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POLITICO: THE HEALTH CARE TAX THAT HELPED KEEP CALIFORNIA

AFLOAT IS NOW A POLITICAL MINEFIELD FOR NEWSOM

A source of funding has become a liability as Newsom leans on it for revenue —
and Senate Democrats push back.

June 9, 2026— Politico CA today highlighted the growing political and public concern surrounding
Governor Gavin Newsom’s proposal in the California State budget that would raise premiums on
Californians already struggling with high household costs by hundreds of dollars per year.

Below are some excerpts from the article:

“..SACRAMENTO, California — Each spring, when Gavin Newsom and legislators have hammered
out the state’s mammoth budget, they’ve relied on the rarest of gifts: free money.

“..Billions of dollars in revenue flow annually into state coffers from a tax on managed care
organizations, companies and non-profits that coordinate care for patients in Medi-Cal, California’s
Medicaid program. The state then doubles its money with matching funds from Washington and uses
the windfall to cover the costs of its mammoth Medi-Cal system.

“..The prospect of making health insurance more expensive for California residents who are already
struggling with the cost of living in the state has turned a cherished source of revenue into a source
of political friction and risk for Newsom and other Democrats.

“...Despite options to lower the MCO tax rate and look elsewhere for revenue — avoiding a premium
increase of roughly $100 a year for the average individual — the governor has opted to press ahead,
relying on the $2.3 billion the tax is expected to raise to help balance a budget plan he released last
month.
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“..While Assembly leaders have signaled they’re willing to go along with the plan, opposition to the
idea has been mounting. The California Medical Association joined state Senate leaders in coming
out against it, despite having led a coalition that advocated for the 2024 ballot measure, Proposition
35. The California Association of Health Plans, which has also supported previous versions of the
tax, has been buying ads and sending letters urging lawmakers to reject the proposal. The California
Chamber of Commerce and California Hospital Association have also come out against it.

“.The idea is especially controversial because Newsom plans to use about $2 billion of the tax
revenue to balance the state budget, leaving only about $300 million each year to the Medi-Cal
improvements laid out in Prop 35, such as increasing reimbursement rates for maternal care, primary
care and some mental health care.

“..Charles Bacchi, CEO of the California Association of Health Plans, criticized Newsom for leaning
so heavily on the MCO in his budget proposal, arguing he could have opted for a lower tax rate that
would have brought in less revenue but also meant a smaller increase in premiums.

“These taxes get passed straight through to the consumer,” Bacchi said. “We should come up with a
number, it’s going to be modest, it’s not going to help the budget, but we should come up with a
number that’s acceptable to the plans.”

“You're going to increase premiums on commercially insured individuals here; more people won't be
able to afford health insurance in the state of California. | don't think that's a good outcome, period,”
said Dustin Corcoran, CEO of the California Medical Association. “Then, secondly, if you jeopardize
the grandfather clause and we lose our ability to utilize MCO in future years, we really double down
on that outcome.”

“..The legality of the tax, as proposed by Newsom, is already a point of contention. Michelle Baass,
the Director of the California Department of Health Care Services, said it is in line with a host of
spending requirements included in Prop 35, because itis supporting the Medi-Cal program by staving
off more cuts.

“..ButBacchidisagreed, arguing the proposalis just a way around the spending requirements of Prop
35. “A number of parties,” including taxpayer groups and employers, are looking into the possibility
of legal challenges if the MCO tax goes through, he said.

“It evades all the tax protections, and secondly it steals all the money,” Bacchi said. “It is not very
wise to balance the budget on a funding source that is on shaky legal ground.”

Read the full story here.
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CAHP is a statewide association representing 41 full-service health plans. Through legislative advocacy,
education, and collaboration with other member organizations, CAHP works to sustain a strong environment
in which our member plans can provide access to products that offer choice and flexibility to the more than
25 million members they serve. For more information, please visit www.calhealthplans.org or call
(916) 552-2910.
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