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Introduction

California is composed of 58 counties that play piv-
otal roles in administering and providing mental
health and substance use disorder (SUD) services —
collectively referred to as behavioral health services
— for California residents, especially those with low
incomes. In a joint effort with the state, counties
administer various programs, including Medi-Cal
specialty behavioral health services. In recent years,
counties have been responding to a growing num-
ber of added responsibilities, opportunities, and
challenges driven by unprecedented state trans-
formation initiatives, such as California Behavioral
Health  Community-Based Organized Networks
of Equitable Care and Treatment (BH-CONNECT)
and the overhaul of the Mental Health Services Act
(MHSA), as well as other policy changes at the state
and federal levels. Many of these changes expand
the existing role of county behavioral health in
Medi-Cal.

Crafted for policymakers and stakeholders monitor-
ing the progress of behavioral health reform, this
report highlights county behavioral health depart-
ment roles and responsibilities, funding streams,
and delivery systems, and outlines how major exist-
ing and developing state and federal initiatives
have impacted counties over the past decade.

For comprehensive details on the California
county health and public health landscape, see
this paper’s companion report, The Crucial Role of
Counties in the Health Care and Public Health of
Californians.

California’s Behavioral
Health Landscape

In recent years, California’s executive and legisla-
tive branches have recognized the need to invest
more in behavioral health services and infrastruc-
ture, resulting in an unprecedented number of new
state-led initiatives, policy changes, and invest-
ments totaling over $15 billion distributed broadly
across the public and private sectors and multiple
delivery systems." These ambitious efforts speak
to the sweeping nature of recent and forthcoming
changes.

In addition, the COVID-19 public health emergency
(PHE) shed light on the limits of mental health and
SUD resources, exacerbating existing behavioral
health infrastructure, access, and workforce chal-
lenges while creating new ones. The impact of
prolonged social distancing requirements fostered
an environment of isolation for Californians of all
ages and highlighted the critical importance of
comprehensive behavioral health services and sup-
port. The PHE coincided with a rise in substance
use-related deaths, including those involving opi-
oids.” Ten thousand people in California died
from drug overdoses, of which 53% were fentanyl-
related, between October 2020 and September
2021 — an increase of 316% since September
20192 The COVID-19 PHE magnified existing
gaps in resources and funding and expedited the
approval of reforms to the behavioral health land-
scape to address needs that have been developing
for some time.

At the federal, state, and local levels, there is a grow-
ing emphasis on caring for the whole person — thatis,
integrating behavioral and physical health care while
recognizing the role of social determinants of health
(SDOH), such as housing, in an individual’s health
outcomes. In California, an estimated 82% of people
experiencing homelessness have reported having
a serious mental illness, a statistic that has framed
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behavioral health conditions as a contributing factor
to homelessness.” This recognition explains, in part,
the recent uptick in investments in infrastructure to
support the expanded behavioral health continuum,
including the development of new supportive hous-
ing for Californians with significant behavioral health
needs. See “Issues to Watch: People Experiencing
Homelessness and Housing Insecurity” on page 28
of this report for additional details.

Roles, Responsibilities,
and Structure of County
Behavioral Health

County Behavioral Health
Responsibilities

California counties’ current behavioral health
responsibilities reflect a long and complex history.
Before the Medicaid program came into existence
in 1965 — and long before that program included a
comprehensive set of behavioral health services —
California counties were responsible for managing
limited community mental health services, funded
by annual allocations from the state General Fund.

Through the late 1950s, California’s mental health
system — like those in most states — was centered
around state hospitals. People with serious mental
illness were often institutionalized, and only very
limited public outpatient care was available. This
began to shift later in the decade, and in 1957
California created the Short-Doyle Program, a deliv-
ery system for community mental health services
managed by counties directly and through contract
providers. Short-Doyle services were added into
Medi-Cal, California’s Medicaid program, in 1971
as Short-Doyle Medi-Cal, or SD/MC, allowing coun-
ties to receive federal Medicaid matching funds for
eligible mental health services.

Over the next 50 years, a string of political and
policy decisions has increasingly shifted responsi-
bilities for care from the state to the counties. At the
same time, eligibility and benefit expansions have
increased counties’ specific responsibilities and
exposure for Medi-Cal behavioral health services.
See Appendix A for additional details.

Asaresult, counties currently are responsible for both
providing specialty mental health and SUD entitle-
ment services to all Medi-Cal enrollees in the county
who qualify for these services and maintaining cer-
tain other behavioral health services for all county
residents, typically as resources allow. Counties are
also responsible for supporting individuals needing
treatment during a mental health crisis or who are
unable to care for themselves due to mental illness
under the Lanterman-Petris-Short (LPS) Act.

