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 GONSALVES & KOZACHENKO 

Gonsalves & Kozachenko 
1133 Auburn Street 
Fremont, CA  94538 

P: 510-770-3900 F:  510-657-9876 

 A T T O R N E Y S  A T  L A W   
   

 
September 8, 2017 

 
To:  Board of Directors 
From:  Paul Kozachenko, Legal Counsel 
 
RE: Consideration of the Chief Executive Officer’s Employment Agreement: Base Salary and At-
Risk Compensation  
 
Background 
 
The Chief Executive Officer is the only employee of the District who is hired directly by the 
Board. Annually, the Board reviews the CEO’s performance as required by the employment 
agreement. As a part of that process, the Board considers data provided by an independent 
healthcare compensation consultant and any and all other factors the Board considers 
important. The Board then decides whether or not base salary should be adjusted and whether 
to make an award of “at-risk” compensation. At this time, the Board also considers whether to 
make any other revisions to the Chief Executive Officer’s Employment Agreement. 
 
On July 8, 2015, the Board agreed to amend the Chief Executive Officer’s Employment 
Agreement to adjust the timeline for the annual review, base salary adjustment and “at risk” 
compensation to more closely coincide with the end of the District’s fiscal year, i.e., June 30th. 
As a consequence, rather than conduct the review at the end of the calendar year or the 
beginning of the following calendar year, the Board’s review will occur by September of each 
year.  
 
The District has a long-standing philosophy of wage parity for all employees, which includes the 
CEO. Wage parity means the CEO is not paid at the top of the scale nor is she compensated 
towards the bottom. The District’s compensation philosophy of marketplace parity establishes a 
base salary for the CEO at around the 65th percentile of her peer group and total cash 
compensation for the CEO in the range of the 75th percentile of her peer group with a 
maximum possible “at-risk” award of 20% of base salary. Benchmarking executive compensation 
based on peer group data is a standard practice for establishing reasonable compensation for 
executives working for non-profits. The District’s compensation philosophy not only reflects the 
District’s long standing philosophy of wage parity for all employees but also acknowledges the 
CEO’s 30-plus years of experience as a healthcare chief executive officer.  
 
For purposes of applying its compensation philosophy, in January 2015, the Board decided to 
adopt a peer group consisting of California peers rather than continue using the previously 
designated “blended peer group.”  The Board felt the change was appropriate and more in line 
with the California market.  
 
Attached to this memorandum is Integrated Healthcare Strategies/Arthur J. Gallagher & 
Company’s (“IHS”) report entitled CEO Total Cash Compensation Review (“IHS Report”) dated 
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August 2017 for use by the Board during its review of the CEO’s Employment Agreement and 
cash compensation. The memo follows the format used in prior years. The goal of the IHS 
Report is to provide the Board with a report, from an independent consultant, regarding 
compensation levels paid by similarly situated organizations for functionally comparable 
positions.  Appendix B includes a list of a similarly situated California organizations in IHS’s 
proprietary database.  
 
Integrated Healthcare Strategies/Arthur J. Gallagher & Company is a leading healthcare 
compensation consultant in the United States. Hundreds of healthcare systems use IHS’ 
services, as an independent consultant, to satisfy Internal Revenue regulations for determining 
the range of reasonable compensation.     
 
The IHS Report provides the Board with appropriate comparability data in accordance with IRS 
regulations. In its report, IHS reviewed background data on the District for the 2016-2017 fiscal 
year. IHS then compiled data on compensation levels for California healthcare systems similar 
to WHHS in size and complexity using data from IHS’s proprietary database and salary 
surveys.  Based on the foregoing, IHS prepared market charts summarizing compensation 
survey data at the 50th percentile, the 65th percentile, 75th percentile and the 90th percentile for 
the California peer group. The charts are prepared for both base salary and total cash 
compensation (which includes the potential “at-risk” award.) 
 
As the chart on page 13 shows, the CEO’s current base salary of $808,000 is actually 3.47% 
below the 65th percentile target of $836,000.   
 
With regard to consideration of an award of “at-risk” compensation, as described above, the 
District’s compensation philosophy provides for a maximum possible “at-risk” award of 20% of 
base salary with total cash compensation in the range of the 75th percentile of the California 
peer group. The chart on Page 17 of the IHS Report shows if the Board chooses to award 20% of 
base salary ($161,600) the CEO’s total cash compensation would be $969,000 which would not 
exceed the 75th percentile of the California peer group.  
 
Historically, the Board has considered a number of factors in determining the amount of the “at-
risk” portion of the CEO’s compensation. These factors include a consideration of various 
accomplishments during the past fiscal year. The Board has received a separate memorandum 
from the CEO which includes a list of accomplishments for the Board’s consideration in 
determining an award of “at-risk” compensation.  
 
In addition to reviewing cash compensation, the Board typically agrees to extend the CEO’s 
Employment Agreement by one year.  The Board also considers other revisions to the CEO’s 
Employment Agreement but none are proposed at this time.  
 
