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NARRATIVE DESCRIPTION OF FILING 

Stanford Health Care Advantage (“Plan”), a health care service plan licensed pursuant to the 
California Knox-Keene Health Care Service Plan Act of 1975 and its implementing regulations 
(collectively “Knox-Keene Act”), submits this Notice of Material Modification (the “Notice”) to 
the California Department of Managed Health Care (the “Department”) to provide information 
regarding a proposed corporate conversion, described in detail below, solely for the purpose of 
facilitating a change of control of Plan as filed with the Department via a separate Notice of 
Material Modification to License Application (the “Transaction Notice”).   

This Exhibit E-1 addresses the following:  

A. Overview of the Proposed Conversion and Proposed Transaction 
B. Strategic Intent 
C. Conversion 
D. Set-Aside 
E. Member and Board Approvals 
F.  Regulatory and Quasi-Regulatory Approvals and Notice 
G. Exhibits Included or To Be Included in this Filing 
 
A. Overview of the Proposed Conversion and Proposed Transaction 

Plan is a fully licensed health care service plan and currently operates and/or performs under a 
Medicare Advantage Plan pursuant to a contract with the Centers for Medicare & Medicaid 
Services (“CMS”).  Based on the Medicare Advantage Enrollment by State/County/Contract report 
published by CMS for April 20201 (the most recent report available), Plan has just under 4,600 
enrollees across the California counties of Alameda, San Mateo and Santa Clara, which three (3) 
counties comprise Plan’s service area.   

Plan is organized as a California nonprofit public benefit corporation under the Nonprofit Public 
Benefit Corporation Law.  The sole member of Plan is Stanford Health Care (“SHC”), also a 
California nonprofit public benefit corporation that operates pursuant to Title 26 of the United 
States Code Section 501(c)(3).  This organization structure is reflected below: 

 

 

 

 

                                                      
1 https://www.cms.gov/research-statistics-data-and-systemsstatistics-trends-and-
reportsmcradvpartdenroldatamonthly/monthly-enrollment-cpsc-2020-04.   
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SHC is the principal teaching hospital affiliate of the Stanford University School of Medicine and 
provides primary and specialty health services.  It operates the clinical settings through which the 
School of Medicine educates medical and graduate students, trains residents and clinical fellows, 
supports faculty and community clinicians and conducts medical and biological sciences research.  
It delivers clinical innovation across its inpatient services, specialty health centers, physician 
offices, virtual care offerings and Plan programs.   

SHC’s charitable mission and grant-making function is dedicated to serving the health care needs 
of the people of California.  In fiscal year 2018 (the most recent data available), SHC invested over 
$378 million in services and activities to improve the health of the communities it serves, including 
the following:  

• Financial Assistance and Charity Care (includes uncompensated costs of medical services 
for patients enrolled in Medi-Cal, out-of-state Medicaid and other means-tested 
government programs): $241,091,720.00 

• Health Professions Education (resident physician, fellow, and medical student education 
costs, and nurse and allied health professions training): $110,684,943.00 

• Financial and In-Kind Contributions (includes community clinic capacity building and 
support, community health improvement grants, donations of medical equipment, supplies 
and food, event sponsorships for nonprofit organizations): $12,887,700.00 

• Community Health Improvement Services (including Children Health’s Initiative, 
community health education programs, patient financial advocacy, programs to support 
healthy lifestyles for seniors, and Stanford Supportive Care Programs for cancer and 
neuroscience): $7,428,299.00 

• Subsidized Health Services (includes Stanford Life Flight, which provides transport 
solutions for critically ill and injured patients throughout Northern California): 
$3,530,258.00 

• Community Benefit Operations (community health needs assessment, reporting and 
compliance costs, training and staff developments): $345,928.00 

• Community Building Activities (advocacy for vulnerable population health issues, 
nonprofit scholarship support, support for community emergency management and 
workforce development): $298,768.00 

Plan has filed concurrently with this Exhibit E-1 a copy of SHC’s 2018 Community Benefits 
Report as a Miscellaneous Public Document.    