County Responsibilities Under the
Lanterman-Petris-Short Act

In 1967, counties gained significant new respon-
sibilities under the Lanterman-Petris-Short (LPS)
Act, legislation designed to protect people from
inappropriate detention and institutionaliza-

tion without due process. Counties are generally
responsible for arranging and financing services
for people needing involuntary psychiatric holds,
treatment, or conservatorship due to mental ill-
ness. For example, California law authorizes local
law enforcement and people designated by the
county to take into custody, involuntarily hold for
evaluation, and admit for treatment for up to 72
hours people with mental illness who are a danger
to themselves or others or are "gravely disabled.”*
Counties designate and the state approves the
facilities that can admit people being involun-
tarily held. State law includes detailed procedures
for local law enforcement, county mental health
programs, and treating facilities. Other areas of
responsibility include assisted outpatient treatment
and involuntary inpatient treatment.
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In October 2023, Governor Gavin Newsom signed
S.B. 43, changing conservatorship and involuntary
detention laws under the LPS Act for the first time
in 50 years, particularly for individuals determined
to be “gravely disabled.” Under LPS, county-des-
ignated professionals determine conservatorships
and other processes for those with grave disabili-
ties. Previously, the definition applied to only those
with a mental health disorder who could not pro-
vide for the basic personal needs. S.B. 43 expands
the definition of “gravely disabled” to also

include individuals who are unable to provide for
their basic needs for necessary medical care and
safety due to a mental health disorder, a severe
substance use disorder (SUD), or a co-occurring
mental health disorder and severe SUD.

Counties need to undergo a thorough planning
and preparation process for assessing grave dis-
ability and adapting existing processes for the
expanded population to which this definition
applies. As such, 56 of 58 counties have opted

to delay the implementation of conservatorship
expansion to 2026 and have indicated a need for
more state guidance and resources. In 2024, San
Luis Obispo and San Francisco were the only coun-
ties that opted to begin implementation.

Sources: S.B. 43, 2023-24 Leg., Reg. Sess. (Cal. 2023); and Senate
Bill (SB) 43, Changes to “Gravely Disabled” Behavioral Health
Information Notice: 24-011 Frequently Asked Questions (FAQs)

(PDF), California Department of Health Care Services (DHCS),
accessed September 23, 2024.

Note: S.B. 1238 (Cal. 2024) makes additional changes to the LPS
statute to support implementation of S.B. 43.

In general, counties are responsible for planning,
coordinating, and overseeing the delivery of spe-
cialty mental health services (SMHS) and SUD
services for Californians with low incomes and
Medi-Cal beneficiaries within their respective juris-
dictions and leverage an array of federal, state,
and local funding streams to do so. California‘s
county behavioral health departments may provide
behavioral health services through county-operated
clinics and county employees, or may contract with
community-based organizations (CBOs), nonprofit

providers, and private practitioners to deliver care.
Most counties do both. The approach varies by
county, depending on local infrastructure, provider
availability and capacity, and community needs.

Counties play crucial roles as specialty Medi-Cal
behavioral health plans and providers in ensur-
ing these safety-net services are accessible to
California’s most vulnerable residents. The state
Medicaid agency, the California Department of
Health Care Services (DHCS), contracts with coun-
ties and oversees the administration of Medi-Cal
specialty behavioral health services through a
shared state-county model. Counties provide
most of the non-federal share of funds for Medi-
Cal services and also administer a broader array of
behavioral health services and programs that are
not limited to the Medi-Cal program.

County behavioral health services are subject to
state and federal requirements and standards
affecting eligibility, benefits, and delivery sys-
tem operations, including the Medicaid and CHIP
Managed Care Final Rules (see the “Federal Policies
Impacting County Behavioral Health Plans” section
on page 10 for additional details).

County Behavioral Health
Governance and Structure

County behavioral health departments typically
operate within the county’s specified governance
structure, whereby each county manages behav-
ioral health services independently.® How counties
organize departments that oversee behavioral
health services varies; almost all counties have a
combined behavioral health department that over-
sees mental health and SUD services. They typically,
although not always, fall within a county’s larger
health services agency. The variance and complex-
ity in county organizational structure also play a role
in the programs that are administered from county
to county.
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Behavioral health departments are overseen by a
local mental health director, director of behavioral
health, or similar role. Typically, these depart-
ments’ directors are appointed by and report up to
a county administrative officer (CAO) or a county
CEO, who then reports to a county’s board of super-
visors (BOS).” However, the director may also report
directly to the county BOS for certain activities.
County behavioral health programs are statutorily
required to submit various reports and information
to the BOS for review and/or approval.