In summary, the Board should consider the following for action:  
 

1. A base salary adjustment based on the existing compensation philosophy.  

2. An award of “at-risk” compensation based on the Board’s compensation philosophy.   

3. Any other modifications the Board determines are appropriate to the CEO’s 
Employment Agreement, including, but not limited to, extension of the term of the 
agreement by one year.  
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INTRODUCTION
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Gallagher Integrated Healthcare Strategies

The leading specialist in executive compensation consulting for not-for-profit 
health care organizations
• Services include analysis and design of all aspects of executive compensation
• Clients include:

− 1,200 major health care providers
o 1,800 hospitals
o 500 integrated systems
o 300 physician groups

− Large, multi-specialty group practices
− National and state health care associations
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Washington Township Health Care District / 
Washington Hospital Healthcare System
• Washington Township Health Care District

− Operates Washington Hospital and employs the CEO
− Governed by a five member publicly elected Board of Directors
− Self funded and receives no parcel or other tax revenue to fund operations

• Washington Hospital Healthcare System is a complex integrated healthcare delivery
system that includes the 341-bed acute care Washington Hospital

• Washington Hospital Healthcare System’s primary service area encompasses 124 square
miles of Alameda County with a population of more than 320,000 residents

• Scope information is as follows:
− Net revenue  – $509 million
− Operating expenses – $493 million
− Full-time employees – 1,671
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Washington Township Health Care District / 
Washington Hospital Healthcare System
• Washington Hospital Healthcare System includes:

− The Institute for Minimally Invasive and Robotic Surgery
− The Gamma Knife® Center/Taylor McAdam Bell Neuroscience Institute
− Joint Commission Certified Stroke Program
− American Diabetes Association (ADA) Certified Diabetes Program
− The Cardiovascular Institute
− The Washington Women’s Center

− The Washington Special Care Nursery
− Washington Outpatient Imaging Center
− Washington Radiation Oncology Center
− Washington Outpatient Surgery Center
− Washington Outpatient Rehabilitation Center
− Washington Radiation Oncology Center
− UCSF –Washington Cancer Center
− Washington Cancer Center Genetics Program
− Advanced Heart Failure Evaluation and Therapies Program
− Liver Transplant Clinic
− Pediatric Surgery Clinic
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Washington Township Health Care District / 
Washington Hospital Healthcare System
• Washington Hospital Healthcare System includes:

− Washington Outpatient Catheterization Laboratory
− Institute for Joint Replacement and Research
− Washington Urgent Care
− Washington Township Medical Foundation
− The Morris Hyman Critical Care Pavilion, currently under construction projected opening Fall 2018
− Ohlone Student Health Center
− Washington Properties – a 4 acre retail center
− Fremont Office Center – 190,638 Square Foot Office Complex Adjacent to the Morris Hyman Pavilion
− Medical Office Building – 1900 Mowry Avenue and 2500 Mowry Avenue
− Washington On Wheels
− Washington Clinic for Wound Healing and Hyperbaric Medicine
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Best Practices

The IRS recommends the following best practices 
• Executive compensation should be approved by a board or committee made up entirely of 

independent directors
• Board or committee should use appropriate comparability data to make its decisions

− Data should be collected by a reputable third-party consulting firm
− Data should represent like jobs and like organizations

• Decisions, rationale, and process must be documented in contemporaneous minutes
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History

• Integrated Healthcare Strategies, a division of Gallagher Benefit Services, Inc., last 
reviewed the base compensation of the CEO of Washington Hospital Healthcare System in 
2016
− Report and recommendations presented to Board in September 2016
− The Chief Executive Officer’s last salary increase was in 2016

• WHHS’s compensation philosophy targets the CEO’s base salary at around the 65th 
percentile of a peer group of California healthcare organizations with an opportunity to earn 
an incentive award of up to 20% of salary
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WHHS’ Request

This year Gallagher Integrated was asked to:
• Assess the competitiveness of WHHS’ CEO compensation by comparing market data with 

the Chief Executive Officer’s cash compensation

• Provide appropriate suggestions, if necessary, for modifying the compensation program to 
support WHHS' compensation philosophy
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Data Source

Gallagher Integrated developed a California peer group from our proprietary 
database
• California peer group data shown in Appendix A
• A list of California peer group organizations is included in Appendix B
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Study Process

Gallagher Integrated completed the following steps:
• Reviewed background data on WHHS
• Compiled data on compensation levels of California health care organizations similar to 

WHHS in size and complexity using data from Gallagher Integrated’s proprietary database

• Compared the CEO’s salary to peer group salaries

• Prepared a market chart summarizing the compensation survey data at the 50th percentile 
(median), 65th percentile, 75th percentile, and 90th percentile (see Appendix A) 

• Prepared this report to present our analysis and conclusions
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BASE SALARY ANALYSIS
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Salary Comparisons

The following table compares the CEO’s salary to 50th percentile (P50), 65th 
percentile (P65), and 75th percentile (P75) salary levels from the California 
peer group

