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EXECUTIVE SUMMARY

California is the nation’s most populous state, home to over 37 million residents in 2011. California also has the largest
number of uninsured at 7.3 million people or 20% of the state’s population. This represents 15% of the total uninsured
across the country. Therefore, California’s actions to expand coverage through the Medicaid expansion and health
insurance marketplaces under the Affordable Care Act (ACA) have implications, not only for health coverage and access
within the state, but also for national goals of reducing the number of uninsured. As California develops its infrastruc-
ture to expand coverage through the ACA, it may prove to be a model for other states. However, a number of factors
combine to make California a unique health care environment.

A Portrait of California

California is a highly diverse state with 60% of the state population identifying as a race other than White. California

is also home to more than 10 million immigrants, including 5 million non-citizens which represent 14% of the state’s
population and 24% of non-citizens nationally. Twenty-four percent of Californians were living in poverty in 2011 and
the unemployment rate in November 2012 was 10%, the third highest rate in the nation. Disparities in health exist
across measures of health access and health status for California’s racial and ethnic minorities and for individuals living
in poor rural counties.

California’s counties have a history of financing, and in some instances delivering, health care to low-income, under-
served, and uninsured individuals. Medi-Cal, the state’s Medicaid program, covers 7.1 million low-income Californians.
In 2011, the state spent an estimated $12.5 billion in General Funds on the program. With respect to expenditures,
California spends an average of $3,527 per Medicaid enrollee, the lowest amount in the nation. California has a concen-
trated private insurance market, with six insurers accounting for three-quarters of the market in 2011.

California’s Budgetary Environment

After nearly a decade of recurring budget deficits, Governor Brown’s revised 2013-2014 budget proposal projects a budget
surplus of $1.1 billion. To balance the budget, Governor Brown made significant cuts to health care and education fund-
ing, shifting authority from the state to the local level for a variety of services, including mental health and substance
abuse treatment services in 2011, and developing a new tax and spending reduction initiative in 2012, which included
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the movement of children from Healthy Families to Medi-Cal and the movement of dual eligible beneficiaries from
fee-for-service to managed care through the Cal MediConnect Demonstration Project. Both program changes are
anticipated to produce significant state savings.

California’s Section 1115 Medicaid Demonstration Waiver: “Bridge to Reform”

On November 2, 2010, the federal government approved California’s five-year “Bridge to Reform” Section 1115
Medicaid Demonstration Waiver, designed to assist the state in preparing for the Medi-Cal expansion in 2014 under
the ACA. At least $8 billion in federal matching funds have been made available to counties to expand coverage

to low-income uninsured adults through the creation of the Low-Income Health Program (LIHP), to invest in and
improve county and UC hospitals through a Delivery System Reform Incentive Pool (DSRIP), and to move seniors
and persons with disabilities (SPDs) (excluding dual eligible beneficiaries) into managed care arrangements. Nearly
569,000 adults have been enrolled in the LIHP program across 52 counties and approximately 240,000 SPDs have
been transitioned to Medi-Cal managed care.

Health Reform Implementation

California’s adoption of the Affordable Care Act (ACA) Medicaid expansion will extend Medi-Cal coverage to all
citizens with incomes up to 138% of the Federal Poverty Level (FPL) ($15,856 for an individual or $26,951 for family of
three in 2013). It is estimated that between 990,000 — 1.4 million Californians will have enrolled in Medi-Cal under the
expansion by 2019. In 2019, this will cost an estimated $3.8 -5.3 billion, with the federal government paying at least
85% of the cost. An additional 2.9 million people will be eligible for premium tax credits, around 2 million of whom
are expected to enroll in Qualified Health Plans (QHP) through the state’s health insurance exchange marketplace,
called Covered California, by 2019.

Effective outreach and enrollment will be important to the success of both the Medi-Cal expansion and the Covered
California marketplace. In May 2013, the California Endowment, a private grant-making foundation, committed

$26.5 million for outreach and enrollment activities, for which the state can apply for federal matching funds for a
total of $53 million. California was awarded a second federal Consumer Assistance Program Grant for $4.6 million to
help inform consumers about their rights and benefits for health coverage through Covered California. In addition,
Covered California announced the award of $37 million in federal Outreach and Education Grants for 48 community
organizations to engage the state’s uninsured population and increase awareness and understanding of health cover-
age options.

Looking Ahead

California has implemented its Medicaid waiver and is in the midst of planning and preparing for the coverage
expansions under health reform. However, despite its progress, California will likely face a number of challenges

to expanding coverage and reforming its health care system. California’s cultural and ethnic diversity will pose
outreach and enrollment challenges. Individuals enrolled in the county-based LIHP program will need to be seam-
lessly transitioned to new state-based coverage options available under the ACA, and the state’s dual eligible benefi-
ciaries will be transitioned to managed care. Ensuring sufficient Medi-Cal provider capacity for new coverage groups
will also be challenging should the 10% provider rate cut go into effect, and given the fact that the 2013-2014 ACA
primary care rate increase has not yet been implemented. Despite these and other challenges, many throughout
California agree that the state and its residents will benefit from the successful implementation of health reform. Over
the next five months, many new developments can be anticipated as our country’s most populous state prepares for
one of the largest coverage expansion in its history.

With an eye toward 2014, this brief provides an update on California’s budget, Section 1115 waiver implementation,
and health reform preparations, as well as future coverage and health care challenges and considerations.
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INTRODUCTION

A main goal of the Affordable Care Act (ACA) is to reduce the number of uninsured through an expansion of Medicaid
and the creation of new health insurance marketplaces. Beginning in 2014, most uninsured individuals up to 138%
of FPL ($15,856 for an individual or $26,951 for family of three in 2013) will become eligible to enroll in Medicaid in
states that move forward with the Medicaid expansion. In addition, many individuals between 100% - 400% FPL will
qualify for subsidies to purchase health coverage in the insurance marketplace. These two provisions, along with
new employer requirements and an individual responsibility requirement, have the potential to reduce the nearly 49
million uninsured by up to 48%.!

While uninsured individuals
reside across the U.S., some states
have a greater share of uninsured.

