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CALIFORNIA POLICY  

UPDATE
SEPTEMBER 26, 2019

CALIFORNIA LEGISLATIVE KEY DATES

 September 13, last day for the Legislature to send bills to the 

Governor’s Desk.

 October 13 is the last day for the Governor to take actions on 

legislation.

 2019-20 legislative session.

 We are in the first year of a 2-year session.
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AB 1249:  APG CO-SPONSORED LEGISLATION ON 

DIRECT CONTRACTING.  

 APG is a co-sponsor along with Cal-VEBA 
(a voluntary employee benefits manager for 
teachers.)

 AB 1249:

 Establishes a 5-year pilot to permit direct 
contracting for health services between a 
VEBA or Taft-Hartley Trust Fund, and 
provider groups that utilize risk-based, or 
global risk payment.

 The 5-year pilot would include one pilot in 
northern California, and one in southern 
California. APG members could contract 
to provide services to School District 
employees at locations across the state.  

 Purpose of the pilot is to demonstrate 
the healthcare cost and quality benefits 
of provider risk-based payments versus 
fee for service.

 At the end of the pilot, a report is 
required to be sent to the Legislature 
regarding the costs and clinical patient 
outcomes of the program.

 U.C. Berkley 2/24/19 report found 
integrated provider networks that are 
paid on risk-bearing basis like capitation, 
controlled costs at a 9% average lower 
rate then non-integrated systems.  
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AB 1249:  APG CO-SPONSORED LEGISLATION ON 

DIRECT CONTRACTING. 

 On 8-12-19, DMHC submitted an 
OPPOSE letter to AB 1249.

 DMHC states:  “The DMHC has strong 
concerns that allowing restricted health 
care service plans to contract with a 
VEBA or a trust fund without the 
involvement of a fully-licensed health 
care service plan, that provides both 
the consumer and financial protections
guaranteed in the Knox-Keene Act, 
would negatively impact consumers.”

 However, a week before DMHC’s 
letter Health Access Letter removing 
opposition noting that with the recent 
amendments they felt comfortable 
with AB 1249’s consumer protections 
and impact on Knox-Keene.

 ???????

 APG is encouraging  interested 
members to submit support letters to 
the Governor requesting he sign AB 
1249 into law.
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AB 5 (GONZALEZ) INDEPENDENT 

CONTRACTORS: DYNAMEX DECISION (PART 1)

 California Supreme Court issued in 

Dynamex Operations West v. Superior Court 

a decision on 4/30/18 significantly 

changing the way individuals can be 

considered “independent 

contractors” under California law.

 Prior to Dynamex “independent 

contractor” status was determined 

by the Borello test.

 Under Dynamex independent contractor 

status will be determined by the “ABC” 

test.

 Under the ABC test, employer must prove 
ALL of the following in order for an 
individual to be considered an “independent 
contractor;”

 The individual is free from the control 
and direction of the hiring entity in 
connection with the performance of the 
work, both under the contract for the 
performance and in fact;

 The individual performs work that is 
outside the usual course of the hiring 
entity’s business; and 

 The individual is customarily engage in 
an independently established trade, 
occupation, or business of the same nature 
as the work performed.
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AB 5 (GONZALEZ) INDEPENDENT 

CONTRACTORS: DYNAMEX DECISION (PART 3)

 AB 5 is seeking to codify the major provisions of the Dynamex decision:

 Prong 2 is particularly problematic.

 “The individual performs work that is outside the usual course of the hiring entity’s 

business.”

 Throughout the year various professional associations have been advocating in 

Sacramento to get an exemption from the Dynamex decision.
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INDEPENDENT CONTRACTORS:   WHO IS

OUT??? (PART 4)

 Physicians; 

 Dentists; 

 Podiatrists; 

 Psychologists; and 

 Veterinarians.

 Also:

 lawyers, architects, engineers;

 Commercial fisherman;

 Direst Sales (think Herbalife);
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INDEPENDENT CONTRACTORS:   WHO IS

OUT??? (PART 5)

 Professional Services” exempt.  Defined as including:

 Travel agents.

 Graphic designers

 Grant writers.

 Fine artists.

 Enrolled agents.

 Freelance writers.
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INDEPENDENT CONTRACTORS:   WHO IS

OUT??? (PART 6)

 “Professional services” to be exempt requires employers to comply with a 

list of about a dozen factors that will be problematic for employers to satisfy.  

These factors include: 

 1) the business service provider is “free from the control and direction” of the 

contracting business entity; 

 2) the business service provider is “providing services directly to the contracting 

business rather than to customers of the contracting business;” 

 3) the service provider is customarily engaged in an “independently established 

business of the same nature as that involved in the work performed”;  and

 5) the service provider can “set its own hours and location of work.”
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INDEPENDENT CONTRACTORS:   WHO IS

OUT??? (PART 7)  NOW WHAT???

 Governor has already indicated a willingness to sign the legislation.  

 We will see multiple pieces of legislation for the next few years on issue of 

independent contractor status in California.
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SB 503 (PAN):  MEDI-CAL MANAGED CARE; 

DELEGATED ENTITIES (MEDICAL AUDITS)

 Requires starting January 2022, “a Medi-Cal managed care  plan  to  conduct  an  
annual  medical  audit  of  any subcontractor that performs, as part of their 
delegated duties, medical review and decision making.”

 Starting January 2023 10% of these are required to surprise audits.

 Additional surprise audits may be conducted by the plan for “good cause”

 “Good cause” includes, but is not limited to, “any irregularities in service denial rates, 
utilization rates, quality performance, and grievance and appeals.”