Because county behavioral health operates within
a governance structure that is accountable to a
locally elected BOS — which retains decision-mak-
ing authority over program direction, contracting,
funding, and expenditures — there are complexi-
ties and challenges in balancing local-level priorities
and goals with state and federal program require-
ments and expectations. This is especially true for
balancing responsibilities for Medi-Cal entitlement
services for those residents who are eligible.

County Behavioral Health Adjacent
Entities

While each county operates a behavioral health or
similar department, there are several supporting
entities that fall within one of two categories:

» Category 1: Statewide behavioral health orga-
nizations that are statutorily tasked with specific
advisory or oversight roles, such as:

» The Behavioral Health Services Oversight
and Accountability Commission (BHSOAC),®
rebranded in 2025 as the Commission for
Behavioral Health (CBH) and formerly known
as the Mental Health Services Oversight and
Accountability Commission (MHSOAC). DHCS
is the state agency responsible for administer-
ing the MHSA, now known as the Behavioral
Health Services Act (BHSA). While DHCS is

the primary agency responsible for oversee-
ing MHSA-funded programs and policies, the
former MHSOAC also had established over-
sight and accountability responsibilities for
the MHSA. For example, the MHSOAC was
historically responsible for approving county
innovation funds and administered some of
the state administrative MHSA funds.” Under
Proposition 1, the CBH’s role broadened to
continue behavioral health transformation
through evaluation and research to assess
progress; inform grantmaking; and identify
policy issues, best practices, and technical
assistance and training opportunities in collab-
oration with state and local agencies. CBH will
assume responsibilities related to the admin-
istration of innovation funding opportunities
in consultation with California Health and
Human Services (CalHHS) and DHCS, now at
the state rather than local level. Their changed
responsibilities and composition, and their
added focus on SUD, became effective in
January 2025. See “Proposition 1" section for
additional details.

California Behavioral Health Planning
Council (CBHPC). The CBHPC was estab-
lished at the state level in 1993 in response
to the realignment of mental health programs
and financing to counties.”® Both state and
federal law require California to have a plan-
ning council. CBHPC sits within DHCS, where
it acts in an advisory capacity and is respon-
sible for reviewing and evaluating California’s
behavioral health delivery system and advo-
cating for Californians with behavioral health
needs at the state level.
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» Category 2: Behavioral health organizations that
work directly on behalf of counties or are locally
organized to participate in the work of counties,
such as:

» The California Mental Health Services
Authority (CalMHSA). CalMHSA is a joint
powers authority that was established by
California county behavioral health directors in
2009 to allow for collaboration across counties
to support better behavioral health outcomes
for the most vulnerable Californians. CalMHSA
aggregates resources, creates partnerships,
and leverages technical expertise to support
and provide resources to county behavioral
health agencies. While CalMHSA is not tech-
nically a state agency, it is bound by many of
the same requirements and standards as other
public entities."" In recent years, CalMHSA has
assisted California behavioral health depart-
ments in facing their greatest challenges, from
workforce initiatives to navigating the complex
implementation of state requirements, such as
CalAIM (California Advancing and Innovating
Medi-Cal) and federal managed care rules. For
example, CalMHSA has convened 25 coun-
ties to implement a semi-statewide electronic
health record (EHR) in an effort to support par-
ticipating counties with their data aggregation
and interoperability capabilities in alignment
with CalAIM, the California Data Exchange
Framework, and federal rulings.” Additionally,
CalMHSA worked with  DHCS to provide
boots-on-the-ground assistance to counties
with the many stages of CalAIM Behavioral
Health Payment Reform implementation.™

» Local Boards and Commissions. State law
makes local boards responsible for advising
local government, including county behavioral
health directors and BOSs; reviewing commu-
nity needs, programs, services, and facilities;
and reporting on the performance of the
community mental health system. Effective

January 2025, local behavioral health boards’
membership, bylaws, and duties will reflect
changes pursuant to the BHSA, broadening
their scope to include SUDs." The California
Association of Local Behavioral Health Boards
and Commissions supports local boards and
commissions through statewide advocacy as
well as resources and training.

