California Pushes Ahead the
Office of Health Care
Affordability with Renewed
Budgetary Support

Healthcare costs have grown exponentially in California[l],
and Californians have indicated that it is a core issue they
want the Governor and Legislature to address and remedy. In a
2021 poll, Californians expressed almost unanimous demand for
action, as 82% of Californians said it is “extremely” or
“very” important for the Governor and Legislature to make
health care more affordable.[2] While rising healthcare costs
seem to be a national problem, Californians pay more for
common health services than the rest of the country, with an
additional cost disparity between northern and southern
California.[3]

To combat the pressing issue of rising health care costs, in
2021, Assemblymember Jim Wood introduced AB 1130, which would
establish the Office of Health Care Affordability (OHCA and/or
the office) to control health care costs while ensuring high
quality care.[4] The Governor recently re-proposed—through the
2022-23 budget proposal and corresponding trailer
bill-establishing the OHCA within the Department of Health
Care Access and Information (HCAI). According to the HCAI,
“the 0ffice of Health Care Affordability will be charged with
analyzing the health care market for cost trends and drivers
of spending, creating a state strategy for controlling the
cost of health care and ensuring affordability for consumers
and purchasers, and enforcing cost targets.”[5] In this post,
we briefly examine the history of state cost commissions and
California’'s attempt in establishing the OHCA, detail the key
components of Governor Newsom’s recent 2022-23 Budget Proposal
and extensive trailer bill language outlining specifics of the
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OHCA, and discuss potential roadblocks and limitations for the
potential OHCA and what to expect next.

History of State Healthcare Cost Commissions

The proposal of a healthcare cost commission is not a novel
idea. Several other states have passed similar legislation
establishing independent offices or cost commissions to
address healthcare affordability and contain health spending
within their state.[6] To achieve the goal of controlling
healthcare costs, these entities perform various functions,
including setting healthcare cost targets and penalties on
healthcare entities that do not meet such targets;
establishing incentives to encourage and adopt payment models
based on quality of care rather than only costs; and
collecting comprehensive data on financial information from
health care payers and providers.[7]

States including Massachusetts, Delaware, Rhode Island,
Oregon, Connecticut, Washington, Nevada, and New Jersey all
have entities that work towards controlling healthcare costs.
In 2020, for example, Washington state enacted HB 2457
establishing the Health Care Health Cost Transparency Board to
increase transparency and reduce health care expenditures and
growth in the state.[8] To achieve this goal, the Washington
Board has a number of responsibilities, including determining
the state’s total health care expenditures; identifying cost
trends and drivers; setting health care cost growth benchmarks
and reporting requirements for providers and payers; and
annual reporting to the legislature of best practices and
recommendations to lower health care costs.[9] More recently,
Oregon established the Sustainable Health Care Cost Growth
Target Program (SB 889 (2019) and HB 2081 (2021)) to ensure
health care costs do not outpace wages or Oregon’s economy.
Oregon’s program sets health care cost growth targets for
annual per capita rate of total health care spending in the
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state and sets accountability mechanisms—such as mandatory
civil penalties—for failing to report or meet cost growth
targets. Notably, Oregon and Massachusetts are the only state
programs that impose mandatory penalties for noncompliance,
which may be the best tool to ensure health care cost target
compliance.

All the states’ cost containment programs, with the exception
of Massachusetts, are relatively new (established between 2018
and 2021)-thus comprehensive reviews of their effectiveness
are not readily available. Massachusetts’ Health Policy
Commission (HPC) has been in place for about a decade, since
2012,[10] and studies have shown that with the efforts of the
HPC, Massachusetts stayed within its state health care cost
growth targets for the first several years of the HPC’s
implementation, but the state has exceeded its targets for two
consecutive years since then.[1l1l] Though cost targets are a
popular mechanism that a handful of states have adopted, in
implementing a healthcare cost target, California policymakers
need to consider its efficacy—and all other mechanisms adopted
by fellow states—in actually reducing health care costs long-
term.

Establishing a Healthcare Affordability Office in California

Following the model of these states, California has looked to
establishing a similar healthcare cost commission as both an
executive and legislative goal in the past few years.
California’s proposed version may arguably be the most
comprehensive as the proposal has been in development since
2020 and borrows from the experiences of others states.

Governor Newsom’s Support for Health Care Affordability

Governor Gavin Newsom had long advocated for health care
affordability even before taking office. During his
gubernatorial candidacy, he vowed to address rising health



care premiums and significant medical bill costs that many
Californians face.[12] Once in office, Governor Newsom has
consistently supported, within the annual state budget,
establishing an OHCA to help address health care
affordability.