Figure 1

California Nonelderly Uninsured by County, 2010
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SOURCE: US Census. Small Area Health Insurance Estimates. 2010.

and DC.3 However, the uninsured

are not equally distributed across

California’s 58 counties (Figure 1). Los Angeles County, which has a population the size of Michigan, has the same
number of uninsured as the entire state population of Nebraska.” Therefore, California’s actions to expand coverage
through the Medicaid expansion and health insurance marketplace have implications, not only for health coverage
and access within the state, but also for national goals of reducing the total number of uninsured.

As California develops its infrastructure to expand coverage through the ACA, it may prove to be a model for other
states. However, a number of factors combine to make California a unique health care environment.
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A PORTRAIT OF CALIFORNIA

California is a highly diverse
Figure 2
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minorities. In 2011, 18% of White
nonelderly adults in California had
no regular health care provider,
compared to 23% of Blacks and
42% of Hispanics. Nearly 30%

of Hispanics and 21% of Blacks
reported being in fair or poor California United States

health, Compared to 12% Of Whites.lo NOTE: Data may not total to 100% due to rounding.

SOURCE: KCMU/Urban Institute analysis of the 2012 ASEC Supplement to the CPS.

Population health also varies across

California’s 58 counties, with poor
rural counties, especially those in the Central Valley, faring worse than urban ones."

California has a history of county-delivered health care services. California’s counties have traditionally had
broad authority over the provision of health-related services. California relies on its counties to provide or adminis-
ter medical care, public and environmental health services, and behavioral health and substance abuse treatment
services for its low-income, underserved, and uninsured populations.”? County programs are funded by a complicat-
ed mix of local, state, and federal funds.
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One-sixth of the country’s unin-
sured reside in California. Over

Figure 4

Health Insurance Coverage of the Total Population, 2011
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known as Medi-Cal, covers 7.1
million low-income Californians, for whom the state spent 14% of its general revenue funds, an estimated $12.5
billion, in SFY2011.'4%5¢ In 2012, Medi-Cal payment rates to physicians for primary care services were 43% of Medicare
rates, compared to a national average of 59%." California’s Medicaid spending per enrollee is the lowest in the nation
at $3,527, compared to a national average of $5,527.1®

California has a concentrated private insurance market and higher than average premiums. Five health insurance
carriers accounted for three-quarters of business in California’s $111 billion health insurance industry in 2011.” As
of 2012, premiums for both single and family coverage in the state continued to be higher than the national average;
however, the average employer contribution was also significantly higher. Workers in California are more likely to be
covered by health maintenance organizations (HMOs) (55%), such as Kaiser Permanente, than workers nationally

(16%).

CALIFORNIA’S BUDGETARY ENVIRONMENT

California will have a budget surplus for the first time in many years. After nearly a decade of recurring budget
deficits, Governor Brown’s revised 2013-2014 budget proposal projects a budget surplus of $1.1 billion.>*> This fiscal
projection is supported by Budget Bill (AB 110), which passed the legislature on June 15, 2013.2 When Governor
Brown took office in 2011, California faced a $25.4 billion budget deficit.> Over the following two years, Governor
Brown enacted two new agendas to control costs and raise revenues.

In 2011, the Governor introduced a realignment strategy that shifted authority from the state to the local level in a
variety of areas, including public safety, mental health and substance abuse treatment services, and child welfare
and adult protective services. The realignment took effect in October 2011 and was among many actions in the
adopted 2011-2012 budget that reduce state General Fund spending by $16 billion. Also included in the budget was
a 10% Medi-Cal provider rate cut that passed the state legislature in 2011 and was recently upheld by the 9th Circuit
Court of Appeals in May 2013.25:26

Facing a potentially large shortfall again, the Governor’s 2012-2013 budget put forward an initiative to raise new,
temporary taxes and reduce state spending by $8.1 billion, including a $1.2 billion reduction to Medi-Cal.?® The
tax initiative, known as Proposition 30, which raises personal income tax rates on very-high income Californians
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for seven years and increases the sales tax rate by one percent for four years, was approved by California voters in
November 2012.? The Governor’s budget also made significant changes to the state’s social safety net programs,
including consolidation of Healthy Families into the Medi-Cal program and movement of dual eligible beneficiaries
to managed care plans.

Beginning in January 1, 2013, 875,000 children enrolled in the Healthy Families program (California’s Children’s
Health Insurance Program) began transitioning to Medi-Cal through four phases over the course of the year3° Goals
of the transition include simplifying eligibility and coverage rules, improving coverage, and eliminating premiums
for lower-income beneficiaries. As a result of this transition, the Budget projects a General Fund savings of $13.1
million in 2012-13, $58.4 million in 2013-14, and $72.9 million ongoing.' As of March 14, 2013, the first phase was
complete, transitioning 178,000 children to Medi-Cal.>

The Governor’s budget also included a provision to move dual eligible beneficiaries, or beneficiaries eligible for both
Medi-Cal and Medicare, and Medi-Cal only beneficiaries who rely on long-term services and supports (LTSS) into
managed care plans through a new Coordinated Care Initiative (CCI).3334 The goals of the CCI are to streamline both
payment and delivery of services to provide better, more cost-effective care to beneficiaries.?s California submitted

a proposal for the movement of their dual eligibles through a program called “Cal MediConnect” to the Centers for
Medicare & Medicaid Services (CMS) on May 31, 2012 and signed a Memorandum of Understanding (MOU) with CMS
on March 27, 2013 for a three year demonstration in eight counties.?*373® An anticipated 456,000 beneficiaries will

be eligible for the demonstration. The Governor’s 2012-13 budget reported a General Fund savings of $611.5 million
and his May 2013 revised budget projects General Fund savings of $119.6 million in 2013-2014.3 Although enrollment
was previously scheduled to begin in October 2013, the Department of Health Care Services (DHCS) has delayed
implementation until January 2014.4° In response to constituent concerns about state readiness for the transition, 14
Members of Congress sent a letter to CMS on June 4, 2013 to request further delay of the transition.