• The Chief Executive Officer’s salary is positioned :

− 9% above the California peer group P50 salary level
− 3% below the California peer group P65 salary level
− 10% below the California peer group P75 salary level

WHHS CEO 
Salary

Peer Group
P50

WHHS as 
a % of P50 

Peer Group
P65

WHHS as 
a % of P65 

Peer Group
P75

WHHS as 
a % of P75

$808,000 $741,000 109% $836,000 97% $899,000 90%
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Salary Comparison Summary – Chief Executive Officer 
(Farber)

Washington Hospital
Health System

California Peer
Group P50

California Peer
Group P65

California Peer
Group P75

California Peer
Group P90

$808,000 
$741,000 

$836,000 
$899,000 

$981,000
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TOTAL CASH COMPENSATION ANALYSIS
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Incentive Plan Analysis

Prevalence
• Over 75% of the organizations in WHHS’ peer group have an annual executive incentive 

plan 

Incentive Opportunity
• The following table compares WHHS’ maximum incentive opportunity with median 

maximum incentive opportunity for CEOs in the peer group:

• The maximum incentive opportunity for WHHS’ CEO is below both the median target and 
median maximum opportunity for CEOs in WHHS’ peer group

Position

WHHS 
Maximum 

Opportunity 
Median Target 
Opportunity 

Median
Maximum 

Opportunity 

Chief Executive Officer 20% 25% 35%
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Total Cash Comparisons – Structure

WHHS’s compensation philosophy targets the CEO’s base salary at the 65th 
percentile of the California peer group with an opportunity to earn an incentive 
award of up to 20% of salary  

The following table compares CEO’s total cash compensation (TCC) based on 
WHHS’s compensation philosophy (P65 salary plus 20% incentive award) to 
50th percentile (P50), 65th percentile (P65), and 75th percentile (P75) total 
cash levels from the California peer group

• Under WHHS’s compensation philosophy, the CEO’s maximum total cash compensation is 
positioned:
− 6% above the California peer group total cash compensation P50
− Less than 1% above the California peer group total cash compensation P65
− 3% below the California peer group total cash compensation P75

WHHS 
CEO TCC

Peer Group
P50

WHHS as 
a % of P50 

Peer Group
P65

WHHS as 
a % of P65 

Peer Group
P75

WHHS as 
a % of P75

$1,003,200 $944,000 106% $999,000 100% $1,035,000 97%
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Structural Total Cash Comparison Summary –
Chief Executive Officer (Farber)

WHHS Maximum
Total Cash

Compensation

California Peer
Group P50

California Peer
Group P65

California Peer
Group P75

California Peer
Group P90

$1,003,200 
$944,000 

$999,000 
$1,035,000 

$1,199,000
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ISSUES FOR CONSIDERATION
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Executive Salary Trends

Executive salary increases
• Salary increases for 2017 averaged about 3.0%
• Gallagher Integrated and other sources are predicting average salary increases of 3.0% for 

2018
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Next Step

• The Board should receive and consider this market data as it makes its decision on CEO 
compensation
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APPENDIX A
Market Data
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Chief Executive Officer 
(Farber)

Washington Hospital Healthcare System
Competitive Pay Analysis Demographics:

Data Effective Date: 7/1/2017 Net Revenue:  $509M

Position:  Chief Executive Officer

Incumbent:  Nancy Farber

Base Salary:  $808,000

Incentive Award: $155,000

Total Cash Comp: $963,000

Position Match:  Chief Executive Officer

Base Salary Total Cash

50th 65th 75th 90th 50th 65th 75th 90th

Survey Description n= %ile %ile %ile %ile %ile %ile %ile %ile

California Peer Group

Gallagher Integrated Systems, $250M-$1.5B Net Revenue, Average = $521M 17 740.7 835.8 899.2 981.1 943.8 998.8 1035.4 1199.4

Averages: 741 836 899 981 944 999 1035 1199
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APPENDIX B
Peer Group List
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California Peer Group

System City St Net Rev

Community Medical Centers Clovis CA $1,497.1

Community Memorial Health System Ventura CA $353.2

Cottage Health System Santa Barbara CA $853.0

Eisenhower Medical Center Rancho Mirage CA $631.0

El Camino Hospital Mountain View CA $795.9

Hollywood Presbyterian Medical Center Los Angeles CA $269.0

Huntington Hospital Pasadena CA $534.0

Marin General Hospital Greenbrae CA $360.0

Montage Health Monterey CA $576.0

NorthBay Healthcare Vacaville CA $490.7

Palomar Pomerado Health San Diego CA $521.0

PIH Health Whittier CA $847.0

Pomona Valley Hospital Medical Center Pomona CA $462.7

Salinas Valley Memorial Healthcare System Salinas CA $346.0

Tri-City Medical Center Oceanside CA $337.0

Valley Presbyterian Hospital Van Nuys CA $389.0

Verity Health System Los Altos Hills CA $1,090.8