» County Behavioral Health Directors
Association (CBHDA). CBHDA is a nonprofit
advocacy organization composed of behav-
ioral health directors from California’s 58
counties and two cities.”” CBHDA supports
counties in a variety of ways by advocating on
behalf of county behavioral health directors at
the state level; weighing in on proposed legis-
lation and policies; and lobbying for resources
needed to maintain the public behavioral
health safety net, including behavioral health
workforce and infrastructure investments. It
also provides resources and technical assis-
tance to support behavioral health directors
and agencies. As a key stakeholder represent-
ing counties at the state level, CBHDA regularly
partners with DHCS and other state agencies
to advocate for the needs of their members
and work through technical aspects of policy
and program implementation.

Department of Health Care Services
Oversight and Administration of
County Behavioral Health Programs

DHCS is the single state department responsible for
financing and coordinating the administration of Medi-
Cal, which covers services that include physical health,
mental health, SUD, pharmacy, dental, and long-term
services and supports. DHCS also plays a role as a fed-
erally designated state mental health authority and
the Single State Agency for the Substance Abuse and
Mental Health Services Administration (SAMHSA). In
this role, DHCS is responsible for the administration
of SAMHSA block grants to county behavioral health
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departments. DHCS is also responsible for oversee-
ing various aspects of the BHSA and other behavioral
health programs.

Counties have various agreements and contracts
with DHCS to administer behavioral health pro-
grams. Alongside recent investments and policy
changes, DHCS has increased its role in the over-
sight of the county Medi-Cal managed care delivery
system for behavioral health services — including
through the monitoring of plan quality, provider
networks, and other activities — in response to fed-
eral and state requirements and program growth.

Role of County
Behavioral Health in
Medi-Cal

Several delivery systems administer Medi-Cal's
specialty and non-specialty behavioral health ser-
vices. While county behavioral health departments
primarily administer and may also provide behav-
ioral health services to low-income Californians
with SMHS and SUD through Medi-Cal, they also
serve the medically indigent, uninsured people,
conservatees, foster youth, children in schools, jus-
tice-involved populations, and others.’® Meanwhile,
Medi-Cal managed care plans (MCPs) are respon-
sible for the delivery of non-specialty mental
health services (NSMHS) to Medi-Cal members.
See Appendix B for details on Medi-Cal services
available by delivery system. For more details on
NSMHS please see page 11.

Medi-Cal Specialty Mental Health
and Substance Use Disorder
Services

California counties are responsible for the admin-
istration of Medi-Cal SMHS and SUD services for
both children and adults. Counties administer these

services through a network of county providers and
contracted non-county providers. Over the last sev-
eral years, counties have taken on an increasingly
significant role in the administration and provision
of Medi-Cal specialty behavioral health services
shaped by recent eligibility expansions, new ser-
vices, and expanded program rules.

Medi-Cal specialty mental health and SUD ser-
vices are overseen by DHCS and are administered
through county mental health plans (MHPs) and
Drug Medi-Cal-only (DMC-only) or Drug Medi-Cal
Organized Delivery System (DMC-ODS) programs,
respectively. The county MHPs and DMC-only or
DMC-ODS programs are responsible for delivering
mental health and SUD services to members who
meet access criteria."’

County behavioral health plans (BHPs) — includ-
ing both MHPs and DMC-ODS programs — must,
like Medi-Cal MCPs, comply with federal and state
Medi-Cal managed care requirements related to
network adequacy, timely access to services, care
coordination, quality assurance and improvement,
and other elements. This complex system also
requires collaboration, information-sharing, and
administrative oversight between Medi-Cal MCPs,
MHPs, and DMC-ODS or DMC-only programs to
coordinate care for members. For additional details
on DMC-ODS, see the “Medi-Cal Transformation
and County Behavioral Health” section on page 12.

Early and Periodic Screening, Diagnostic,
and Treatment

In 1967, Congress expanded Medicaid benefits for
children under age 21 by establishing the EPSDT
benefit mandating comprehensive prevention,
screening, diagnostic, and treatment services. The
EPSDT benefit provides Medicaid-eligible children
with a broad entitlement to physical and behav-
ioral health care services necessary to “correct or
ameliorate” a condition based on eligibility and
scope-of-service standards and requirements that
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are more expansive than the criteria for adults. A
formal behavioral health diagnosis is not required
for a child to receive services under the EPSDT
mandate, and covered services are not limited

to those in the state’s Medicaid plan, so long as
they are necessary under federal rules. In Califor-
nia, behavioral health EPSDT responsibilities are
divided between MCPs, which are obligated to
provide screening and non-specialty behavioral
health services, and counties, which are obligated
to provide or arrange for specialty behavioral
health services as specified in state guidance.
Counties are fiscally responsible for the non-
federal share of costs under the terms of 2011
realignment.