CALIFORNIA’S SECTION 1115 MEDICAID DEMONSTRATION WAIVER: “BRIDGE TO
REFORM”

California received a waiver to help prepare for health reform in 2014. On November 2, 2010, the federal govern-
ment approved California’s five-year “Bridge to Reform” Section 1115 Medicaid Demonstration Waiver designed to
assist the state in preparing for the Medi-Cal expansion in 2014 under the Affordable Care Act (ACA).*> Under the
waiver, at least $8 billion in federal matching funds have been made available to expand coverage to low-income
uninsured adults, invest in and improve county and UC hospitals, and move seniors and persons with disabilities
(excluding dual eligible beneficiaries) into managed care arrangements.* To do this, the waiver permits the creation
of a Low-Income Health Program (LIHP) and a Delivery System Reform Incentive Pool (DSRIP), and gives flexibility to
the state for a managed care expansion for seniors and persons with disabilities (SPDs). The non-Federal share of the
waiver program is principally financed by counties and there are little state General Funds.

Low-Income Health Program (LIHP)

Under California’s waiver, counties can receive federal matching funds to expand coverage to low-income adults
who are not otherwise eligible for Medi-Cal, through LIHP. LIHP consists of two programs: the Medicaid Coverage
Expansion (MCE) for non-elderly, non-pregnant adults with family incomes at or below 133% of the Federal Poverty
Level (FPL) (or a lower threshold set by the county) and the Health Care Coverage Initiative (HCCI) for non-elderly,
non-pregnant adults with family incomes between 133-200% of the FPL (or a lower threshold set by the county).*
Counties that elect to participate in the LIHP program can choose whether to cover only MCE or both MCE and HCCI
adults. An unlimited amount of matching funds are available to counties for MCE adults and up to $630 million
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in federal matching funds are available to counties for HCCI adults, both at a 50% federal matching rate.*4” As of
February 2013, just under 569,000 adults were enrolled in LIHP programs across 52 counties. 4

As part of the Bridge to Reform waiver, the state plans to seamlessly transition LIHP enrollees to coverage options
available under the ACA. In August 2012, the Department of Health Care Services (DHCS) submitted their Initial LIHP
Transition Plan to CMS with the intention of beginning the transition on July 1, 2013.5° The Medicaid expansion bill
ABX1-1/SBX1-1, which recently passed both houses of the legislature, would allow LIHP enrollees to continue care
with their current providers during and after the transition, if they choose.>*

Delivery System Reform Incentive Pool (DSRIP)

Through this new pool, public hospitals are able to access up to $3.3 billion in federal matching funds over five years
to improve the quality of care and as part of larger delivery system reforms envisioned in the ACA. Federal funding is
available for four CMS priority areas: (1) infrastructure development, including investments in technology, tools, and
human resources; (2) innovation and redesign, including investments in new and innovative care delivery models;
(3) population-focused improvement, including enhancing care delivery for the five-to-ten highest-burden conditions
facing low-income people who use public hospitals; and (4) urgent improvement in care, which refers to hospital-
specific interventions that are achievable and measurable in the improvement of care within five years.>? California’s
12 major county hospitals and five UC hospital systems are participating in DSRIP.3> Within the first year of implemen-
tation, all participating hospitals met their infrastructure benchmarks and received $600 million in federal funds.5+5
Participating hospitals and health systems continue to make improvements across the priority areas and greater
coordination has been reported between clinics and both emergency departments and specialists, which are reported
in their semi-annual reports.’®

In June 2012, CMS approved a waiver amendment to establish additional DSRIP projects to support the transition of
LIHP enrollees with HIV and an additional waiver amendment to create a DSRIP program for Non-Designated Public
Hospitals (NDPH) is still pending with CMS.5”

Managed Care Expansion for Seniors and Persons with Disabilities (SPDs)

California’s waiver allows counties to mandate enrollment of seniors and persons with disabilities (SPDs) who
qualify for Medi-Cal (other than dual eligible beneficiaries) into managed care arrangements that meet specified plan
readiness requirements.’® From June 2011 to May 2012, approximately 240,000 SPDs in 16 counties were transi-
tioned from fee-for-service to managed care.®® Goals of the transition were to improve access to and coordination

of care for this high-need population. Preliminary findings of a beneficiary survey conducted by researchers at the
University of California at Berkeley School of Public Health and the California HealthCare Foundation found that,

in most domains, approximately two-thirds of SPD beneficiaries did not report significant problems with the tran-
sition, while one-third did. Some key issues were identified in the (1) notification and distribution of materials to
beneficiaries, which led to confusion about the mandatory nature of the transition and about which plan would best
meet their needs; (2) continuity of care and plan navigation, including confusion about how to make appointments
with specialists; and (3) higher out-of-pocket costs due to changes in prescription drug coverage and longer or more
complicated commutes to appointments. In addition, a subset of beneficiaries reported that their mental health care
services had been negatively impacted.® The state and advocates are looking at the experiences from this transition
to inform and help prepare for future transitions of care for high need beneficiaries, including the upcoming transi-
tion of dual eligible beneficiaries to managed care, mentioned above.
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HEALTH REFORM IMPLEMENTATION

Health reform has the potential to significantly expand coverage in California. Under the Affordable Care Act
(ACA), California will extend Medi-Cal coverage to nearly all citizens with incomes up to 138% of the Federal Poverty
Level (FPL)($15,856 for an individual or $26,951 for family of three in 2013). It is estimated that between 990,000 — 1.4
million Californians will have enrolled in Medi-Cal under the expansion by 2019. In 2019, this will cost an estimated
$3.8 -5.3 billion, with the federal government paying at least 85% of the cost.®> An additional 2.9 million people will
be eligible for premium tax credits, around 2 million of whom are expected to enroll in Qualified Health Plans (QHP)
through the state’s health insurance exchange marketplace by 2019.%