SHC and the Board of Directors of Plan desire to undertake a conversion and sale transaction 
pursuant to which: (1) Plan will convert from a nonpublic benefit corporation to a for-profit 
corporation organized under the laws of the State of California (“Proposed Conversion”), 
following which Proposed Conversion and immediately prior to the consummation of the sale 
transaction described below (“Closing”), SHC will be the beneficial and record owner of all of the 
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issued and outstanding capital stock of Plan (the “Shares”); and (2) at the Closing, Essence Plan 
Holdings LLC (“Essence”) will purchase and acquire from SHC eighty-three percent (83%) of the 
Shares (the “Proposed Transaction”).  As stated above, the Proposed Conversion is being 
undertaken solely in connection with the Proposed Transaction.  Plan will not legally effectuate 
the Proposed Conversion unless the Proposed Transaction is also approved by the Department.  
The post-Closing ownership structure is represented below: 

 

 

 

 

 

 

Essence is organized as a Delaware limited liability company under the Delaware Limited Liability 
Company Act. The sole member of Essence is Essence Group Holdings Corporation (“EGHC”), a 
Delaware corporation organized under the General Corporation Law of the State of Delaware.   

EGHC is also the sole shareholder of Essence Healthcare, Inc. (“EHI”), a Missouri corporation 
licensed as a health maintenance organization in the states of Missouri, Illinois, Washington and 
Texas.  EHI operates a Medicare Advantage plan with over 64,0000 members with service areas 
in Missouri and southern Illinois.  Founded in 2004, EHI has been consistently rated one of the 
highest quality Medicare Advantage plans in the nation, averaging an overall plan rating of 4.5 
Stars the last ten (10) years.  EHI is fully operated by Lumeris Healthcare Outcomes, LLC 
(“Lumeris”), a wholly owned subsidiary of EGHC and an affiliate of Essence and EHI.  Lumeris 
has a proven track record of operational excellence with EHI and other clients across the nation.  

Additionally, as set forth in Plan’s Notice of Material Modification submitted on December 26, 
2019, Plan desires to enter into a managed services agreement (“MSA”) with Lumeris (the 
“Proposed MSA Arrangement”).  Plan desires to outsource the services described in the MSA, 
including claims, customer service and provider network administration to Lumeris.  Pursuant to 
the Proposed MSA Arrangement, Plan and Lumeris are committed to strengthening the 
administration and optimization of Plan’s performance by focusing on measures and incentives 
that ensure providers are achieving quality, affordable, engaging care. 
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Lumeris is an accountable care delivery innovation company offering health systems, payers and 
providers operational support and technology solutions.  Lumeris’ model for supporting value-
based care delivery has achieved recognition for its ability to improve outcomes across 
populations, with results validated by AON Hewitt.  For more than ten (10) years, Lumeris has 
operated Essence Healthcare, one of the highest performing Medicare Advantage plans in the 
country as measured by clinical and financial outcomes, as well as member and physician 
satisfaction.  Lumeris provides access to a deeply experienced management team that is passionate 
about client success and achieving market-leading results.  Lumeris adapts quickly to the needs 
and nuances of each healthcare collaboration it enters into, sharing knowledge and dynamic 
technology to deliver better outcomes together.  It is accredited by the National Committee for 
Quality Assurance for credentialing, case management and utilization management.   

Plan expects the Proposed Conversion and the Proposed Transaction to have an extremely positive 
impact on Plan’s enrollees, operations and financial results.  Among the principal impacts:  

• Members will experience no disruption in terms of continuity of care as Plan’s network of 
providers will remain the same following the Proposed Conversion and Proposed 
Transaction;  

• Contracted providers will have access to enhanced reporting, analytics and population 
health tools to augment their current care management efforts in a coordinated and 
integrated manner; and 

• Consumers as a whole will benefit from enhanced competition among Medicare Advantage 
plans in Plan’s Service Area.  