Newsom first proposed the establishment of the OHCA, to be
housed within the California Health and Human Services, in the
2020-21 Budget Proposal, which included a $30 million one-time
general fund to establish the office. However, the proposal
was withdrawn due to the emergency of the COVID-19
pandemic.[13] The same budget proposal, supported by budget-
related legislation (AB 80), also authorized the establishment
of the Health Care Data Payments Program (HPD), California’s
all payer claims database (APCD). The HPD would collect data
on health regarding health care costs, utilization, quality,
and equity to provide transparency to the public and better
aid policy decisions. According to the HCAI, “the information
from the HPD System is intended to support greater health care
cost transparency and will be used to inform policy decisions
regarding the provision of quality health care, and to reduce
health care costs and disparities. It is also intended for the
information to be used to develop innovative approaches,
services, and programs that may have the potential to deliver
health care that is both cost effective and responsive to the
needs of all Californians.”[14] Though the HPD has yet to go
live, it is mandated to be substantially completed by July
2023[15]; and according to the California Legislative Analysis
Office, “the HPD 1is envisioned as a key component of the
[potential] Office of Health Care Affordability.”[16]

In the subsequent year, Governor Newsom again supported the
creation of the OHCA, to be housed within the Office of
Statewide Health Planning and Development (which was later
reconstituted into HCAI), in his 2021-22 Budget Proposal, and
the Legislature agreed the OHCA would collect, identify, and
analyze trends in the health care market.[17] Specifically,
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the final budget allocated a one-time General Fund sum of $30
million to establish the office and outlined a three-year plan
for the office, with $11.2 million in 2021-22, $24.5 million
in 2022-23, and $27.3 million in 2023-24.]18] Despite the
2021-22 budget proposal, no legislation has since passed to
officially establish the OHCA.

Legislative Effort in Establishing an Office of Health Care
Affordability

In addition to the Governor’s efforts, a legislative proposal
to create an OHCA was formally introduced in 2021,[19] when
Assemblymember Jim Wood sponsored AB 1130, “a bill to create
the OHCA, an entity that would collect and analyze the health
care market for cost drivers and trends in order to develop
data-informed polices for lowering and controlling health care
costs, with the ultimate goal of providing quality and
affordable health care to all Californians.”[20] Under AB
1130, responsibilities of the office include creating and
achieving health care cost targets for California, promoting a
shift from fee-for-service payment methods to models
encouraging high-quality and cost efficient care, and
encouraging competition by diligently reviewing mergers,
acquisitions, and other transactions constituting a material
change. Payers, including all private and public health care
payers, would be required to submit data to assist the office
in measuring total and per capita health care expenditures and
determining entities that do not meet the cost targets. The
office would also be required to publish an annual report
detailing its findings on health care spending trends and
underlying factors (see Source Blog post for more details).

As with prior OHCA proposals, discussions on AB 1130 paused in
late 2021 due to the State’s more-immediate crises, including
wildfires, COVID-19 and the Delta variant.[21] Despite all the
Administration and Legislature’s efforts, no policy or
legislation has been enacted to establish the OHCA. However,
all that may change with the Governor’'s 2022-23 Budget
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Proposal and trailer bill language detailing the establishment
of OHCA.

The Governor’'s 2022-23 Budget Proposal & Trailer Bill
Supporting the OHCA

In January 2022, Governor Newsom released his 2022-23 Budget
Proposal, which reappropriated the $30 million in funding for
OHCA that was originally included in the 2021 Budget Act.
Recently, following the 2022-23 Budget Proposal, trailer bill
language—the California Health Care Quality and Affordability
Act[22]-was submitted to potentially establish the OHCA. While
the budget proposal is a crucial financial component that
would support the establishment of the office, the trailer
bill details the role and specific implementation of the
office. The trailer bill is a lengthy 40 pages, which includes
more fleshed out specifics for implementation of the office,
the annual report, the board, and health care cost targets.