Medi-Cal Expansion

Governor Brown has been supportive of expanding the Medi-Cal program under health reform. His 2013-2014
budget includes plans to simplify Medi-Cal eligibility for currently eligible beneficiaries (referred to as the “manda-
tory expansion” group by the Governor’s office) and to extend coverage to childless adults and uninsured parents
(referred to as the “optional expansion” group by the Governor’s office).® The budget includes $350 million from the
state General Fund to begin paying for the “mandatory expansion” in 2014. While the Governor’s proposed budget,
released in January 2013, outlined two possible methods for expanding coverage to the “optional expansion” group,
either a state-based expansion or a county-based expansion, the May 2013 revision calls for a state-based Medi-Cal
expansion. The revised budget also proposes an incremental reduction to the state’s current allocation of about $1.4
billion to counties for health coverage of the uninsured, assuming a reduced need for uncompensated care fund-
ing after health coverage is expanded under the ACA.% The Medi-Cal expansion has also received support from the
California Legislature with expansion bill ABX1-1/SBX1-1 passing both houses on June 15, 2013.%

Health Insurance Exchange Marketplace

California became the first state in the country to pass legislation to create a Health Benefit Exchange, now known as
Covered California, on September 30, 2010. Covered California has an appointed five-member governing board and
operates as an independent public agency (quasi-governmental). The Covered California Board holds monthly meet-
ings that are open to the public either in-person or via wehcast. All documents and transcripts, as well as Covered
California solicitations and news updates, are available on their website (www.healthexchange.ca.gov).

On July 10, 2012, Governor Brown sent a letter to HHS announcing California’s intention to run a state-based health
insurance exchange marketplace, for which CMS granted conditional approval on January 3, 2013.-% In February,
Covered California launched its new consumer website (www.coveredca.com) which will provide consumers with
information about the coverage opportunities available. The website is available in English and Spanish and numer-
ous fact sheets have been translated into 11 other languages.®

To fund planning and operations, the Covered California has actively pursued federal exchange grant funds and has
been awarded an Exchange Planning Grant, as well as Level 1 and Level 2 Exchange Establishment Grants. Covered
California is currently being funded by a $674 million Level 2 Establishment Grant that runs through December 2014.
Through its grant awards, California has drawn down over $910 million in federal grant money. This is the most
funds awarded to any state across the country’° In addition, Covered California legislation creates the California
Health Trust Fund within the State Treasury, which will be continuously appropriated and used to manage the financ-
es of the marketplace in the future.”

Although much work remains, California has been moving forward with the marketplace’s technology infrastruc-
ture and health plan application, design, and benefits that will be available to consumers. In June 2012, Covered
California, the Department of Health Care Services, and the Managed Risk Medical Insurance Board, awarded a
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contract to Accenture for the development and operations of a new Eligibility, Enrollment and Retention System
(CalHEERS), which will serve as the technology infrastructure for all three agencies. The infrastructure has been
designed and the interface continues to be built and the technology tested.”

California passed a law in October 2011 requiring that a single, statewide application be available on paper and
electronically for all entities accepting and processing applications under health reform. It also requires simpli-
fied citizenship and identity verification at application and renewal and increased coordination with other public
programs.”? In September 2012, the Board approved using the eValue8 tool, which measures and evaluates health
plan performance, as part of the QHP solicitation to support a quality rating system.”

On May 23, 2013, Covered California announced the 13 commercial health plans that will participate in the health
insurance marketplace and their premium rates for individual policies.”> Covered California divided the state into 19
geographic regions for setting insurance rates. Each region has an average of five insurers offering coverage, while
rural regions will have two-to-three health plans to choose from.”® Health policies will be offered at four different
metal tiers, reflecting the level of coverage offered: platinum plans will offer 90% coverage, gold plans will offer 80%
coverage, silver plans will offer 70% coverage and bronze plans will offer 60% coverage. Health coverage at all levels
will include ten Essential Health Benefits and plan contracts include beneficiary protections, such as a maximum
annual out-of-pocket costs of $6,350.7

Outreach and Enrollment

Effective outreach and enrollment will be important to the success of both the Medi-Cal expansion and the Covered
California marketplace. In response to concern that the state would not fund Medi-Cal expansion outreach and
enrollment efforts, the California Endowment, a private grant-making foundation, committed $26.5 million for
outreach and enrollment activities in May 2013. The state will be able to apply for federal matching funds, for a total
of $53 million. These funds will be used for the state’s Community Based Organization Grants Program for Medi-Cal
outreach and enrollment, which targets vulnerable populations and will assist individuals with successfully complet-
ing Medi-Cal applications.”®

Supporting efforts to inform consumers about their rights and benefits for health coverage through Covered
California, the state applied for and was awarded a second federal Consumer Assistance Program Grant of $4.6
million.” Funds from this grant are being used to develop and promote a consumer-friendly insurance exchange
website and corresponding toll-free number for consumers to call, to conduct a statewide media campaign to educate
consumers about their rights and responsibilities, to provide assistance with enrollment into coverage, to evaluate
the effectiveness of initiatives, and to collect and track consumer problems.2°

In addition, Covered California is using federal funding for an Outreach and Education Grant Program for organiza-
tions and entities to engage the state’s uninsured population and increase awareness and understanding of health
coverage options.®* This program will complement the state’s broader marketing strategy and help build capacity

for their Assister Program, which includes In-Person Assisters (IPAs) and Navigators.®> On January 21, 2013, Covered
California released a Request for Applications for the Outreach and Education Grant Program.® The program will
distribute $37 million in grants to community organizations, $40 million to entities targeting individuals, and $3
million to entities targeting small businesses eligible to purchase coverage through the Small Business Health
Options Program (SHOP) Exchange. And on May 14, 2013, Covered California announced the 48 community organiza-
tions receiving Outreach and Education grants.®
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Primary Care Payment Rate Increase

To help ensure that access in Medicaid expands to meet anticipated higher demand for care, the ACA requires states
to pay certain physicians Medicaid fees that are at least equal to Medicare rates for a list of 146 primary care services
in 2013 and 2014. The idea is to attract new physicians to Medicaid and provide greater support for physicians who
already participate. As a result, Medicaid fees paid to certain physicians for primary care services will increase by

an unprecedented 73%, on average, in 2013.%5 However, for primary care providers in California, Medi-Cal physician
fees will increase by 136%, to comply with the requirement to pay qualified physicians at least Medicare rates for ACA
primary care services.® Although the primary care physician rate went into effect on January 1, 2013 and runs through
December 31, 2014, California has not yet begun increasing provider payment rates. According to the Department of
Health Care Services website, they expect to implement the rate increase during the summer of 2013, making it retro-
active to all Medi-Cal primary care services that have been provided since January 1, 2013.%7

LOOKING AHEAD

California has been making steady progress in its preparations for health reform in 2014. With nearly all counties
participating in its LIHP program, hospitals and health systems continuing to reform their delivery systems through
DSRIP, and the state having completed its transition of SPDs to managed care, California’s implementation of its
Medicaid waiver is well underway. In addition, Covered California has been actively preparing for the ACA coverage
expansion through the launch of its consumer website, the development of its CalHEERS technology, the selection of
the 13 commercial health plans that will participate in the marketplace, and the granting of funds to 48 community
organizations that will assist with outreach and education efforts. In addition, both the state and Covered California
have maximized federal and private funding opportunities to support health reform activities.

