
MEMORANDUM 
 
RE:  Multi-Payer Approaches to Universal Healthcare 
DATE:   September 14th, 2018 
  

 
I. Overview of the Issue 

 
California has made great strides toward universal health insurance coverage, but many still remain 

uninsured, face rising costs, or have limited access to care even while insured. Public support is strongly 

in favor of reforms to our health care system that will provide universal coverage that is affordable and 

easy to use. While some support a single-payer approach, it faces financing and political challenges. 

Others support an easy-to-use multi-payer approach, which is more realistic to achieve and could also 

address healthcare costs. Developed nations around the world use these two frameworks for their 

healthcare systems and see superior clinical outcomes at lower per capita cost than in California.  
 
For many of these reasons, reform of our health system has repeatedly shown itself to be a priority for 

California voters.1 Although Governor Brown significantly expanded coverage through Medi-Cal and 

Covered California (the state’s Affordable Care Act exchange) is one of the strongest marketplaces with 

the most stable premiums and lowest uninsured rates, we have not had a healthcare innovator in the 

Governor’s office in some time. Consequently, California has a well-entrenched multi-payer system that 

is fairly stable, but faces rising costs and a remaining uninsured population that is expected to grow due to 

federal policies. 

 

Attached as Exhibit A, is a memo delineating the power and authority of the Governor as it pertains to 

implementing some of these policy proposals. 
 

II. Summary of State Legal & Regulatory Structure 

 
A. The Uninsured 

 
Among insured Californians, 56% receive private insurance coverage through an employer, 28% 

through State or Federal government programs and 16% through individual (not group) policies.  Among 

all persons in California, 2.9 million remain uninsured.  Of those who are uninsured: 

 
• Almost two-thirds (62%) are employed by a small business or are self-employed; 

• One-third are low income (less than $25,000 per year); 

• One-third are eligible for Medi-Cal; 

• One-third are undocumented; and  

• One-third have other reasons not to be insured, primarily cost-related; 

• 60% are Latino.2 

 
B. The Privately Insured 

 

                                                           
1Mark Baldassare et al. “PPIC Statewide Survey: Californians and Their Government,” Public Policy Institute of California, 

(December 2017), http://www.ppic.org/publication/ppic-statewide-survey-californians-and-their-government-december-2017/ 
2California Health Care Foundation, “California’s Uninsured: As Coverage Grows, Millions Go Without.” (November 2017), 

http://www.chcf.org/~/media/MEDIA%20LIBRARY%20Files/PDF/PDF%20C/PDF%20CaliforniaUninsuredDec2016.pdf 

 



The overwhelming majority of Californians with private insurance receive it from their employer. 

Employer-sponsored insurance typically has more robust benefits than other insurance, including 

Medicare.3 Consequently, a Medicare-for-all approach will have to contend with reducing benefits for the 

plurality of Californians. Less than 10% of Californians get their health insurance in the non-group 

market, primarily through Covered California.4 Covered California rates have remained stable for most of 

urban California, though premiums have continued to skyrocket in more rural areas (over 25% annual 

increases in Northern California and in parts of the Central Valley in 2018).5 

 
The federal government currently gives a tax break for employer-sponsored insurance, and places a 

penalty on large companies that don’t insure their full-time employees. In addition, the federal 

government subsidizes Covered California premiums for individuals earning up to 400% of the federal 

poverty level in amounts based on insurance type and income.  
 

C. The Publicly Insured 

 
Among those adults receiving public insurance, the lion’s share do so through Medi-Cal. The federal 

government matches California’s funding 50/50 for most Medi-Cal enrollees, though for those who 

signed up under the ACA’s expansion, the federal government pays an outsized share (95% in 2017, 90% 

in 2020 and beyond). Most of California’s children are insured by Medi-Cal, and a federal waiver allows 

California to insure undocumented children through the program, but the federal government does not 

offer matching funds for these children. Changes to Medi-Cal typically require federal waivers. The 

remainder of California’s publicly-insured get their care through Medicare, the VA, or Indian Health 

Services, all of which are federally-funded and administered.  
 

III. Hot Topics Overview 

 
A. Policy approaches to achieve 0% uninsured 

• Medi-Cal: 

• Extend eligibility to undocumented adults 

• Expand budget for advertising and registration drives, especially in 

Spanish 

• Reduce churn: fewer barriers for renewal, leverage technology 

• Mandate 90-day retroactive Medi-Cal coverage 

• Protecting immigrants from the proposed federal Public Charge Rule 

 

 

• Individual Market 

• State-based individual mandate, including opt-out mechanism 

• State-based reinsurance program 

• Additional state-based premium subsidies for <400% FPL 

• Medi-Cal as a public option 

• Expanding Healthy San Francisco Statewide 

 
B. Policy approaches to improve access to care once insured 

                                                           
3The Henry J Kaiser Family Foundation, “How Does the Benefit Value of Medicare Compare to the Benefit Value of Large 

Employer Plans?” (April 2012), https://kaiserfamilyfoundation.files.wordpress.com/2013/01/7768-02.pdf 
4The Henry J Kaiser Family Foundation, “State Health Facts: Health Insurance Coverage of the Total Population, 2016,” 

https://www.kff.org/other/state-indicator/total-population/ 
5Covered California, “Covered California’s Health Insurance Companies and Plan Rates for 2018,” (August 2017), 

https://www.coveredca.com/news/pdfs/coveredca_2018_plans_and_rates_8-1-2017.pdf 



• Geographic hurdles 

• Rural physician training programs in primary care, mental health 

• Loan forgiveness for UC students entering primary care 

• Expand state programs that improve geographic care access such as the 

State Loan Repayment Program, County Medical Services Program, 

Steven M. Thompson Corps Loan Repayment Program and others.  