Essence and SHC intend for Plan to continue operating under its current name for a period of time 
following the Closing.  When Essence and SHC make the determination that a name change is 
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desired, Plan will seek approval from the Department to modify its name.  Mechanisms to contact 
Plan will not be modified in connection with the Proposed Conversion and Proposed Transaction. 
Plan’s contact information including telephone numbers, email addresses and physical address will 
remain the same following the Closing.   

B. Strategic Intent 

SHC’s decision to enter the Medicare Advantage market in 2015 was founded on the following 
objectives:  

• Create a stable, provider-centric alternative to national and regional plans that had engaged 
in repeated market entry and exit patterns that caused disruption for SHC’s patients and the 
communities it serves;  

• To enable SHC to become proficient in population health management and deploying the 
right care at the right place at the right time, in partnership with a Medicare Advantage 
plan; and  

• Develop an “inside” view of the mechanics of Medicare Advantage and its operational 
norms (e.g., consumer protections, quality metrics, risk adjustment) in order to take such 
learnings to relationships with payors in other lines of business.  

SHC has achieved these objectives and desires to take the operation of Plan to the next level of 
performance, while still maintaining a provider-centric, stable Medicare Advantage plan to serve 
its patients.  In order to do so, scale is critical for health plan administration, not only to offset the 
high fixed costs of operating a health plan, but more critically, to stay at the forefront of best-in-
class administration.  SHC needs to partner with an of-scope and at-scale administrator to meet 
this objective.  SHC also desires a management team that can focus on being best-in-class in health 
plan administration – recognizing that at its roots, SHC is an academic medical center and health 
delivery system.   

Ultimately, SHC’s future vision of the Medicare Advantage business as a part of the broader SHC 
enterprise is as a platform from which SHC’s future care delivery innovations (e.g., artificial 
intelligence-driven clinical pathways, digital health delivery options, genomics-driven precision 
medicine, new innovations across the entire care delivery spectrum) can be connected to best-in-
class navigation, preventative health, predictive modeling and consumer experience.  Further, SHC 
believes Plan should continue to be a vehicle to drive culture change at SHC toward a value-focus 
(e.g., consumer-centric engagement, real-time triage to optimize appropriate settings, and the 
navigation of patients to the most optimal setting for care).   

The selection of Essence and Lumeris as SHC’s business partners was the culmination of eighteen 
(18) months of due diligence.  During that time, SHC had substantive discussions with multiple 
entities, including all of the national and regional Medicare Advantage plans, as well as numerous 
start-up health plan companies.  Essence and Lumeris emerged as the only potential partners that 
desire fundamental engagement with SHC as the keystone provider, who are committed to creating 
incremental infrastructure in California to serve the population and who seek to keep Plan 
independent, versus absorbing the membership into an existing plan.  Ultimately, the selection of 
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Essence and Lumeris will create a long-term administrative platform to allow Plan to remain a 
“state-of-the-art” Medicare Advantage plan, allowing SHC to focus on innovative care delivery.   

C. Proposed Conversion  

Article 11 of the Knox-Keene Act describes the process the Department is to follow upon a request 
from a nonprofit health care service plan to convert to a for-profit health care service plan.  As an 
initial matter, the Department must determine whether any proposed transaction is a conversion, 
as set forth in California Health & Safety Code § 1399.72 versus a restructuring, as set forth in  
California Health & Safety Code § 1399.71.  A “conversion” is defined as the transformation of a 
health care service plan from nonprofit to for-profit status.  A “restructuring” is defined as “the 
sale, lease, conveyance, exchange, transfer, or other similar disposition of a substantial amount of 
a nonprofit health care service plan’s assets, as determined by the director, to a business or entity 
carried on for profit.”  

Given that Plan is requesting the Department’s approval to transform from a nonprofit public 
benefit corporation to a for-profit corporation (as opposed to an asset sale to a for-profit entity), 
Plan believes the transaction falls definitively within the meaning of a “conversion” rather than a 
“restructuring.”  The Proposed Conversion will not impact Plan’s day-to-day operations, just its 
corporate form – Plan will remain headquartered in Dublin, California, and will continue to operate 
pursuant to its contract with CMS to serve its enrolled members pursuant to its contracts with 
network providers.   