However, despite its progress, California will likely face a number of challenges to expanding coverage and reform-
ing its health care system. California’s cultural and ethnic diversity will pose outreach and enrollment challenges.®
Enrollment assisters, such as community health workers and patient navigators, who are familiar with and have
relationships within different racial and ethnic communities, will play an important role in health reform expansion
efforts. However, ensuring that these individuals are appropriately trained to effectively convey health messages to
members of the community and making sure they are well integrated into the health system so that they complement
other health center staff will be a challenge.

Even with effective outreach and enrollment efforts, an estimated 3 to 4 million Californians, or about 10% of the
state’s population, could remain uninsured after health care reform is fully implemented. About one-quarter of these
individuals will be undocumented immigrants and three-quarters will be U.S. citizens or lawfully present immi-
grants. Half of these individuals will likely be eligible for Medi-Cal but not enrolled, some will qualify for subsidized
health coverage through Covered California but will be unable to afford it, while some will be ineligible for cover-
age due to their immigration status. Two-thirds of the remaining uninsured will be Latino and about 60% will have
limited English proficiency.® All of these individuals will likely rely on California’s health care safety-net, but the
proposed reductions to safety-net funding in Governor Brown’s May 2013 revised budget may challenge safety-net
providers’ financial ability to maintain access at current levels.

In addition, not all of California’s counties will be equally affected by health reform. A January 2011 Health Affairs
article predicts that about half of the reduction in the uninsured will be in Los Angeles County and the largest
percentage reduction in uninsured will be in San Diego County. The two counties expected to have the largest propor-
tional reduction in the uninsured, San Diego and Riverside, are also the two counties with the fewest number of
individuals who will be exempt from the individual mandate.®® As a result, the overall impact of the ACA will vary by
county.
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The state’s Section 1115 Demonstration waiver will expire in 2015 and individuals and organizations on the ground
are challenged to figure out how to most effectively use waiver authority and funds to expand coverage in a way that
can be sustained after the waiver’s expiration. The Governor announced in his May 2013 budget revision that the state
will be pursuing a state-based Medi-Cal expansion. However, developing an infrastructure at the state level to main-
tain coverage for low-income adults as they transition from the county-run LIHP program to the state-based Medi-Cal
expansion and health insurance marketplace in 2014 is continuing to evolve.

The state’s plan to transition dual eligible beneficiaries to Medi-Cal managed care through the Cal MediConnect
demonstration project is proceeding. However, challenges encountered during the recent transition of SPDs to
managed care offer insights regarding the scope of the demonstration project, the definition of consumer protections,
important elements of the health assessment tool, and the benefit package to be offered.”

Despite already having the lowest Medi-Cal provider reimbursement rates in the country, providers may face an addi-
tional 10% rate cut. How to maintain sufficient Medi-Cal providers should the rate cuts go into effect is a challeng-
ing issue. Bills repealing the provider reimbursement rate cut have been approved by unanimous vote in both the
State Assembly (AB 900) and Senate (SB 640) and are making their way through their respective chambers. However,
Governor Brown has threatened a possible veto of the bills should they pass both houses.®*% Absent further action,
the 10% provider rate cut could be implemented this summer, which could counteract any anticipated increases in
payments to primary care providers, as a result of the primary care rate increase under the ACA.

Despite logistical, delivery system capacity, and funding challenges, many throughout California agree that the state
and its residents will benefit from the successful implementation of health reform. The Affordable Care Act provides
an opportunity to simplify the current very complicated public health insurance system, in addition to simplifying
plan enrollment and application procedures.* Many individuals will obtain access to affordable coverage options
and will be able to make preventive health care a priority. Enrolling uninsured people in coverage should help to
reduce cost shifting for uncompensated care that benefits both privately insured individuals and state and local agen-
cies.” Over the next five months, many new developments can be anticipated as our country’s most populous state
prepares for one of the largest covrage expansion in its history.

This brief was prepared by Rachel Arguello of the Kaiser Commission on Medicaid and the Uninsured.

California’s Health Care Environment and Health Reform Efforts: June 2013 Update

11



o

2

N

&

IS

&

o

i~

o

°

o

N

John Holahan, Matthew Buettgens, Caitlin Carroll, and Stan Dorn. The Cost and Coverage Implications of the ACA Medicaid Expansion: National
and State-by-State Analysis. (Kaiser Commission on Medicaid and the Uninsured, November 2012), http://kaiserfamilyfoundation.files.word-
press.com/2013/01/8384.pdf.

Urban Institute and Kaiser Commission on Medicaid and the Uninsured estimates based on the Census Bureau’s March 2011 and 2012 Current
Population Survey (CPS: Annual Social and Economic Supplements), http://kff.org/other/state-indicator/total-population/?state=CA.

The eight states include: Wyoming, Vermont, North Dakota, Alaska, South Dakota, Delaware, Montana, and Rhode Island (State Health Facts.
Total Number of Residents, 2010-2011 (Kaiser Family Foundation, 2012), http://kff.org/other/state-indicator/total-residents/.)

LA County had a population of 9,962,789 in 2012 and Michigan had a population of 9,883,360 (U.S. Census Bureau: State and County
QuickFacts. Los Angeles County, California and Michigan (June 2013), http://quickfacts.census.gov/qfd/states/06/06037.html and http://
quickfacts.census.gov/qfd/states/26000.html.