The Office

The proposal establishes the OHCA within the HCAI and
indicates it “shall be responsible for analyzing the health
care market costs trends and drivers of spending, developing
data-informed polices for lowering health care costs for
consumers and purchasers, creating a state strategy for
controlling the cost of health care and ensuring affordability
for consumers and purchasers, and enforcing cost targets.”[23]
The proposal also enumerates the multiple responsibilities of
the office, including the following key responsibilities:

» Establishing a statewide health care cost target for per
capita spending and specific health care cost targets by
health care sector, and enforcing compliance with the
targets;[24]

» Collecting and analyzing data from multiple private and
public sources to track spending, set health care cost



targets, approve performance improvement plans for
entities falling short of targets, and monitor impacts
on health care workforce stability;

= Promoting, measuring, and publicly reporting health care
entities’'—healthcare service plans, health insurers,
hospitals, and physician organizations—performance on
quality and health care equity by adopting of a set of
standard quality and equity measures;[25]

= Advancing standards for health care workforce stability,
as they relate to costs;[26]

= Addressing various market trends through reviewing
required cost and market impact reporting of
consolidation involving health care service plans,
health insurers, hospitals, physician organizations,
pharmacy benefit managers, and other health care
entities; [27]

= Advancing standards for adoption of alternative payment
models rewarding high-quality and cost-efficient care
over only fee-for-service payment;[28] and

 Promoting and measuring investment in primary and
behavioral care to increase health care savings in the
long run.[29]

Additionally, the proposal requires the office’s collaboration
with the Legislature and other state entities. Though the
language requires the office to “be responsive to requests for
additional information from the Legislature, including
providing testimony during hearings and commenting on proposed
legislation or policy issues,”[30] the proposal makes no other
specific, consistent communication between the office and the
Legislature. However, the proposal does require the office to
coordinate with other state entities, such as with:

= the State Department of Health Care Services for health
care data related to total health care expenditures for
services paid for outside of Medi-Cal managed care plans
and quality and equity measures to assess performance



for the Medi-Cal program; and

» the Department of Managed Health Care (DMHC) and the
Department of Insurance for various information about
health care service plans, such as information on
premiums, cost sharing, and benefits.[31]

The Annual Report

By June 1, 2026, the office shall publish its first annual
report concerning health care spending trends and underlying
factors for the 2024 calendar year, with additional policy
recommendations to control costs and improve quality
performance and equity of the health care system. The office
shall present the report at a public meeting of the board to
inform the board, policy makers, and the broader public of
implementation of the report’s recommendations. The final
report—taking into consideration public comment-shall be
finalized at a later public meeting, submitted to the Governor
and Legislature, and made available to the public on the
office’s website. Specifically, the annual report shall
include[32]:

 Total health care expenditures and per capita total
health care expenditures—utilizing the data from the HPD
Program—disaggregated by service category, consumer out-
of-pocket spending, and health care sector or geographic
region;

 State’s progress towards achieving the health care cost
target and improving affordability;

 Drivers and factors of overall health care cost growth,
using data from HPD Program and/or other data sources;

= Access, quality, and equity of care measures and data;

= Information on performance improvement plans required,
administrative penalties imposed and assessed, and
amounts returned to consumers/purchasers; and a

= Summary of best practices for improving affordability.

The Board



Within the office, a Health Care Affordability Board (the
board) will be the body responsible for implementing key
decisions of the office. For example, the board is charged
with the key responsibility of establishing a statewide health
care cost target. Additionally, the board has the authority to
request the office collect additional data analysis and/or to
establish advisory or technical committees to support its
decision making.

The board will consist of 8 members, each with a demonstrated
expertise in a health care-related field[33]:

» 4 appointed by Governor and confirmed by Senate,

= 1 appointed by Senate Committee on Rules,

= 1 appointed by Speaker of the Assembly,

= the Cal Secretary of HHS or their designee, and

= the Cal Public Employees’ Retirement System (CalPERS)
Chief Health Director or their deputy shall serve as a
non-voting member.

The appointing authorities will take into consideration the
state’s diversity-in culture, sexual orientation, gender
identity, and geography-so that the board reflects the
communities of California.

Health Care Cost Targets

A significant responsibility of the board is to establish
yearly statewide health care cost targets and specific targets
for health care sectors.[34] The board must consider public
comment before adopting a statewide or specific sector cost
target. In addition, the board must approve the scope and
range of administrative penalties for entities that are not in
compliance with the targets. Notably, the statewide target for
the 2025 calendar year will not be subject to enforcement.
However, starting 2026 and thereafter, compliance with the
established statewide target will be enforced.