• For Medi-Cal 

• Improve Medi-Cal provider reimbursement 

• Reduce churn: fewer barriers for renewal, leverage technology 

• Require minimum % of Medi-Cal patients for non-profit hospitals 

• Promote Medi-Cal as insurer open to innovation from health tech 

• Revamp Medi-Cal into statewide managed care plan, eliminate county 

lines 

• Individual market 

• Require clear and standardized benefits structure between plans 

• Standardize with Medi-Cal, reduce burden of churn 

• Enforce network adequacy 

• Prior authorization reform 

• Publishing insurer denial rates 

• All-payer hospital, provider or insurer rate-setting with global budgeting 

 
IV. Hot Topics In-Depth 

 
A. Policy approaches to achieve 0% uninsured 

• Medi-Cal: 

• Extend eligibility to undocumented adults 

Making all low-income undocumented Californians immediately eligible for Medi-Cal 

would have the single greatest impact on reducing our uninsured rate: in one move, about 

one-third of California’s uninsured adults currently eligible only for restricted-scope care 

would be eligible for full-scope coverage. However, these Californians would be quite 

expensive for the Medi-Cal program, as there would be no matching federal funds for their 

care. California expanded Medi-Cal coverage to undocumented children under 2015’s SB 4 

(Lara). For undocumented adults making more than 138% of the federal poverty limit (the 

ceiling for Medi-Cal eligibility), expanding coverage could be done a variety of ways, 

including subsidizing premiums and providing cost-sharing support, as the federal 

government does for citizens in the individual market. Not doing so would be cheaper for 

California to enact but would not produce as significant a change in the uninsured rate. 
 

• Expand budget for advertising and registration drives, especially in Spanish 

Currently, one-third of all uninsured Californians are eligible for Medi-Cal. Over half of 

California’s uninsured are Latino. Targeted advertising and registration drives, particularly in 

Spanish, can help get these eligible adults signed up for Medi-Cal. Particularly if full-scope 

Medi-Cal is extended to undocumented adults, substantial investment will be needed to put a 

Medi-Cal card in every eligible adult’s hands. 

 
• Reduce churn: fewer barriers for renewal, leverage technology 

Many Californians who are eligible for Medi-Cal previously had coverage, but lost it due to 

failure to complete annual renewal forms and other administrative hurdles. Proper reforms 

could reduce these hurdles and stabilize enrollment. Tax agencies and social services can 

merge information to assess a citizen’s risk for churn into the individual market. If someone 



is unlikely to churn, the state could automatically renew their Medi-Cal coverage. After an 

individual enrolls for the first time, that same information could be pre-loaded onto their 

forms. Such barriers may seem small, but would make a significant difference for many 

Californians. 
 

• Protect immigrants from the Public Charge Rule 

The Trump administration is drafting a new rule on “Public Charges” that could have 

disastrous effects on immigrant access to health care. Persons labeled as public charges can 

be denied entry into the United States, and can be prevented from changing their 

nonimmigrant visa category (i.e. student visa) to a legal permanent resident status. 

Immigrants and their families therefore have strong incentives to avoid becoming public 

charges. Current guidelines define a public charge as someone who depends on the 

government for more than half of their personal income. This historically has meant only cash 

assistance programs, and so health and nutrition programs, such as Medicaid, have not been 

factored in. The new rule would make sweeping changes, incorporating Medicaid, 

Supplemental Nutrition Assistance Program (SNAP), WIC, and the Earned Income Tax 

Credit (EITC), among others. This would result in lower health insurance coverage, poorer 

health for their children and dependents, increasing poverty, and increasing food insecurity, 

for immigrants and their children. These negative repercussions would be worsened by the 

fear and mistrust associated with interactions with government, as confusion spreads about 

this rule’s applicability and immigrants drop their Medi-Cal coverage. California in particular 

has much at stake given its high percentage of immigrants. California should take the lead of 

states suing the federal government to limit the finalization of this regulation before it 

worsens our social safety net for years to come.   

 

 
• Individual Market 

• State-based individual mandate, including opt-out mechanism 

Estimates are that 378,000 Californians will lose their healthcare as a result of the federal 

insurance mandate repeal, with 250,000 dropping from Covered California. Many more could 

lose Medi-Cal coverage as well, because many consumers find out they are eligible for Medi-

Cal by shopping around for insurance. Premiums are expected to increase for all the 

remaining insured individuals. Passing a statewide insurance mandate would be an important 

way to ensure stability despite the federal individual mandate repeal, as Massachusetts, 

Vermont, New Jersey, and the District of Columbia have done. 
 

Massachusetts’ individual mandate may be a good example to follow. Massachusetts has one 

of the lowest uninsured rates in the country. There are several reasons for this, but one is an 

individual mandate that predates the ACA’s. The individual mandate penalty in 

Massachusetts is substantially higher than the ACA’s: 50 percent of the premium of the least 

costly plan available to the individual. The federal individual mandate (which has now been 

repealed)  was around  2.5% of income for most individuals.  

 

 
Another option would be an opt-out individual mandate, where all Californians are 

automatically enrolled into a health plan and have the option of opting out if they so choose. 

Based on considerable behavioral economic research, this would lead to a substantially lower 

number of Californians opting out.  While Californians would need to debate the mechanism 

of an opt-out mandate, one option could entail automatically enrolling Californians in the 



lowest-cost bronze plan on the marketplace and, if required, collect unpaid premiums (or the 

opt-out penalty) at the first point-of-care. 

 
• State-based reinsurance program6 

Several states have submitted CMS waivers to establish reinsurance programs. These 

programs reduce costs for the majority of patients by helping with costs for the most 

expensive patients. They can be thought of as a more functional alternative to high-risk pools. 

As an example, here is how Minnesota’s plan works: 
• Minnesota pays 80% of claims between $50,000 and $250,000 

• Insurers pay the rest of the claim beyond $250,000 

• Insurers are able to charge less in premiums to the rest of Minnesotans 

• Federal liabilities for premium subsidies across Minnesota therefore go down 

• The federal government passes though much of those savings to Minnesota to pay for the 

program 

 

With perhaps different claims ranges, California could establish such a program to help 

contain premiums, especially in our more rural, high-cost counties. 

 

 
• Additional state-based premium subsidies for <500% FPL7 

Many uninsured Californians cite cost as a limiting factor. Those who are eligible for 

Covered California, but do not qualify for any subsidies often have to pay the highest costs 

relative to their incomes. In California, the federal poverty limit – which federal premium 

subsidies are linked to – does not reflect our high costs of living. California could supplement 

federal subsidies for middle-class individual market purchasers, making them more likely to 

actually purchase coverage. Under the ACA, individuals that earn 400% of FPL get minimal 

subsidies, and those with incomes above 400% FPL get none. Expanding subsidies to those 

earning 500% FPL, the level of eligibility for Healthy SF, would include many of those who 

are unable to purchase coverage due to cost and lack of subsidy. Like expanding Medi-Cal to 

undocumented Californians, this approach would be expensive, but far less expensive than 

alternative proposals to insure this population. 