U.S. Census Bureau. American Community Survey 2011; Urban Institute and Kaiser Commission on Medicaid and the Uninsured estimates based
on the Census Bureau’s March 2011 and 2012 Current Population Survey (CPS: Annual Social and Economic Supplements).

Hans Johnson and Marisol Mejia. Just the Facts: Immigrants in California (Public Policy Institute of California, May 2013), http://www.ppic.org/
content/pubs/jtf/JTF_Immigrants)TF.pdf.

State Health Facts. Population Distribution by Citizenship Status (Kaiser Family Foundation, 2012), http://www.kff.org/other/state-indicator/
distribution-by-citizenship-status/.

Urban Institute and Kaiser Commission on Medicaid and the Uninsured estimates based on the Census Bureau’s March 2011 and 2012 Current
Population Survey (CPS: Annual Social and Economic Supplements), http://www.kff.org/other/state-indicator/distribution-by-fpl/.

Bureau of Labor Statistics. Regional and State Employment and Unemployment: November 2012, and Unemployment rates by State, seasonally
adjusted: November 2012 (May 2013), http://www.bls.gov/news.release/laus.to3.htm.

This data is from a two year merge (2009-2010), but is referred to by the second year, 2010. Centers for Disease Control and Prevention (CDC).
Behavioral Risk Factor Surveillance System Survey Data (2009-2010).

For additional information, please see: Joint Center for Political and Economic Studies. Place Matters for Health in the San Joaquin Valley:
Ensuring Opportunities for Good Health for All (March 2012), http://www.fresnostate.edu/chhs/cvhpi/documents/cvhpi-jointcenter-
sanjoaquin.pdf.

For more information about state and county provision of health care services, see: Kim Belshe and Shannon McConville. Rethinking the State-
Local Relationship: Health Care (Public Policy Institute of California, February 2013), http://www.ppic.org/main/publication.asp?i=1045.

Urban Institute and Kaiser Commission on Medicaid and the Uninsured estimates based on the Census Bureau’s March 2011 and 2012 Current
Population Survey (CPS: Annual Social and Economic Supplements).

Urban Institute and Kaiser Commission on Medicaid and the Uninsured estimates based on the Census Bureau’s March 2011 and 2012 Current
Population Survey (CPS: Annual Social and Economic Supplements); National Association of State Budget Officers. State Expenditure Report:
Examining Fiscal 2010-2012 State Spending, Table 28 (Medicaid)(2012).

Please note that just over 11 million individuals were enrolled at some point during the federal fiscal year of 2010. However, some of these
individuals churn on and off the program, which is why the point in time estimate in the text is lower. For more information about this number,
please see: Kaiser Commission on Medicaid and the Uninsured and Urban Institute estimates based on data from FY 2009 MSIS (2012), http://
www.kff.org/medicaid/state-indicator/total-medicaid-enrollment-fy2009/.

California spent an additional $8.8 billion on Medicaid from other revenue sources, including provider taxes and local and county funds, for a
total of $21.3 billion in 2011.

Stephen Zuckerman and Dana Goin. How Much Will Medicaid Physician Fees for Primary Care Rise in 2013? Evidence from a 2012 Survey of
Medicaid Physician Fees (Urban Institute and Kaiser Commission on Medicaid and the Uninsured, December 2012), http: //www.kff.org/medic-
aid/issue-brief/how-much-will-medicaid-physician-fees-for/.

Please note that the per enrollee spending was calculated using the number of total individuals enrolled in Medi-Cal at any time during federal
fiscal year 2009, which is just over 11 million. Kaiser Commission on Medicaid and the Uninsured and Urban Institute estimates based on data
from FY2009 MSIS and CMS-64 reports (2012).

The five insurers were Kaiser Permanente (34%), Anthem Blue Cross (15%), Health Net (10%), Blue Shield (9%), and United Health Care (8%).
California HealthCare Foundation. California Health Care Almanac: California Health Plans and Insurers (March 2013), http://www.chcf.org/~/
media/MEDIA%20LIBRARY%20Files/PDF/C/PDF%20CAHealthPlansinsurersAlmanac2013.pdf.

California HealthCare Foundation. California Health Care Almanac: California Employer Health Benefits Survey (April 2013), http://www.chcf.
org/~/media/MEDIA%20LIBRARY%20Files/PDF/E/PDF%20EmployerHealthBenefits2013.pdf

Edmund G. Brown, Jr. Governor’s Budget May Revision 2013-14 (California Department of Finance, May 2013), http://www.ebudget.ca.gov/.

The Legislative Analyst’s Office report predicts that the state will collect an additional $3.2 billion in revenue over the Governor’s budget predic-
tion. Legislative Analyst’s Office. The 2013-14 Budget: Overview of the May Revision (May 17, 2013), http://www.lao.ca.gov/reports/2013/bud/
may-revise/overview-may-revise-o51713.pdf. However, Governor Brown and legislative leaders reached agreement on major elements of the
state budget on June 10, 2013, using the fiscal projection in the Governor’s revised budget.
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California Budget Bill AB 110: http://www.leginfo.ca.gov/pub/13-14/bill/asm/ab_o101-0150/ab_110_bill_20130614_enrolled.pdf

Legislative Analyst’s Office. The 2011-12 Budget: California’s Fiscal Outlook (November 10, 2010), http://www.lao.ca.gov/reports/2010/bud/
fiscal_outlook/fiscal_outlook_2010.aspx.

Edmund G. Brown, Jr. Governor’s Proposed Budget 2012-2013 (California Department of Finance, January 2012), http://www.ebudget.ca.gov/.
Although the bill was passed in 2011, provider rate cuts have not yet taken effect because of state and federal lawsuits. If the law is enacted,
providers will owe the state two years of retroactive reduced payments. This will mean a 15% provider rate cut for the first four years.

United States Court of Appeals for the 9t Circuit. Managed Pharmacy Care v. Sebelius (May 24, 2013), http://www.dhcs.ca.gov/Documents/
ABg70pinionDocument.pdf.

Proposals in the original budget were amended in a May 2012 budget revision. New calculations by the Governor’s office increased the project-
ed budget deficit by $6.5 billion and cut program spending by an addition $8.5 billion. Edmund G. Brown, Jr. Governor. Governor’s Budget 2012-
2013 (California Department of Finance, May 2012), http://www.ebudget.ca.gov/home.php?selectedYear=2012-13.