Sources: Social Security Act of 1935, § 1905(r) (1935); 42 U.S.C. §
1396d; Medi-Cal Coverage for EPSDT (PDF), California Department
of Health Care Services (DHCS) accessed July 10, 2025; Michelle
Baass (director, DHCS), to behavioral health partners, “No Wrong
Door for Mental Health Services Policy” (PDF), Behavioral Health
Information Notice (BHIN) 22-011, March 31, 2022; and Baass
(DHCS) to behavioral health partners, “Medi-Cal Substance Use

Disorder (SUD) Treatment Services for Beneficiaries Under Age 21"
(PDF), BHIN 22-003, February 3, 2022.

Federal Policies Impacting County
Behavioral Health Plans

Since 2016, federal Medicaid managed care regula-
tions have introduced an array of new requirements
that have expanded counties’ responsibilities.
Addressing these demands while ensuring that
coverage, coordination, and care delivery function
for beneficiaries presents challenges for counties,
particularly those with fewer resources."®

Medicaid Managed Care Final Rules
Medicaid final rules published by the US Centers for
Medicare & Medicaid Services (CMS) in 2016, 2020,
and 2024 changed the requirements for California
county behavioral health plans.

1. Most significantly, the Medicaid and CHIP
Managed Care Final Rule (hereafter the 2016
Final Rule) enacted sweeping regulatory changes
across the managed care delivery system, which

impacted not only Medi-Cal MCPs but also
MHPs and DMC-ODS plans. Recognized as pre-
paid inpatient health plans (PIHPs) under federal
rules, MHPs and DMC-ODS plans assumed new
requirements, including for network adequacy
and reporting. The 2016 Final Rule represented
a significant increase in county responsibilities,
necessitating procedural and infrastructural

overhauls.”

2. Subsequently, the 2020 Medicaid and CHIP
Managed Care Final Rule (2020 Final Rule)
sought to streamline the burdensome regulatory
framework outlined in the 2016 Final Rule. Even
so, many counties still struggle to stay in com-
pliance with federal guidance and to manage
regulatory complexity.

3. Most recently, the 2024 Medicaid and CHIP
Managed Care Final Rule (2024 Final Rule)
focused on managed care access, including wait
times for SUD? services and strengthened report-
ing, monitoring, and evaluation of behavioral
health services provided to Medi-Cal members.”'

Mental Health Parity

In 2016, the federal Medicaid Mental Health Parity
Rule applied provisions of the Mental Health Parity
and Addiction Equity Act of 2008 to Medicaid. The
rule’s intent is to ensure behavioral health benefit
restrictions or limits are no more restrictive than
those for physical health benefits, generating new
standards for Medi-Cal MCPs, DMC or DMC-ODS
programs, and MHPs. Upon the release of the
Mental Health Parity Rule, DHCS issued a survey to
MCPs, MHPs, DMC-only, and DMC-ODS counties
to identify noncompliance and subsequently devel-
oped a compliance plan.”

Taken together, the Medicaid final rules and Mental
Health Parity Rule required rapid, sweeping changes
and increased accountability for counties. In rec-
ognition of the costs and burden of implementing
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the 2016 federal regulations, DHCS appropriated
around $37 million from the state General Fund and
federal financial participation (FFP) for the imple-
mentation of the new provisions. These funds could
be used for costs incurred achieving parity in men-
tal health and SUD services, hiring new employees,
redirecting staff time, procuring new contracts
for utilization review, quality assurance, or other
applications.” The difficulty of meeting these new
requirements in a timely manner created non-com-
pliance risks for counties and left them to decide
whether to use their limited resources to leverage
existing employees or contract with a third-party
administrator.** Counties’ approaches and rates of
progress have varied widely, contributing to the
complexity of the county behavioral health land-
scape. The ongoing challenges with implementing
federal mandates require California counties to
strike a balance between compliance with regula-
tory requirements and local realities.

The abbreviated “Federal and State Behavioral
Health Milestones” timeline highlights many of the
key events described throughout this report. For
additional details, see Appendix A.