Cost Target Enforcement



The Director of the HCAI will be charged with enforcement of
cost targets.[35] Depending on the violation, the Director may
take the following enforcement actions against health care
entities in violation:

» Provide technical assistance to help the entity with
compliance;

 Require or compel public testimony by the entity
regarding its noncompliance with the target;

 Require submission and implementation of performance
improvement plans, and monitor the entities’ compliance;
and

» Issue administrative penalties, starting with an amount
commensurate with its initial noncompliance, and
escalating additional amounts for repeated inability to
meet targets.

However, the proposal establishes procedures the office must
take prior to taking any enforcement action. First, the office
must notify the health care entity that it has exceeded the
health care cost target. The office must then give the entity
not less than 45 days to respond and provide additional data,
to which the office may modify its findings. And finally, the
Director of the HCAI is required to consult with the Director
of Manage Health Care or the Insurance Commissioner to ensure
any technical assistance, performance improvement plans, or
other measures are consistent with the laws applicable to
regulating health care service plans and health insurers.[36]

Additionally, the Director of the HCAI may issue
administrative penalties for non-performance improvement plan
issues. For example, the Director may assess administrative
penalties to a health care entity for willfully failing to
report complete and accurate data, knowingly failing to
provide information required, or knowingly falsifying required
information.[37]



What to Expect Next: The Future of the OHCA?

In February, shortly after the release of the trailer bill
language, the California Legislative Analyst’s Office (LAO)
issued a report summarizing and analyzing the Governor’s
various health care access and affordability proposals. Though
the LAO acknowledged the Governor’s proposal is a reasonable
step in attempting to remedy the growing health care costs
concerns, the LAO also indicated that it is an ambitious
endeavor considering California’s geographic size, population,
and regional diversity, noting that California’s health system
is significantly larger and more complex than the other states
that have established similar governing bodies.[38] The LAO
also noted a couple of issues for the Legislature to resolve
before adopting the proposal. First, the LAO suggests that the
Legislature engage with the administration to seek reasoning
behind the changes reflected in the trailer bill language from
AB 1130.[39] For example, the original language in AB 1130
required a board of 11 members and gave the Director the
responsibility of establishing cost targets, but the trailer
bill language requires only 8 board members and giving them
collective responsibility for establishing cost. targets.
Second, the LAO suggests the Legislature adopt a more concrete
legislative review process of the office’s efforts and
goals.[40] The LAO suggests “requiring regular check-ins, such
as on a biannual basis, with the administration to gain
information on how implementation is going.”[41]

AB 1130, the legislative proposal to establish OHCA, is the
primary legislation to track as establishing the OHCA will
rely on the progression of AB 1130. Given the LAO ‘s
recommendations, the Senate amended AB 1130 on February 14,
2022, and the current bill version predominately tracks the
language of the Governor’s proposal and adopts the trailer
bill language. After passing the Assembly last year, AB 1130
is currently in the Senate Health Committee. Aside from AB
1130, which must pass the Senate, the 2022-23 Budget Bill, the



key funding to support the office, must also pass the
legislature by June 15, 2022.

Potential Roadblocks & Limitations

While the Legislature and Administration seem to be working
towards the same goal of getting AB 1130 enacted to establish
the OHCA, outside stakeholders may still pose a roadblock in
their plan, particularly the health industry and lobbyists.
Some of the criticism focus on the data gathering and
reporting requirements. Though the office will gather
extensive data across the health care industry, transparency
of that data remains an issue because not all the data will be
public as proprietary information will be kept
confidential.[42] The California Hospital Association noted
another data concern—the OHCA may not be able to identify
“‘good spending,’ like that on mental health care, from ‘bad
spending,’ like duplicated medical records or overly complex
paperwork.”[43] The California Medical Association[44] also
recently criticized the proposal, arguing that placing the
same reporting burdens on solo practitioners and large
hospitals is inequitable, which could cause more providers to
merge[45] and potentially lead to greater costs for consumers.

’

Though establishing the OHCA is a good first step in working
towards controlling costs, given the experience of other
states such as Massachusetts and Oregon, it is critical that
California adopt additional measures and move beyond just
health care cost growth targets if policy makers wish to make
real, long-term health care cost and affordability
improvements. For example, even with the proposed reporting
system gathering all health care payments in place, the data
analytics—such as identifying and analyzing the location and
cause of problematic spending and identifying the responsible
parties—is a complicated endeavor. Moreover, health care
systems are aware of ways to circumvent the system. Thus, even
if the legislature enacts AB 1130 to establish the OHCA,
policy makers must build upon this single mechanism as part of



a more comprehensive cost containment program.
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