 

 
• Marketplace-based public option 

California could offer a public plan designed to compete with private plans in terms of price 

and quality, and reap the full benefits of government provided insurance. Such a plan would 

initially incorporate Covered California, Medi-Cal, and all state employees. Employers could 

also purchase coverage for their employees directly through this public option as well, or 

continue to provide private options. Benefits could be standardized across all enrollees, with 

wrap-around services provided to Medi-Cal enrollees as needed. Standardizing benefits 

would significantly reduce complications and loss of insurance associated with individuals 

transitioning between Medi-Cal and private insurance. Like Covered California, subsidies 

could phase in at 100% FPL and phase out anywhere between 400-500% of FPL. The amount 

of money available for subsidies could depend on the success of the program. Public option 

premiums would reflect savings retained from reduced administrative expenses, elimination 

of shareholder profits, expansion of the covered population to California and private 

                                                           
6http://www.pewtrusts.org/en/research-and-analysis/blogs/stateline/2018/04/09/to-curb-rising-health-insurance-costs-some-

states-try-reinsurance-pools 
7 Robert Pear, “Minnesota Finds a Way to Slow Soaring Health Premiums,” New York Times (Sept 2, 2017) 

https://www.nytimes.com/2017/09/02/us/politics/minnesota-health-care-reinsurance.html 

http://www.pewtrusts.org/en/research-and-analysis/blogs/stateline/2018/04/09/to-curb-rising-health-insurance-costs-some-states-try-reinsurance-pools
http://www.pewtrusts.org/en/research-and-analysis/blogs/stateline/2018/04/09/to-curb-rising-health-insurance-costs-some-states-try-reinsurance-pools
https://www.nytimes.com/2017/09/02/us/politics/minnesota-health-care-reinsurance.html


employees, and alignment of patient and payer interests. Further, California could use the size 

and scope of this plan to negotiate provider rates, pharmaceutical prices, and medical device 

reimbursements, lowering the costs paid by the public option to rates paid by other developed 

nations. As an incentive to attract providers into public option networks, California could 

translate some of the savings from administrative costs and insurance company profits back 

to physicians serving previously underserved populations and geographic areas. The 

Marketplace-based public option would potentially require both a Medicaid waiver and a 

§1332 waiver and is proposed to be studied by the California Council on Health Care 

Delivery Systems by AB 2472 (Wood), currently on Governor Brown’s desk.  

 

 

• Expanding Healthy San Francisco Statewide 

As you know, Healthy San Francisco is a health care access program for uninsured adults 

ages 18 to 64 in San Francisco. Is not a health insurance product, and is not single payer, but 

rather provides a backstop program for the uninsured. In between 2007 and 2011, the 

program had 95,580 unique enrollees, and in 2011 had 54,500 enrollees. The program had a 

high of 65,000 enrolled in 2014, which subsequently declined to 14,000 after the coverage 

provisions of the ACA began.8 3 out of 4 enrollees had a physician visit, and the program 

improved access to primary care and reduced medical uncertainty. It was also thought to play 

a role in declining non-urgent ED visits.  
 

The model of a backstop coverage option could be an alternative for universal coverage, 

achieving universal health care access as soon as it is implemented. It would certainly be 

cheaper and wouldn’t require a §1332 waiver (thus avoiding required approval from the 

Trump Administration), because it wouldn’t affect Medicare or Medi-Cal. It could be paired 

with any of the above expansions, including a public option, or an expansion starting with 

older adults. It would cover all undocumented adults. The pairing of enrollees with primary 

clinic sites was lauded in the program in San Francisco as improving chronic disease 

management and primary care. Participants in a statewide program could be required to 

choose a primary clinic site as well, creating a better foundation in primary care in the state. 

If this is the approach taken, Gavin Newsom could tout that he has experience achieving 

universal coverage in San Francisco, and is now expanding this coverage scheme to the state.  

 

 
B. Policy approaches to improve access to care once insured 

• Workforce hurdles,910 

• Expand rural physician training programs in primary care, mental health 

Access to primary care in California suffers from two key problems: geography and 

overspecialization. Promoting/expanding existing physician residency programs in rural 

California can help with the geographical problem. Eight teaching health centers (THCs) 

currently train MDs in underserved settings.11 These THCs currently receive federal funding 

through the ACA, but additional state funding could increase their number. California is one 

of only seven states not receiving matching federal funds for graduate medical education 

                                                           
8 Mathmatica evaluation of Healthy SF from 2007-2011: http://healthysanfrancisco.org/wp-content/uploads/Evaluation-of-HSF-

Aug-2011.pdf 
9 http://www.healthreform.ct.gov/ohri/lib/ohri/work_groups/consumer_advisory/2016-04-

12/2011_11_california_healthcare_workforce_aca_v2.pdf 
10 http://www.hasc.org/sites/main/files/file-attachments/17workforcerev8_v4.pdf 
11 Janet Coffman, et al. “Preparing Physicians to Care for Underserved Patients: A Look at California’s Teaching Health 

Centers.” California Health Care Foundation (August 2016) 

https://healthforce.ucsf.edu/sites/healthforce.ucsf.edu/files/publication-pdf/PDF%20PreparingTeachingHealthCenters.pdf 

http://healthysanfrancisco.org/wp-content/uploads/Evaluation-of-HSF-Aug-2011.pdf
http://healthysanfrancisco.org/wp-content/uploads/Evaluation-of-HSF-Aug-2011.pdf
http://healthysanfrancisco.org/wp-content/uploads/Evaluation-of-HSF-Aug-2011.pdf
http://www.healthreform.ct.gov/ohri/lib/ohri/work_groups/consumer_advisory/2016-04-12/2011_11_california_healthcare_workforce_aca_v2.pdf
http://www.healthreform.ct.gov/ohri/lib/ohri/work_groups/consumer_advisory/2016-04-12/2011_11_california_healthcare_workforce_aca_v2.pdf
http://www.hasc.org/sites/main/files/file-attachments/17workforcerev8_v4.pdf


(GME) through Medicaid, which offers a significant opportunity to apply this funding to 

THCs. 