California Budget Project. Governor Signs 2012-13 Spending Plan (July 9, 2012), http://www.cbp.org/documents/120629_Final_Budget_
Agreement.pdf.

Families of Healthy Families beneficiaries received letters in the mail about the transition beginning in October 2012, although the coverage
transition did not start until January 2013.

Edmund G. Brown, Jr. Governor’s Budget May Revision 2013-14.

David Gorn. Healthy Families’ First Phase Done, Now Comes the Harder Part (California Healthline, March 14, 2013), http://www.californiahealth-
line.org/features/2013/healthy-families-first-phase-done-now-comes-the-harder-part.aspx.

CalDuals. California’s Duals Demonstration — Cal MediConnect, http://www.calduals.org/background/ca_duals_demo/.

LTSS includes institutional long-term care and home and community-based services.

Edmund G. Brown, Jr. Governor’s Budget May Revision 2013-14.

The eight counties participating in the demo are: Alameda, San Mateo, Santa Clara, Los Angeles, Orange, San Diego, Riverside, and San
Bernardino.

Cal MediConnect Memorandum of Understanding (MOU): Centers for Medicare & Medicaid Services. California Demonstration to Integrate Care
for Dual Eligible Beneficiaries, https://www.cms.gov/Medicare-Medicaid-Coordination/Medicare-and-Medicaid-Coordination/Medicare-Medicaid-
Coordination-Office/Downloads/CAMOU.pdf.

Kaiser Commission on Medicaid and the Uninsured. Financial Alignment Demonstrations for Dual Eligible Beneficiaries Compared: California,
lllinois, Massachusetts, Ohio, and Washington (Kaiser Family Foundation, May 2013), http://www.kff.org/medicaid/issue-brief/illinois-massa-
chusetts-ohio-and-washington-financial-alignment-demonstrations-for-dual-eligible-beneficiaries-compared/.

Edmund G. Brown, Jr. Governor’s Budget May Revision 2013-14.

California’s original proposal to CMS had a start date of June 2013, the MOU had a start date of October 2013, but the start date is now sched-
uled for January 2014. CalDuals. California’s Duals Demonstration — Cal MediConnect.

Linda Sanchez, et. al. Letter to CMS Administrator Marilyn Tavenner (Congress of the United States, June 4, 2013), http://lindasanchez.house.
gov/images/pdf/6_4_o13_la_dual_eligible_letter_lts.pdf.

California Department of Health Care Services. California Bridge to Reform: A Section 1115 Waiver Fact Sheet (November 2010), http://www.hhs.
gov/news/press/2012pres/03/20120305a.html.

Kaiser Commission on Medicaid and the Uninsured. Key Facts on California’s “Bridge to Reform” Medicaid Demonstration Waiver (Kaiser Family
Foundation, October 2011), http: //www.kff.org/medicaid/8197.cfm.

For more information about California’s state and local financing for health care services, please see: Kim Belshe and Shannon McConville.
Rethinking the State-Local Relationship: Health Care, (Public Policy Institute of California. February 2013), http://www.ppic.org/content/pubs/
report/R_213KBR.pdf.

The LIHP program is an extension of the HCCI program in California’s 2005 Medicaid Waiver. For more information about the 2005-2010 HCCI
program and a comparison of the two waivers, see: Peter Harbage and Meredith Ledford King. A Bridget to Reform: California’s Medicaid Section
1115 Waiver (California HealthCare Foundation, October 2012), http://www.chcf.org/~/media/MEDIA%20LIBRARY%20Files/PDF/B/PDF%20
BridgeToReform1115Waiver.pdf.

Federal Medicaid matching funds for MCE adults are not limited since they may be covered without a waiver under the new State Plan Option
created by the ACA which allows states to receive federal Medicaid funds at their regular matching rate to cover adults with incomes up to 133%
FPL.

Kaiser Commission on Medicaid and the Uninsured. Key Facts on California’s “Bridge to Reform” Medicaid Demonstration Waiver.

California Department of Health Care Services. LIHP February 2013 Monthly Enrollment (April 2013), http://www.dhcs.ca.gov/provgovpart/
Documents/LIHP/Reports/February%202013%20Enrollment.pdf.

California Department of Health Care Services. Consumer Information — Local Low Income Health Program (LIHP) Contracts (January 2012),
http://www.dhcs.ca.gov/provgovpart/Documents/LIHP/Local%20LIHP%20Contacts%20for%2o0Consumers.pdf.

California Department of Health Care Services. Letter to CMS: California Bridge to Reform Demonstration: Initial Transition Plan for the Low
Income Health Program (August 1, 2012), http://www.dhcs.ca.gov/provgovpart/Documents/LIHP/LIHP_TRANSITION/CAWaivrinitLIHPTrnstnPln.
pdf.

California Assembly Bill ABX1 http://www.legislature.ca.gov/cgi-bin/port-postquery?bill_number=abxi_1&sess=CUR&house=B&author=john_
a._p%Egrez and Senate Bill SBX1 http://www.legislature.ca.gov/cgi-bin/port-postquery?bill_number=sbx1_1&sess=CUR&house=B&author=he
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Kaiser Commission on Medicaid and the Uninsured. Key Facts on California’s “Bridge to Reform” Medicaid Demonstration Waiver.

To access a complete list of participating hospitals, please visit: California Department of Health Care Services’ Delivery System Reform
Incentive Payments website http: //www.dhcs.ca.gov/provgovpart/Pages/DSRIP1.aspx.

California Association of Public Hospitals and Health Systems. Delivery System Reform Incentive Program: Transforming Care Across Public
Hospital Systems (June 2011), http://www.caph.org/content/upload/AssetMgmt/PDFs/Incentive%20Program%2oPolicy%20Brief%20june%20
2011.pdf.

California Senate Appropriations Committee. Fiscal Summary of AB 1066 (June 2011), http://www.leginfo.ca.gov/pub/11-12/bill/asm/ab_1051-
1100/ab_1066_cfa_20110627_111946_sen_comm.html.