Non-Specialty Mental Health Services

Since 2014, Medi-Cal managed care plans (MCPs)
have been responsible for arranging and paying
for care to Medi-Cal members needing non-spe-
cialty mental health services (NSMHS) — formerly
referred to as “mild to moderate” mental health
care — who do not meet the criteria for SMHS.
The Department of Health Care Services (DHCS)
contracts with 24 MCPs throughout the state to
provide or arrange for NSMHS and some limited
substance use disorder (SUD) services to Medi-Cal
members. County behavioral health departments
are not explicitly responsible for the administra-
tion of NSMHS unless this responsibility has been
negotiated between the Medi-Cal MCP and
county mental health plan (MHP) as part of the
MCP’s fulfillment of its state Medi-Cal obligations.
To ensure appropriate coordination of benefits
between NSMHS, SMHS, and SUD systems, DHCS
requires MCPs and counties to have memoranda
of understanding (MOUs) in place to clearly
identify roles and responsibilities for services for
both county mental health plans (MHPs) and Drug
Medi-Cal Organized Delivery System (DMC-ODS)
or DMC-only programs.

MCPs must coordinate screenings and referrals

with county MHPs and DMC-only or DMC-ODS
programs for members who meet access criteria

for SMHS and/or SUD services. MCPs must pro-
vide or arrange for the provision of evaluation and
treatment, including individual and group therapy;
psychological testing; medication management;
outpatient services, such as labs; and psychiatric
consultation. In many cases MCPs do this through
contracts with behavioral health managed care
organizations, which separately manage the ben-
efits. MCPs must also cover and pay for emergency
professional services as specified in DHCS guidance.
Sources: Memorandum of Understanding between [Medi-Cal
Managed Care Plan] and [Mental Health Plan] (PDF), DHCS,
accessed September 22, 2024; Memorandum of Understanding
between [Medi-Cal Managed Care Plan] and [DMC-ODS Plan]
(PDF), DHCS, accessed September 22, 2024; Ralph Silber, Medi-Cal
Explained: Administration of Non-Specialty Mental Health Services,
CHCE, June 2023; and Michelle Baass (director, DHCS) to all
Medi-Cal managed care health plans, “Medi-Cal Managed Care

Health Plan Responsibilities for Non-Specialty Mental Health
Services” (PDF), All-Plan Letter 22-006, April 8, 2022.

The Crucial Role of Counties in the Behavioral Health of Californians

www.chcf.org

11


http://www.chcf.org
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2023/MHP-MOU-Template.pdf
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2023/MHP-MOU-Template.pdf
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2023/DMC-ODS-MOU-Template.pdf
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2023/DMC-ODS-MOU-Template.pdf
https://www.chcf.org/publication/medi-cal-explained-administration-of-non-specialty-mental-health-services/
https://www.chcf.org/publication/medi-cal-explained-administration-of-non-specialty-mental-health-services/
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2022/APL22-006.pdf
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2022/APL22-006.pdf
https://www.dhcs.ca.gov/formsandpubs/Documents/MMCDAPLsandPolicyLetters/APL2022/APL22-006.pdf

Federal and State Behavioral Health
Milestones

1957. County-based mental health system created
via the Short-Doyle Act

1965. Federal Medicare and Medicaid Act passed
1966. Medi-Cal implemented
1980. Drug Medi-Cal program established

1991. State and county realignment expands
financial and service-delivery role of counties

1995. County MHPs created for Medi-Cal specialty
mental health services

2004. Mental Health Services Act (Proposition 63)
passed

2008. Mental Health Parity and Addiction Equity
Act passed

2011. Public safety realignment further expands
financial roles of counties in behavioral health

2014. Medi-Cal expanded under the ACA;
Medi-Cal MCPs become responsible for the non-
specialty mental health benefit

2015. DMC-ODS pilot approved

2016. Medicaid and CHIP Managed Care Final
Rule and Medicaid Mental Health Parity Rule
issued

2021. CalAIM waiver approved

2024. Proposition 1, including the BHSA and
BHIBA, passed; Additional Medicaid Managed
Care final rules issued

2024. BH-CONNECT demonstration waiver
approved

2025. Federal One Big Beautiful Bill Act passed

Source: Managing California’s Behavioral Health System: County
Contracting Strategies, CHCF, October 2024.

Notes: MHP is mental health plan; MCP is managed care plan;
DMC-ODS is Drug Medi-Cal Organized Delivery System; CHIP

is Children’s Health Insurance Program; CalAIM is California
Advancing and Innovating Medi-Cal; BHSA is Behavioral Health
Services Act; BHIBA is the Behavioral Health Infrastructure Bond
Act (BHIBA); BH-CONNECT is Behavioral Health Community-Based
Organized Networks of Equitable Care and Treatment.