 
• Loan forgiveness for UC students entering primary care 

Overspecialization is a problem in all of American medicine: in other countries, roughly 1/3 

of physicians are specialists. In the California, 2/3 of physicians specialize. This leads to a 

deficit in available primary care providers, and increased costs associated with specialty care. 

Our public medical schools, which are all operated through the UC system, should drive the 

physician workforce toward primary care. California could incentivize graduates to enter 

primary care by increasing reimbursement for primary care providers and forgiving medical 

school debt, the high burden of which often drives students into specialization. 
 

• Medi-Cal 

• Increase Medi-Cal provider reimbursement 

The most expeditious and market-oriented approach to increasing access to care for Medi-Cal 

patients is to increase reimbursement rates, particularly for outpatient primary care. Doing so 

would incentivize providers to take Medi-Cal, incentivize physicians to enter primary care, 

and allow for better physician/patient relationships as providers have the ability to take more 

time with each patient. Medi-Cal has among the lowest reimbursement rates of any Medicaid 

program in the United States, despite having the largest spike in Medicaid enrollment through 

the ACA. Alternatives to the reimbursement improvement approach would be more heavy-

handed command-and-control policies (such as the one proposed below) to require providers 

to see more Medi-Cal patients; doing so at today’s low rates could put them in positions of 

financial jeopardy. 

 

 
• Require minimum % of Medi-Cal patients for non-profit hospitals 

Many of California’s biggest and most sophisticated hospitals – which are some of the most 

expensive and most profitable in the nation – have tax-exempt status. They obtain this status 

by proving their community benefits. However, many of these hospitals consider routine 

hospital care among their community benefits and many do not accept Medi-Cal patients. 

Disturbingly, some UC hospitals don’t accept Medi-Cal patients, such as UC Davis. The 

administration could require non-profit health systems to include Medi-Cal patients at a 

minimum percentage (such as 10%) in their payer mix to maintain tax-exempt status, and 

mandate UC hospitals to always accept Medi-Cal patients. The administration could also 

require tax-exempt, non-profit hospitals to demonstrate charity care and community benefits 

equivalent to the amount of their tax-exemption and/or create uniform standards for hospitals 

to measure and publicly report the financial value of community benefit and charity care 

services they provide. 

 

 
• Change the culture of Medi-Cal as open to health technology innovation 

Medi-Cal is a large, statewide insurer whose size and current sluggishness make it an ideal 

entity for disruption through new health technologies. California is currently the cradle of 

innovative health technologies, and Medi-Cal has the opportunity to be an incubator for many 

of these ideas. Many large companies and startups view Medi-Cal as closed off to new ideas; 

repositioning the program as an innovation hub could not only improve the experience for 

patients and reduce costs, but also serve to bring success to California-based companies that 

will expand globally and bring revenue back to the state. 



 

 
• Individual market 

• Require clear and standardized benefits structure between plans 

One barrier to access for patients with insurance is the varying benefits structures of different 

health plans. On the one hand, a diversity of benefits provides consumers with more choice. 

But this also means that providers cannot predictably tell patients whether a given service 

will be covered. Creating a defined number of levels for standardized benefits (possibly using 

the ACA marketplace metal tiers) would simplify insurance for consumers, providers, and 

insurers. Combining this will all-payer rate-setting would further clarify what procedures may 

cost to patients and the likelihood that services will be denied by the insurer. 

 

 
• Enforce network adequacy 

One of the most troublesome elements of insurance for consumers is the movement toward 

narrow insurer networks. Such networks provide only the minimum provider network 

necessary in a given region, giving patients very few options when seeking care. In almost all 

plans aside from Medicare Advantage, network adequacy is not truly enforced unless a 

lawsuit is filed. Requiring insurers to have realistic provider networks will give patients the 

access that they expect when they pay for insurance. This is, however, a balance: enforcing 

current standards will put more market power in the hands of providers, which will ultimately 

lead to increased rates for insurers and, downstream, patients. 
 

• Publishing insurer denial rates 

Consumers are provided a variety of metrics when they sign up for plans on Covered 

California; the purpose of having an marketplace is to give patients clear information on 

varying plans so that they can make informed choices. Among those metrics should be the 

average denial rate for insurers. Having a service denied causes considerable distress to 

patients; distress of this sort is one of the reasons many Californians desire a wholesale 

change to the healthcare system. Publishing the denial rate will incent insurers to be more 

predictable in their denials or deny fewer services to patients. 

 

 
• All-payer rate-setting with global budgeting 

Maryland has one of the most progressive access and cost policies, combining all-payer rate-

setting with global budgeting. Maryland first adopted all-payer rate-setting, in which all payers 

pay the same amount for a given service with each provider, therefore making providers agnostic 

to the payer itself, and allowing multiple payers to then act as a single payer by working together. 

However, this resulted in many hospitals attempting to increase volume while avoiding the most 

complex patients. These perverse incentives led to the development of the global budgeting 

policy, under which each hospital is given a fixed budget annually (paid relative to their payer 

mix) under which it must operate. Such a policy makes the provider the bearer of risk, and 

incentivizes hospitals to contain costs, invest in population health, and reduce waste. Developing 

a global budgeting program for the state of California would combine the feasibility of multi-

payer solutions with the popularity and ease-of-use of single-payer approaches. It is supported by 



a number of thinktanks.12,1314, Global budgeting in an all-payer system is the most radical multi-

payer approach proposed here, and would require a complex CMS waiver, but would do the most 

for ensuring access to care for the insured. 
 

Limiting short-term and association health plans 
Association health plans were expanded by a Trump Administration Department of Labor rule 

under ERISA that was finalized in June 2018. These plans allow employers to band together to 

provide insurance which does not need to comply with ACA quality standards, though in 

California such plans are already heavily regulated. Legislation this year in California tightened 

eligibility for association health plans, which are thought to drive up premiums by moving 

healthier people out of a larger risk pool. Another Trump Administration action expanded the 

time limit on short-term plans, which likewise do not need to abide by ACA standards, from 90 

days to 12 months. Proliferation of short-term plans would be expected to raise premiums for 

most Californians while providing poor access to those who are covered by it; a signed bill from 

this year would ban such plans outright. 