Similarly, the Proposed Transaction with Essence does not fall within the meaning of a 
“restructuring” as the only mechanism being used to effect such transaction is the sale of stock 
and, therefore, there is no “sale… of a substantial amount of a nonprofit health care service plan’s 
assets.”  The Proposed Transaction is not an asset sale.  Contrary to the above definition of 
restructuring, after the Proposed Transaction, again the Plan will be the same entity, continuing to 
operate as it has historically operated.  

Section 1399.70 of the Health & Safety Code provides that in connection with a conversion, the 
health care service plan must submit (i) a copy of all of its original and amended articles of 
incorporation and bylaws; and (ii) a report summarizing the activities undertaken by Plan to meet 
its nonprofit obligations as directed by the Director of the Department.  The report must include 
the following: (1) the nature of public benefit or charitable activities undertaken by Plan; (2) the 
expenditures incurred by Plan on these public benefit or charitable activities; (3) Plan’s procedure 
for avoiding conflicts of interest involving public benefit or charitable activities and a summary of 
any conflicts that have occurred and the manner in which they were resolved; and (4) a written 
plan that specifies on a projected basis this information for the immediately following fiscal year.  
Plan has filed the original Articles of Incorporation and proposed amended Articles of 
Incorporation as Exhibit F-1-a-i.  Plan has filed the original Bylaws and proposed amended Bylaws 
as Exhibit F-1-a-ii.  Plan has filed the report required under Section 1399.70 as a Miscellaneous 
Document/Public.   
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D. Set-Aside  

Prior to approving the Proposed Conversion, the Department must find that the Proposed 
Conversion meets specifically enumerated charitable trust requirements and the fair market value 
(“FMV”) of Plan must be set-aside for appropriate charitable purposes.  In determining FMV2, the 
Department must consider, but is not bound by, any market-based information available 
concerning Plan.  To that end, Plan has filed a copy of the valuation opinion (the “Valuation 
Opinion”) prepared by VMG Holdings LLC, d/b/a VMG Health as a Miscellaneous 
Document/Public.  VMG has determined that the FMV of Plan’s total invested capital is its 
normalized tangible net equity plus its excess tangible net equity (as calculated by the formula set 
forth in Title 28, Article 9, Section 1300.76(c) of the California Code of Regulations) (the “Set-
Aside Amount”). 

Section 1399.72(c)(2) of the Health & Safety Code provides that the Set-Aside Amount shall be 
dedicated and transferred to one or more existing or new tax-exempt charitable organizations 
operating pursuant to Section 501(c)(3) (26 U.S.C.A. § 501(c)(3)) of the federal Internal Revenue 
Code.  This section also states that “[T]he director shall consider requiring that a portion of the 
set-aside include equity ownership in the plan.”  Accordingly, Plan respectfully requests that the 
Set-Aside Amount be transferred to SHC as equity ownership in Plan.   

Section 1399.72(c)(3) provides that “[e]ach 501(c)(3) or 501(c)(4) organization receiving a set-
aside, its directors and officers, and its assets including any plan stock, shall be independent of any 
influence or control by the health care service plan and its directors, officers, subsidiaries, or 
affiliates.”  The Knox-Keene Act defines an “affiliate” of a person as “a person controlled by, 
under common control with, or controlling such person.”  The term “control” (including the terms 
“controlling,’’ “controlled by” and “under common control with”) means “the possession, direct 
or indirect, of the power to direct or cause the direction of the management and policies of a person, 
whether through the ownership of voting shares, debt, by contract, or otherwise.”  Notwithstanding 
the existing relationship between Plan and SHC, in light of the above definitions and as further 
discussed below, Plan believes that Section 1399.72(c)(3) does not preclude SHC from receiving 
the Set-Aside Amount. 