Medi-Cal Transformation and
County Behavioral Health

California has used Medicaid Section 1115 demon-
stration and 1915(b) waivers for over two decades
to drive Medi-Cal system changes. Section 1115
waivers allow states to waive certain Medicaid rules
to test and implement delivery system changes
that advance the program, while 1915(b) waivers
(also commonly referred to as Freedom of Choice
waivers) give states flexibility to organize their deliv-
ery systems under managed care. DHCS derives
its authority for behavioral health programs and
delivery systems across the state through feder-
ally approved CMS waivers and services under the
Medi-Cal State Plan.?

The following Section 1115 demonstration waiv-
ers have played important roles in how California
counties engage with Medi-Cal for the delivery of
behavioral health services:

» Medi-Cal 2020 (2015-2021)
» CalAIM (2022-2026)

» Behavioral Health Community-Based
Organized Networks of Equitable Care and
Treatment Initiative and Demonstration
(BH-CONNECT) (2025-2029)

Specialty Mental Health 1915(b) Waivers

Named after the specific provision in the federal
Social Security Act, 1915(b) waivers have been
leveraged for many years in California to imple-
ment managed care delivery systems, including for
county mental health plans (MHPs). These waivers
give states the flexibility to waive the Medicaid
requirement that enrollees have freedom of choice
in providers in order to implement managed

care or otherwise restrict provider networks. For
example, under managed care, enrolled members
are generally limited to a managed care plan’s
network of providers.
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The following milestones show how 1915(b) waiv-
ers have shaped behavioral health in California:

1995. In the first shift of California’s mental health
program to managed care, California consolidated
inpatient and outpatient mental health services
into one program of specialty mental health ser-
vices (SMHS) at the county level under the terms
of a federal Medicaid 1915(b) Freedom of Choice
waiver (also known as the Specialty Mental Health
Services Consolidation waiver).

2013. The California Department of Health Care
Services (DHCS) received US Centers for Medicare
& Medicaid Services (CMS) approval for a 1915(b)
waiver renewal that further bolstered the county
MHP system.

2015. DHCS received approval for a new, five-
year 1915(b) SMHS waiver that included enhanced
monitoring and oversight of MHPs by DHCS for
quality measurement, performance, reporting
requirements, and other elements.

2021. In December of 2021, DHCS received
approval for a new 1915(b) waiver effective
through December 31, 2026. This new 1915(b)
waiver covers not only SMHS, but also Drug
Medi-Cal Organized Delivery System (DMC-ODS)
programs, Medi-Cal managed care, and dental
managed care.

Source: Locally Sourced: The Crucial Role of Counties in the Health
of Californians (PDF), CHCF, October 2015.

Medi-Cal 2020

In 2015, DHCS submitted a five-year Section 1115
waiver application titled Medi-Cal 2020 to CMS,
seeking approximately $17 billion in federal invest-
ments effective through 2021, focused primarily on
public hospitals and MCPs.?* Medi-Cal 2020's big-
gest impact to county behavioral health was the
implementation of DMC-ODS pilots.

Medi-Cal 2020 also allowed for the exemption of
the federal Institutions for Mental Diseases (IMDs)

rules prohibiting the use of Medicaid funds to pay
for care provided in an IMD.” The IMD exemption
allowed federal dollars to be used for the reim-
bursement of SUD treatment received in IMDs
under certain conditions.

The Drug Medi-Cal Organized Delivery System.
The Medi-Cal 2020 Section 1115 waiver signifi-
cantly expanded access to SUD services. Medi-Cal
2020 created the authority for California to imple-
ment the DMC-ODS pilot aimed at providing
comprehensive and organized substance use care
for Medi-Cal members by expanding services and
reorganizing Medi-Cal’s SUD care delivery system
to provide a service continuum modeled after the
American Society of Addiction Medicine (ASAM)
criteria for SUD treatment under a managed care
model. The program allows for more local control,
administrative oversight, and accountability by
including requirements for evidence-based prac-
tices, utilization controls, and coordination with
other systems of care.”® Overall, the DMC-ODS
pilot outcomes demonstrated improvements in the
quality of, access to, and coordination and integra-
tion of care compared to DMC-only counties.”’

As of January 2025, a majority of Medi-Cal members
(96%) reside in the 40 counties that choose to par-
ticipate in DMC-ODS.*® Specialty SUD services are
administered through county-based managed care
plans known as DMC-ODS plans. DMC-ODS plans
administer a coordinated benefit structure that
includes case management, known as “care coor-
dination,” in the DMC-ODS program. With DHCS
approval, counties have some flexibility to design
their DMC-ODS delivery system to include optional
benefits and regional arrangements to best fit the
needs of their community. For example, in north-
ern California, counties contract with Partnership
HealthPlan to administer DMC-ODS in seven coun-
ties. In this case, smaller counties have been able to
leverage resources to expand services and provide
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greater integration of services and administrative
managed care support.”’