 

 
V. Key 2018 Healthcare Legislation 

 
• AB 186 (Eggman): Safe Injection Sites — On the Governor’s desk 

This bill was perhaps one of the most controversial this year and faced a huge uphill battle, but 

was ultimately passed. It would allow SF to establish sites for the hygienic and medically 

supervised use of IV drugs to reduce overdose and infectious disease risk. Safe injection sites are 

currently piloted in Australia and Canada with strong empirical evidence for reduced deaths from 

overdose and increased uptake of available social services. 

 
• AB 315 (Wood): PBMs — On the Governor’s desk  

The middlemen in the pharmaceutical pricing world are pharmacy benefit managers. They say 

they save consumers money, but there is little evidence of this. The bill would require more 

transparency from PBMs and that they "exercise good faith and fair dealing." An earlier version 

would have required PBMs to have a fiduciary duty to their customers, which would have made 

the bill more consequential. 

 
• AB 595 (Wood): Insurer mergers — Signed 

In short, this bill makes it harder for insurers to merge by giving regulators more power and 

requiring insurers to jump through more hoops for approval. Consolidation can sometimes 

improve the efficiency of a market, but in California 90% of patients are covered by five insurers 

and further consolidation is unlikely to be good for patients. 

 
• AB 2472 (Wood): Covered CA public option — On the Governor’s desk   

The budget bill passed a few months ago created a Council on Health Care Delivery Systems to 

think bigger about health systems and study a "unified financing system" for healthcare by 2021. 

The next governor will be able to name people to that Council. AB 2472 would also require the 

                                                           
12 Stephen Long et al., “Toward a Global Budget for the U.S. Health System: Implementation Issues and Information Needs” The 

Rand Corporation (1994) 
13 Robert Berenson et al., “Global Budgets for Hospitals” The Urban Institute (April 2016) 
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Council to perform a feasibility analysis on a public insurance plan option by 2021. Interestingly, 

this bill was supported by some Republicans (it picked up six Republican votes in the Assembly 

and two in the Senate!). 

 
• AB 2499 (Arambula): Medical Loss Ratio — On the Governor’s desk  

A key component of the ACA is the institution of the medical loss ratio, a cap on the profits an 

insurer can make at 15-20% of premiums, depending. An earlier version of this bill would have 

reduced that to 10-15% in California, squeezing health plans to be more generous. But that was 

taken out by the Senate. The new bill formalizes ACA language at the state level. 
 

• AB 2565 (Chiu): Covered California Premiums: Held Senate Appropriations 

This bill would require the Covered California board to subsidize the premium payments of 

individuals who enroll in health care coverage through the Exchange and who, under federal law, 

would be eligible for premium tax subsidies, as specified.  

 
• AB 3087 (Kalra): Rate Setting for Medical Services - Held in Assembly Appropriations 

Would establish a new state commission that would set prices providers and hospitals must accept 

for full payment for services rendered to commercial enrollees.  Would also set the premiums 

health plans can charge consumers in the commercial market. 
 

• SB 538 (Monning): Health Care Contracting: Held Assembly Health 

This bill, the Health Care Market Fairness Act of 2018, would prohibit contracts between 

hospitals, as defined, and contracting agents, health care service plans, or health insurers from 

containing certain provisions, including, setting payment rates or other terms for nonparticipating 

affiliates of the hospital, and requiring the contracting agent, plan, or insurer to keep the 

contract’s payment rates confidential from any payor. 
 

• SB 910 (Hernandez): Short term insurance — On the Governor’s desk  

This bill, commencing January 1, 2019, would prohibit a health insurer from issuing, selling, 

renewing, or offering a short-term limited duration health insurance policy, as defined, for health 

care coverage in this state. The bill would make conforming changes. 

 
• SB 1021 (Weiner): Out of pocket caps — On the Governor’s desk 

In 2015,  Asm. Rich Gordon passed AB 339, which capped out-of-pocket drug spending to 

$250/month. The cap would have expired in 2020, but this bill from Sen. Weiner extends it to 

2024.  High out-of-pocket drug costs are a particular issue when it comes to combined HIV 

medications, making this a priority issue for LGBT patients. 

 
• SB 1108 (Hernandez): Medicaid Work Requirements- On the Governor’s desk 

Prohibits the Department of Health Care services from imposing work requirements as a 

condition of Medi-Cal eligibility.  

 
• SB 1125 (Atkins): Mental health reimbursement  — On the Governor’s desk 

Current regulations in Medi-Cal only allow one charge per day, so clinics can't get reimbursed 

properly for providing both medical assistance and mental health treatment in the same day. 

Especially in clinics treating homeless patients or those with transportation difficulties, being able 

to provide both in one trip is critical. This bill would allow for reimbursement for both 

appointments on the same day, improving clinics' ability to provide mental healthcare to those 

who may need it the most. 



 

 

• SB 1375 (Hernandez): Association health plans — On the Governor’s desk  

SB 910 would ban "junk" insurance which doesn't have to comply by ACA standards per new 

Trump policy. According to NAIC, the current top two short-term insurance providers have a 

medical loss ratio (i.e. the amount spent on healthcare) of 43% and 34%. In other words, short-

term insurers make 55-65% profit on these plans. SB 1375 limits the eligibility for association 

health plans, insurance products that can serve employees of employer groups, which also do not 

need to abide by ACA standard. 

 
VI. Best Sources of Reporting/Research/Policy Papers on this Issue 

(Individuals, institutions, blogs, social media, academics, journalists, etc. In addition, link to important 

documents or reports on Hot Topics, if not cited above.) 