 “Medical Audit” is defined as “a  survey  conducted  to  ensure compliance  with  all  legal  
and  contractual  obligations  of  the Medi-Cal managed care plan that has been 
delegated to the subcontractor.”
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SB 503 (PAN):  MEDI-CAL MANAGED CARE; 

DELEGATED ENTITIES (MEDICAL AUDITS)

 The Plan performing the medical audit is required to make a finding of fact for 

each subcontractor with respect to the  subcontractor’s  compliance  with  legal  

and  contractual obligations of the contractor that have been delegated to the 

subcontractor, including, but not limited to, the ability to provide quality 

health care services, effectiveness of peer review and utilization 

control mechanisms, and the overall performance of the 

subcontractor in providing health care benefits to enrollees.”

 Plans are required to report to DHCS “findings of deficiencies” that were 

discovered during an audit.  This report is required to by posted on the DHCS 

website.
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SB 503 (PAN):  MEDI-CAL MANAGED CARE; 

DELEGATED ENTITIES (MEDICAL AUDITS)

 Requires DHCS by January 1, 2021 to develop a standardized process for MCPs 

to perform medical audits of its subcontractors and to provide guidance to MCP 

by means of an all-plan letter.
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SB 503 (PAN):  MEDI-CAL MANAGED CARE; 

DELEGATED ENTITIES (MEDICAL AUDITS)

 The Department of Finance has an OPPOSE position on SB 503.

 According to the Assembly Appropriations Committee analysis of SB 503:

 “Ongoing administrative costs of $1.4 million to DHCS…for staff to oversee 

compliance with the new requirements;

 “Unknown, likely significant cost pressure on managed care rates associated with 

increased administrative costs for managed care plans to conduct medical audits of 

subcontractors making medical decisions.”
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RX PRICING: EXEC. ORD.  N-01-19

(PART 1) MEDI-CAL TRANSITION OF RX BENEFIT TO 

FFS

 Findings: “establishing a single-purchaser for the highest-cost prescription drugs 

that will yield valuable insights into the design of a broader single-payer system 

and move the State one stop closer to a comprehensive solution for affordable 

and accessible health care for all.”
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 2)

 DHCS has begun implementation of “Medi-Cal Rx.”

 SCOPE:  Medi-Cal Rx impacts all Medi-Cal Managed Care Plans (MCPs), including 
SCAN and AIDS Healthcare Foundation.

 Will NOT apply to PACE plans.

 Medi-Cal Rx will not change:

 The scope of the existing Medi-Cal pharmacy benefit

 Provision of pharmacy services in an inpatient or long-term care setting, regardless of 
delivery system.

 Existing Medi-Cal managed care pharmacy carve-outs (e.g., blood factor, HIV/AIDS drugs, 
antipsychotics, or drugs used to treat substance use disorder)
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 3)  OVERVIEW OF FFS V. MCO PAYMENTS
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 4)

 DHCS is evaluating the following changes to FFS Utilization Management 

policies:

 Elimination of the statutory six prescription monthly limit.

 Changes to prior authorization requirements, including but not limited to what 

requires prior authorization and multi-year authorization approvals.

 Expansion of auto-adjudication functionalities and processes.

 Other policies currently utilized by many MCPs, but not utilized in FFS today, such as: 

step therapy, opioid management, and pharmacy lock-in services. 

 DHCS estimates annual savings to the General Fund of $393 million from this 

transition.
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 5)

 Continuity of Care:

 DHCS will develop a transitional continuity of care plan, which will describe the 

processes and methodology that will be used for the 90-day continuity period. 

The 90-day continuity period shall, at a minimum, include processes for: 

 Drug Utilization Review requirements to ensure the safety of drugs prescribed

 Pharmacy, provider and beneficiary assistance 

 Notification of the 90-day continuity period and process will be sent to 

pharmacies, providers and beneficiaries. 
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 6)

DHCS and/or the new contracted vendor will retain responsibility for activities, 
including but not limited to:

 Processing and payment of all services billed by a pharmacy on a pharmacy claim

 Drug coverage and utilization management policy

 Final determination of prior authorization denials

 Negotiation of, and policy related to, contracting of state supplemental drug rebates 

 Establishing pharmacy reimbursement methodologies 

 Establishing and maintaining the Medi-Cal pharmacy provider network

 Medi-Cal beneficiary and provider customer support services, including a 24/7 call 
center

 Medi-Cal beneficiary and provider education/outreach activities
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 7)

MCPs will retain responsibility for activities, including but not limited to:

 Beneficiary care coordination

 Clinical aspects of pharmacy adherence

 Disease and medication management

 Processing and payment of all pharmacy services billed on medical and 

institutional claims

 Participation on the Medi-Cal Global Drug Use Review (DUR) Board and other 

DHCS pharmacy committees, as needed
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 8)

MCPs will retain responsibility for activities, including but not limited to:

 Beneficiary care coordination

 Clinical aspects of pharmacy adherence

 Disease and medication management

 Processing and payment of all pharmacy services billed on medical and 

institutional claims

 Participation on the Medi-Cal Global Drug Use Review (DUR) Board and other 

DHCS pharmacy committees, as needed
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MEDI-CALTRANSITION OF RX BENEFIT TO FFS 

(PART 9)

July 22, 2019: Draft Request for Proposal (RFP) was released, initiating a two-week 

public comment period

August 5, 2019: RFP Public Comment period closes at11:59 p.m. Comments must 

be submitted to: csbrfp1@dhcs.ca.gov

Mid-Late August 2019: Final RFP is released

October 4, 2019: Proposals are due

October 24, 2019: Intent to Award is released

November 2019: Contract Execution

January 1, 2021: Assumption of Operations
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THANK YOU!

 David Gonzalez:  Sr. Legislative Advocate APG

 dgonzalez@apg.org
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