to cost $3.5M as some maintenance is due. System Conversion is a substantial 
ongoing project with major expenses in equipment, software, implementation, and licensing 
fees. Full Time Employee (FTE) growth is expected to stabilize as membership stabilizes, in 
the meantime, 25 new positions have been requested for 2016 and there are 64 positions 
currently open. Health benefits show only a modest increase of 5%, which Mr. McKay noted 
is attributed to the Alliance’s robust wellness program.  

 
 Commissioner Molesky wondered if the Alliance is considering building acquisitions in other 

counties. Mr. Staton assured that there is still some excess capacity in the existing offices and 
Mr. McKay added that with some tenant adjustments in the currently owned buildings, there 
is definite room for growth. It was also noted that the integration of CCS in 2017 may 
necessitate contracted county staff to be accommodated in the Alliance offices. It is not as of 
yet a finalized model, however it is currently being used in the San Mateo County pilot which 
makes it a likely direction.  
 
Commissioner Molesky expressed concern with low mutual fund investment yields in the 
context of upcoming capitation revenue decline and suggested real estate as a possible 
investment alternative and income remedy for the Alliance. Mr. Staton noted that there was a 
similar discussion in the past with the general feedback from the Board being apprehension 
towards deviation from our core mission of being a health plan. Mr. McKay also added that 
the Medi-Cal Capacity Grant Program is going to be beneficial for the Alliance. Also, the 
Alliance’s savings coupled with the fact that the Board had also adopted the reserves 
requirement of three times the capitation revenue allow for a level of confidence in our 
financial standing.  

 
 Commissioner Weber noted that currently the Finance Committee goes over revenue numbers 

in a general manner while the Board discusses them in more detail and recommended that the 
Finance Committee should have a more in-depth revenue discussion. He also suggested that 
instead of only approving expenses (the medical and administrative budgets), the Board 
should approve the budget overall, which would include the revenue side.  
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The meeting adjourned at 3:43 p.m. 
 
 
Respectfully submitted, 
 
 
Ms. Oksana Chabanenko 
Finance Administrative Specialist 
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