 
• Kaiser Family Foundation reports and tools 

• California Health Care Foundation almanacs 

• Covered California reports 

• California Healthline reporting 

• Politico Pulse Check podcast 

• Incidental Economist blog 

• Timothy Jost’s blog at Health Affairs 

• California State Health Care Innovation Plan, Health and Human Services Agency, 2014 

http://www.chhs.ca.gov/InnovationPlan/CalSIM%20State%20Health%20Care%20Innovation%2

0Plan_Final.pdf 

• Appendices: 
http://www.chhs.ca.gov/InnovationPlan/Innovation%20Plan_Appendices_Final.pdf 

• Market assessment by The Lewin Group 

http://www.chhs.ca.gov/InnovationPlan/CalSim_Market_Assessment_Final.pdf 
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EXHIBIT A  



MEMORANDUM 

 

RE:  Healthcare Reform: Governor Authority and Limitations 

DATE:  9/14/18 

 

This memorandum provides an overview of issues related to expansion of healthcare coverage through 

either a single- or a multi-payer approach, focusing on gubernatorial and state authority and limitations. 

It includes information about: 

 

• The authority of the Governor’s office related to healthcare reforms and some limitations 

• California’s complex managed healthcare and health insurance regulatory framework 

• State programs likely to be impacted by any approach to coverage expansion 

• Federal laws and court precedents that limit the authority of the state to reform healthcare 

 

Authority of the Governor and Some Limitations 

Although the Governorship has significant healthcare-related regulatory and purchasing authority, the 

office also has significant limitations. As a result, leadership to successfully champion healthcare reform 

will likely include building and maintaining relationships with key Constitutional Officers and local 

public officials in order to address important interdependencies and coordinate policy and financing 

strategy, development and implementation. 

 

The Governor’s authority includes oversight of licensing of physicians, hospitals, clinics, managed care 

plans and other health care professionals or health care facilities but not all health insurers,15 not all all 

hospital, clinic and other facility licensing, not all health care coverage purchasing16 17or healthcare 

transparency measures18 19, and not all workforce development20 or financing21 programs.   

 

Specifically, the Governor does not have authority over: 

• The Insurance Commissioner who licenses and regulates health insurers and some managed care plans 

through the California Department of Insurance (CDI) 

• The State Attorney General who has authority over corporate mergers and acquisitions, hospital and 

health plan conversion to or from for- or non-profit incorporation, and antitrust laws that prohibit 

hospitals and other businesses from geographic price-setting22 

                                                           
15 http://dmhc.ca.gov  
16 http://board.coveredca.com  
17 http://www.dhcs.ca.gov/services/medi-cal/Pages/default.aspx  
18 https://oshpd.ca.gov/HID/  
19 https://data.chhs.ca.gov  
20 https://oshpd.ca.gov/HWDD/  
21 https://oshpd.ca.gov/CalMort/  
22 https://khn.org/news/california-hospital-giant-sutter-health-faces-heavy-backlash-on-prices/  
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• County Governments who have authority to operate and finance clinics, hospitals and health centers 

largely serving uninsured persons and County Operated Health Systems (managed care plans)23 24 25 

• Local Healthcare Districts who have authority to operate and finance hospitals and other facilities26 or 

• The State Controller and State Treasurer who have authority that impacts healthcare coverage 

purchasing and financing27 and CalPERS which purchases coverage for state employees and retires 

and 1,200 local school districts28. 

 

Diverse Healthcare Delivery and Financing Models, Geography and People 

In addition a fragmented regulatory framework, California policymakers face challenges crafting effective 

policy solutions in a state with significant geographic and economic variation, a large, culturally and 

linguistically diverse population and a wide array of healthcare delivery and financing models.29 

 

California’s Healthcare Delivery and Managed Care Landscape 

California has one of the highest managed care penetration rates (percent of persons enrolled in managed 

care) of any state30, providing the majority of private sector (employer-based) and public sector (including 

Medi-Cal) through managed care.  Seven CDI-licensed health insurers and 71 Department of Managed 

Health Care (DMHC)-licensed health plans cover medical services31 and 47 DMHC-licensed specialized 

health plans cover mental health, dental or vision or other services.32 

 

Thousands of individual providers (i.e., physicians or medical groups) and facilities (i.e., clinics or 

hospitals) contract with health plans and insurers to be reimbursed at contracted or non-contracted rates.  

Around 450 hospitals are licensed by California and eight hospital systems, among them the University of 

California, provide 40% of the beds, 65% of which are at non-profit hospitals.33  Around 800 freestanding 

ambulatory surgery centers, none licensed by California, operate under the authority of a physician’s 

license.34  These are just some examples of the marketplace complexity and size. 

 

Managed Health Care and Health Insurance Regulation in California 

Health insurance in California is subject to a complex patchwork of state and federal regulations with 

different rules depending on whether coverage is purchased directly by an individual or on behalf of a 

group (such as an employer). The rules also depend on the size of the group purchasing coverage.  

                                                           
23 https://www.lhpc.org/local-member-plans  
24 https://www.chcf.org/wp-content/uploads/2017/12/PDF-GovernanceModelsCAPublicHospitals.pdf  
25 http://files.kff.org/attachment/fact-sheet-the-california-health-care-landscape  
26 http://www.lao.ca.gov/handouts/Health/2012/Overview_Health_Care_Districts_4_11_12.pdf  
27 https://cbig.ca.gov/Government-Partners/California-Health-Facilities-Financing-Authority  
28 https://www.calpers.ca.gov/page/active-members/health-benefits  
29 http://files.kff.org/attachment/fact-sheet-the-california-health-care-landscape  
30 http://www.chhs.ca.gov/InnovationPlan/CalSim_Market_Assessment_Final.pdf  
31 https://www.chcf.org/wp-content/uploads/2017/12/PDF-CaliforniaHealthInsurers2017.pdf  
32 http://wpso.dmhc.ca.gov/hpsearch/viewall.aspx  
33 https://www.chcf.org/wp-content/uploads/2017/12/PDF-CaliforniaHospitals2015.pdf  
34 https://www.chcf.org/publication/californias-ambulatory-surgery-centers-a-black-box-of-care/  
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Consumer protections vary based on how an employer chooses to cover their employees’ costs, whether 

they pay service claims directly or whether they purchase coverage through a state-regulated company.35 

 

California health insurers and managed care plans are regulated based on their services offered and 

business models. The DMHC regulates 26 million consumers’ medical coverage and 40 million specialty 

health plan policies.36  The CDI regulates health coverage for 1.4 million consumers.  2.5 million 

consumers’ health coverage is regulated by local or federal government.37  Some counties have 

established Local Health Plans – six County Operated Health Systems operate in 22 counties and nine 