                                                      
2 For the purposes of the engagement with VMG, FMV is generally defined by the International Glossary of Business 
Valuation Terms as the price, expressed in terms of cash equivalents, at which a property would change hands between 
a hypothetical willing and able buyer and a hypothetical willing and able seller, acting at arm’s length in an open and 
unrestricted market, when neither is under compulsion to buy or sell and when both have reasonable knowledge of the 
relevant facts.  The level of value assumed is a fully marketable, controlling ownership interest in the assets of subject 
business.   
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Following the Proposed Conversion, Plan will be a subsidiary of SHC and, as a subsidiary, will 
not have the ability to influence or control SHC as its corporate parent.  Furthermore, following 
the Proposed Transaction, which will occur immediately after the Proposed Conversion, Plan will 
be only minority-owned by SHC (17%).  A minority interest in Plan is insufficient to impart 
“control” for purposes of the Knox-Keene Act.  Common control is also eliminated by virtue of 
the fact that Plan’s proposed parent entities, SHC and Essence, are independent entities, not 
“affiliates” as defined under the Knox-Keene Act.  Given that (i) Plan will not effectuate the 
Proposed Conversion unless the Department approves the Proposed Transaction, and (ii) the 
Proposed Transaction will be consummated immediately following the Proposed Conversion, Plan 
believes that it is appropriate to consider the relationship between Plan and SHC following the 
Closing of the Proposed Transaction when assessing compliance with Section 1399.72(c)(3).  Even 
for the de minimis period of time between the Proposed Conversion and the Proposed Transaction, 
the public policy rationale behind Section 1399.72(c)(3) – the notion that a for-profit entity should 
not be able to influence use of the set-aside proceeds – is respected.  This stems from the parent-
subsidiary relationship between SHC and Plan described above.  

Regarding the merits and qualifications of SHC as the recipient of the Set-Aside Amount, 
Section 1399.72(c)(6) requires that the 501(c)(3) organization that receives a set-aside under 
Section 1399.72 demonstrate that its directors and officers have sufficient experience and 
judgment to administer grant-making and other charitable activities to serve the state’s health care 
needs.  SHC’s Board of Directors and Senior Management team is committed to serving 
California’s health care needs and has managed the investment of over $1 billion dollars from 
September 1, 2015 through August 31, 2018 (the most recent data available) into services and 
activities to improve the health of the communities it serves.  Please see Attachment 1 attached to 
this Exhibit E-1 that provides biographical information for each of the members of the Board of 
Directors of SHC.   
 
Section 1399.72(c)(7) requires that the 501(c)(3) organization that receives a set-aside under 
Section 1399.72 provide the Director and the Attorney General with an annual report that includes 
a detailed description of its grant-making and other charitable activities related to its use of the set-
aside received from the health care service plan.  The annual report shall be made available by the 
Director and the Attorney General for public inspection, notwithstanding the California Public 
Records Act.  Plan and SHC understand such obligation, and SHC is committed to complying with 
the same. 
 
E. Member Approvals  
 
The required approval to consummate the Proposed Conversion and the Proposed Transaction will 
be obtained prior to consummation of the Proposed Conversion and the Proposed Transaction.   

F.  Regulatory and Quasi-Regulatory Approvals and Notice 
 
The Proposed Conversion is conditioned upon the receipt of the Department’s approval of the 
Proposed Transaction, which is being sought pursuant to the Transaction Notice.  In addition, Plan 
is required to notify CMS and will file evidence of the same with the Department as Exhibit D-2.     
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G. Additional Exhibits Included or To Be Included in this Filing 
 
D-2 Filings with Other 
Agencies  

Contact at CMS  

Exhibit F-1-a-i Articles of 
Incorporation  

 Original Articles of Incorporation 
 Certificate of Amendment of Articles of 

Incorporation (filed with the Secretary of State on 
July 20, 205) 

 Proposed Amended Articles of Incorporation  
Exhibit F-1-a-ii Bylaws   Original Bylaws 

 Proposed Amended Bylaws  
Exhibit F-1-a-iii Corporate 
Information Form 

 Clean Corporate Information Form 
 Redlined Corporate Information Form  

Miscellaneous Public 
Document  

SHC’s 2018 Community Benefits Report 

Miscellaneous Public 
Document  

Report Required by Section 1399.70 

Miscellaneous Public 
Document  

Fair Market Valuation Opinion Prepared by VMG Health 
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