California Department of Health Care Services. Delivery System Reform Incentive Payments (DSRIP) (June 2013), http://www.dhcs.ca.gov/
provgovpart/Pages/DSRIP1.aspx.

California Department of Health Care Services. Letter to Gloria Nagle, CMS Associate Regional Director (June 29, 2012), http://www.medicaid.
gov/Medicaid-CHIP-Program-Information/By-Topics/Waivers/1115/downloads/ca/ca-bridge-to-health-reform-pa.pdf.

Kaiser Commission on Medicaid and the Uninsured. Key Facts on California’s “Bridge to Reform” Medicaid Demonstration Waiver.

Family Voices of California. Changes in Medi-Cal & California Children’s Services: The 1115 Waiver (April 2011), http://www.familyvoicesofca.org/
files/1115%20waiver%2ofact%20sheet%20FINAL.pdf.

The counties participating in the transition are: Alameda, Contra Costa, Fresno, Kern, Kings, Los Angeles, Madera, Riverside, Sacramento,

San Bernardino, San Diego, San Francisco, San Joaquin, Santa Clara, Stanislaus, and Tulare. California Department of Health Care Services.
Managed Care Implementation for Seniors and Persons with Disabilities: Monitoring Dashboard (January 2013), http://www.dhcs.ca.gov/indi-
viduals/Documents/MMCD_SPD/ChartsRptsData/SPD_Dashboard_Jan2013.pdf.

California HealthCare Foundation. Briefing: Transitioning the SPD Population to Medi-Cal Managed Care (March 28, 2013), http://www.chcf.org/
events/2013/briefing-spd-transition-managed-care. Report forthcoming.

Enrollment estimates include both newly eligible and currently eligible but uninsured. The anticipated take-up rate ranges from 61-75%. Laurel
Lucia, Ken Jacobs, Greg Watson, Miranda Dietz, and Dylan H. Roby. Medi-Cal Expansion under the Affordable Care Act: Significant Increase in
Coverage with Minimal Cost to the State (UC Berkeley Center for Labor Research and Education and UCLA Center for Health Policy Research,
January 2013), http://laborcenter.berkeley.edu/healthcare/medi-cal_expansion13.pdf.

The anticipated take-up rate ranges from 58-72%. UCLA Center for Health Policy Research and UC Berkeley Center for Labor Research and
Education. CalSIM version 1.8 Statewide Data Book 2014 — 2019, Table 4 (March 2013), http://healthpolicy.ucla.edu/programs/health-econom-
ics/projects/CalSIM/Documents/CalSIM_Statewide.pdf.

Edmund G. Brown, Jr. Governor’s Proposed 2013-2014 Budget (January 2013).

The Governor’s January and May 2013 budget proposals estimate that funds would be reduced by $300 million in the first year, $900 million in
the second year, and $1.3 billion in the third year.

California Assembly Bill ABX1 http://www.legislature.ca.gov/cgi-bin/port-postquery?bill_number=abxi_1&sess=CUR&house=B&author=john_
a._p%Egrez and Senate Bill SBX1 http://www.legislature.ca.gov/cgi-bin/port-postquery?bill_number=sbx1_1&sess=CUR&house=B&author=he
rnandez.

Governor Edmund G. Brown, Jr. Letter to HHS Secretary Kathleen Sebelius (July 10, 2012), http://www.cms.gov/CClIO/Resources/Technical-
Implementation-Letters/Downloads/ca-exchange-letter.pdf.

Secretary Kathleen Sebelius. Letter to Governor Edmund G. Brown, Jr. (January 3, 2013), http://www.cms.gov/CClIO/Resources/Files/
Downloads/ca-blueprint-exchange-letter-o1-03-2013.pdf.

Kaiser Family Foundation. State Exchange Profiles: California (April 2013), http://www.kff.org/health-reform/state-profile/state-exchange-
profiles-california/.

Kaiser Family Foundation. Total Health Insurance Exchange Grants (April 2013), http://www.kff.org/health-reform/state-indicator/total-
exchange-grants/.

Kaiser Family Foundation. State Exchange Profiles: California.

For an update on the CalHEERS Project and Usability Approach, please see: California Health Benefit Exchange. Update on the CalHEERS Project
and Usability Approach, webinar (April 8, 2013), http://www.healthexchange.ca.gov/StakeHolders/Pages/Default.aspx.

California State Assembly. Assembly Bill AB 1296 (February 18, 2011), http://leginfo.ca.gov/pub/11-12/bill/asm/ab_1251-1300/ab_1296_
bill_20110920_enrolled.html.

Kaiser Family Foundation. State Exchange Profiles: California.

For more information about participating health plans and rates, please see: Covered California. Health Plans & Rates for 2014: Making the
Individual Market in California Affordable (May 23, 2013), http://coveredca.com/news/PDFs/CC_Health_Plans_Booklet.pdf?elq=012957b36043
4a93b4502bfb84654239&elgCampaignld=2141.

Chad Terhune. California picks 13 health plans for state-run insurance market (Los Angeles Times. May 23, 2013), http://www.latimes.com/busi-
ness/money/la-fi-mo-covered-california-health-plans-20130523,0,2769699.story.

Covered California. Covered California Qualified Health Plan Contract for 2014 (May 21, 2013), http://www.healthexchange.ca.gov/
BoardMeetings/Documents/QHP%20Model%20Contract%20(CLEAN)%20-%20May%2023,%202013.pdf.

David Gorn. Medi-Cal Outreach Gets Big Boost (California Healthline, May 7, 2013), http://www.californiahealthline.org/capitol-
desk/2013/5/53m-for-medi-cal-expansion-outreach.aspx.
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http://www.healthexchange.ca.gov/StakeHolders/Pages/Default.aspx.
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California Health Benefit Exchange. Outreach and Education Grant Program Application (January 25, 2013), http://www.healthexchange.ca.gov/
StakeHolders/Documents/Outreach_and_Education_Grant_Program.pdf.
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Covered California. Covered California to Award Community Organizations $37 Million in Grants for Outreach and Education (May 2013), http://
www.healthexchange.ca.gov/Documents/COVERED%20CA-Grantee%20Announcement%20Press%20Release%205-14-13.pdf.
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