Local Initiatives operate in nine counties collectively serving around 7 million Medi-Cal enrollees.38  The 

federal government regulates coverage provided through large employers (self-insured), Medicare, 

ERISA and the Veterans Administration. Depending on the federal, state or local regulator, financial 

solvency standards, mandated health benefits and consumer protections vary.39 

 

Industry Trends 

Enrollment and Revenue Growth.  From 2013 to 2015, California health insurer revenues were up 32% to 

$162.5 billion from $122.9 billion. LA Care, the largest county-operated insurer, more than doubled 

revenue due to Medi-Cal growth, making it the sixth largest insurer in the state.  Enrollment in individual 

coverage and publicly managed health plans surged in 2014 and 2015, the former growing 58% (858,000) 

to 2.3 million and the later growing 52% (3.5 million) to 10.3 million.40 

 

Market Consolidation. Health plan, hospital and medical group consolidation has led to price increases 

through a lack of competition in several California counties41, prompting the Legislature to consider laws 

to address these issues42 43.  A CVS-Aetna merger is pending DMHC and CDI approval and since 201544: 

Centene acquired HealthNet for $6.8 billion (CDI and DHMC approved), St Joseph and Providence 

hospitals merged (OAG approved), BlueMoon Capital Management acquired Daughters of Charity 

hospital (OAG approved), non-profit Blue Shield acquired for-profit Care 1st (DMHC and OAG 

approved)45, Anthem acquired Cigna for $48.3 billion (CDI and DMHC approved) and Aetna acquired 

Humana (CDI and DMHC approved). The Attorney General is currently suing Dignity Health for anti-

competitive behavior associated with its consolidating practices over the past many years.46 

 

                                                           
35 https://www.chcf.org/wp-content/uploads/2017/12/PDF-HIMURegulatoryOversight.pdf  
36 https://wpso.dmhc.ca.gov/dashboard/MarketPlace.aspx  
37 http://www.chbrp.org/other_publications/docs/Estimates%20of%20Sources%202017%20Final%20082916.pdf  
38 http://www.itup.org/wp-content/uploads/2018/03/Public-option-issue-brief-3.20.18.output-1.pdf  
39 https://www.chcf.org/wp-content/uploads/2017/12/PDF-HIMURegulatoryOversight.pdf  
40 https://www.chcf.org/wp-content/uploads/2017/12/PDF-CaliforniaHealthInsurers2017.pdf  
41 http://petris.org/wp-content/uploads/2018/03/CA-Consolidation-Full-Report_03.26.18.pdf  
42 https://californiahealthline.org/news/california-lawmakers-consider-giving-state-regulators-more-grounds-to-reject-health-

insurance-mergers/  
43 https://khn.org/news/california-hospital-giant-sutter-health-faces-heavy-backlash-on-prices/  
44 http://health-access.org/consumer-protection/merger-watch/ 
45 http://static1.squarespace.com/static/54f9fdb2e4b0bec7776174f4/t/5611587ae4b00e2783b8c447/1443977338088/June+2+E-

1.pdf   
46 https://oag.ca.gov/news/press-releases/attorney-general-becerra-sues-sutter-health-anti-competitive-practices-increase 
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Non-Profit Hospitals and Health Plans.  California provides significant tax breaks to non-profit hospitals 

and health plans and, in return, requires they provide “community benefits”.  Thirty-one of 71 DMHC-

licensed health plans47 and 191 of 450 California-licensed hospitals48 are non-profit corporations.  

Policymakers have attempted to address these issues, including mergers and for-/non-profit hospital or 

health plan conversions.  The DMHC, CDI and OAG may approve or delay such actions with 

stipulations, such as a requirement to establish a multi-million dollar community foundation, but the 

DMHC and CDI lack authority to reject them.49 50 

 

The Uninsured 

The number of uninsured California residents dropped from 7 million51 in 2012 to 2.9 million in 2017 due 

to Medi-Cal expansion and implementation of the ACA52 53 but many uninsured are not eligible for full-

scope Medi-Cal due to immigration status.54  

 

Coverage Expansion and Payment Reforms Impact on State Programs 

State coverage purchasing programs are administered by Department of Health Care Services Medi-Cal 

($1 billion for 13.3 million enrollees), CalPERS ($9.1 billion for 1.4 million enrollees)55 and Covered 

California ($340 million for 1.4 million enrollees)56.  Without more details about the approach to expand 

coverage, the extent of the impact and potential long-term efficiencies or cost savings cannot be 

determined.  However, likely impacts to state programs, regardless of the approach, include: 

• Adoption and implementation of a governance structure to establish, monitor and adjust financing 

strategies, benefit design and other policies; 

• Financing mechanisms, including establishment of premium, copay and deductible amounts and 

ability to collect and manage funds; 

• Expansion and management of provider networks, reimbursement rates and claims payment systems; 

• Establishment of outreach programs to attract and contract with providers and enroll consumers, and; 

• Cost-shifting away from county government and/or the private sector to the State. 

 

Funding 

Propositions 98 (Education minimum funding) and 4 (Gann limit) are possible California constitutional 

barriers to providing funding for a large-scale reform of the healthcare system in California. Prop 98 can 

require a minimum of general fund revenues to go to education, potentially limiting the amount available 

for healthcare depending on how legislation is designed. Engagement with the education community will 

be vital to ensure that a health reform measure is not challenged on Prop 98 grounds. Prop 4 also may 

                                                           
47 https://www.chcf.org/wp-content/uploads/2017/12/PDF-CaliforniaHealthInsurers2017.pdf  
48 https://oshpd.ca.gov/HID/Hospital-Financial.html  
49 https://californiahealthline.org/news/california-hospitals-must-cough-up-millions-to-meet-charity-care-rules/  
50 https://californiahealthline.org/news/hospitals-want-to-cut-back-on-free-care-critics-say-no-way/  
51 https://www.kff.org/report-section/ca-uninsured-introduction/  
52 http://www.itup.org/wp-content/uploads/2017/08/ITUP-Remaining-Uninsured.pdf  
53 https://www.chcf.org/wp-content/uploads/2017/12/PDF-CaliforniaUninsuredDec2016.pdf  
54 https://www.chcf.org/publication/californias-uninsured-as-coverage-grows-millions-go-without/  
55 https://www.calpers.ca.gov/docs/forms-publications/health-benefits-program-annual-report-2017.pdf  
56 http://board.coveredca.com/meetings/2018/05-17/CoveredCA_2018-19_Proposed_Budget-5-17-18.pdf  
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serve as a barrier, as the state is prohibited from increasing appropriations except at pace with inflation 

and population growth.  

 

Federal Barriers to Healthcare Reform 

As both private and public healthcare intertwine the state and the federal government, efforts to vastly 

transform the healthcare system under either a multi- or single-payer model require coordination and 

harmonization with federal policies: 

 

• Medicaid: Medicaid plans are financed 50/50 between the state and the federal governments, with 

some exceptions. Any reform to the Medicaid program as a part of larger health reform would 

need to gain federal approval of a Section 1115 waiver. The same waiver is required for changes 

to CHIP (which is integrated into Medi-Cal in California).57 

 

• Individual Market: The individual market has minimum standards enforced by the federal 

government and subsidies paid out by Washington to limit premiums. Any change to Covered 

California or attempt to use those subsidies to finance health reform would require a Section 1332 

waiver; at minimum, a Section 1332 waiver must show that it does not worsen the quality of 

healthcare, decrease the number of people covered, or increase the federal deficit.58 

 

• Employer-sponsored insurance: One of the most significant federal hurdles that California would 

face if it attempted to create a single-payer model would be the Employee Retirement Income 

Security Act of 1974 (ERISA), a federal law that regulates employer-sponsored health insurance. 

More than half of Californians obtain health insurance from their employers and single-payer 

would disrupt that. ERISA expressly supersedes state law. While California retains the right to 

regulate health insurance plans, ERISA covers self-insured companies, which make up the 

majority of employer-sponsored insurance arrangements. ERISA itself is vague and the case law 

is mixed on whether it is legal to implement a payroll tax to fund a public replacement to private 

insurance, though there have been several Supreme Court cases on that matter. Healthy San 

Francisco was briefly struck down on ERISA grounds before an appeals court reversed the 

decision, for instance. Were California to move to a single-payer system, the safest alternative 

would be to work with the Congressional delegation to seek an amendment to ERISA and avoid 

litigation putting the program in limbo for years as it would almost certainly be legally 

challenged. 

 

• All-payer claims database: Several states used mandatory all-payer claims databases to track 

health costs and identify drivers of health cost growth. An APCD is likely a required forerunner 

to a single-payer plan, as it would be difficult to establish benchmarks for uniform contracted 

rates without such data. California currently has a voluntary all-payer claims database managed 

by a private sector non-profit organization, but many of the state’s largest insurers do not 

participate. Unfortunately, in 2017 the Supreme Court ruled in Gobeille v. Liberty Mutual 

Insurance Company that mandatory APCDs violate ERISA and are therefore impermissible.59 60  

                                                           
57 https://www.kff.org/medicaid/issue-brief/section-1115-medicaid-demonstration-waivers-the-current-landscape-of-

approved-and-pending-waivers/ 
58 https://www.cms.gov/CCIIO/Programs-and-Initiatives/State-Innovation-Waivers/Section_1332_State_Innovation_Waivers-

.html#Frequently%20Asked%20Questions%20about%201332%20State%20Innovation%20Waivers 
59 http://www.scotusblog.com/2016/03/opinion-analysis-justices-strike-a-blow-against-state-health-care-data-collection/ 
60 https://www.supremecourt.gov/opinions/15pdf/14-181_5426.pdf 



Governor Brown proposed and the legislature approved a $64 million appropriation to establish 

and manage an APCD.  However, the scope of and implementation rules for this initiative have 

yet to be determined by state regulations.  

 

Related Policy Topics 

Some policy topics that may be incorporated into any approach to expand healthcare coverage include: 

• Transparency & Public Reporting61 62 63 and Confidential Data Sharing 

• Cost Controls (Value-Based Purchasing, Rate Regulation and Performance Measures) 

• Healthcare Workforce (Education/Training, Supply, Distribution and Scope of Practice64)65 

• Tax Exempt Hospitals’ Charity Care and Community Benefit Mandates66 and 

• Medication Costs, Transparency and Pharmaceutical Benefit Management Companies67. 

 

Additional Resources: 

 
California HealthCare Foundation 

California Health Reform Before the ACA: A timeline of policy proposals for California68  

Key Questions When Considering a State Based Single Payer System in California69  

 

California Research Bureau, Ninety Years of Health Insurance Reform Efforts in California70  

 

Healthcare Now, links to national and states’ single payer studies71  

 

Legislative Analysts Office, The Uncertain Affordable Care Act Landscape: What it means for 

California72 

 

University of California San Francisco, A Path to Universal Coverage and Unified Health Care 

Financing in California73 

 

                                                           
61 https://www.hfma.org/transparency/  
62 https://www.rwjf.org/en/library/research/2016/03/how-price-transparency-controls-health-care-cost.html  
63 https://aspe.hhs.gov/basic-report/framework-evaluating-price-transparency-initiatives-health-care  
64 https://www.library.ca.gov/Content/pdf/crb/reports/CRB_CPM_Final.pdf  
65 https://healthforce.ucsf.edu/publications/california-s-health-care-workforce-readiness-aca-era  
66 https://www.annualreviews.org/doi/full/10.1146/annurev-publhealth-031914-122357 
67 http://www.pharmacy.ca.gov/publications/pbm_chcf_jan_03.pdf  
68 https://www.chcf.org/wp-content/uploads/2017/12/PDF-TimelineReformProposals.pdf 
69 https://www.chcf.org/wp-content/uploads/2017/12/PDF-KeyQuestionsSinglePayer.pdf 

https://www.chcf.org/publication/key-questions-when-considering-a-state-based-single-payer-system-in-california/  
70 https://digitalcommons.law.ggu.edu/cgi/viewcontent.cgi?article=1307&context=caldocs_agencies 
71 https://www.healthcare-now.org/single-payer-studies/listing-of-single-payer-studies/  
72 http://www.lao.ca.gov/reports/2017/3569/ACA-Landscape-021717.pdf 
73 http://healthcare.assembly.ca.gov/sites/healthcare.assembly.ca.gov/files/Report%20Final%203_13_18.pdf 
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