A county’s decision to participate in DMC-ODS is
dependent on the local resources and delivery sys-
tem capacity available to implement the program.
The implementation of DMC-ODS is time intensive
for any county and reliant on existing funding, work-
force, and infrastructure to administer the program
effectively and without disruption to other man-
dated programs and services.

Drug Medi-Cal-only. At a minimum, counties must
administer DMC services that are defined in the
Medi-Cal State Plan for eligible Medi-Cal mem-
bers through a county-based program that is not
subject to managed care rules. DMC-only services
provided under the Medi-Cal State Plan are much
more limited in scope than DMC-ODS services.

Counties that have not implemented the DMC-
ODS program are primarily smaller, more rural
counties that may not have the resources and fund-
ing to expand their SUD services and take on the
additional delivery system requirements to operate
under a managed care model.

Figure 1 shows which counties have implemented
DMC-ODS and which operate as DMC-only. See
Appendix B for a list of SUD services available in
DMC and DMC-ODS counties.

CalAIM

CalAIM is a multiyear Medi-Cal transformation ini-
tiative that began in 2022 with an overarching goal
of improving the quality of and reducing dispari-
ties across all Medi-Cal delivery systems, including
behavioral health that has significant operational
and system level impacts on counties. CalAIM
seeks to increase delivery system standardization
and allow for greater consistency of services across
programs and counties to enhance behavioral
health care. CalAIM impacts many components of

Figure 1. DMC-ODS, by County
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San Mateo
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Source: "County Plans & Contracts,” California Department of Health Care
Services, accessed October 23, 2025.

Note: DMC-ODS is Drug Medi-Cal Organized Delivery System.

the Medi-Cal delivery system; a number of initia-
tives seek to improve the behavioral health system
at the county level and can be found on the DHCS
CalAIM Behavioral Health Initiative website. CalAIM
Behavioral Health Policy initiatives and launch dates
are described in Table 1.** (See following page.)
DHCS leveraged a combination of waivers and

state plan amendments (SPAs) to operationalize
CalAIM, including new Section 1115 demonstration
and 1915(b) waivers effective through December
20263

While components of CalAIM strives to improve
the behavioral health delivery system, the elements
that make up the initiative also create workforce and
implementation challenges for county behavioral
health departments. For example, the implementa-
tion of CalAIM Behavioral Health Payment Reform
has been variable depending on how each county
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has chosen to move to a new rate-setting method- and rate structures. Additionally, payment reform is

ology. This has trickled down to county-contracted progressing more slowly than anticipated in some
providers, resulting in some CBOs that operate in counties, and some providers are struggling to
multiple counties having to manage various billing code and claim services under the new rules.*

Table 1. CalAIM Behavioral Health Programs & Policy Initiatives

INITIATIVE

Access Criteria for Specialty Mental Health Services (SMHS). The Department of Health
Care Services (DHCS) updated and clarified the responsibilities of specialty mental health plans
(MHPs) related to criteria for access to SMHS for adults and individuals under 21.

Drug Medi-Cal Organized Delivery System (DMC-ODS) policy improvements. DHCS
updated DMC-ODS program requirements to align with CalAIM behavioral health initiatives.

Drug Medi-Cal (DMC) American Society of Addiction Medicine (ASAM) level of care deter-
mination. All counties — those with DMC and those with DMC-ODS — began utilizing ASAM
Criteria to determine the appropriate level of care for covered substance use disorder (SUD)
treatment services.

Documentation redesign for SUD & SMHS. DHCS revised documentation requirements for
SUD and SMHS to align with national standards.

No Wrong Door. The No Wrong Door policy ensures that individuals can access mental health
services regardless of where they seek care — whether through a county behavioral health
department, a Medi-Cal managed care plan (MCP), or other delivery system.

Behavioral Health Quality Improvement Program (BHQIP). BHQIP is an incentive payment
program to support MHPs, DMC-only programs, and DMC-ODS programs with the implemen-
tation of CalAIM and other administration priorities.

Standardized screening and transition tools. Screening and transition tools are standard-
ized to support Medi-Cal members receiving timely and coordinated SMHS and non-specialty
mental health services (NSMHS).

CalAIM Behavioral Health Payment Reform. CalAIM Behavioral Health Payment Reform moves
counties from cost-based reimbursement financed via certified public expenditures (CPEs) to
fee-for-service (FFS) reimbursement financed in part by county intergovernmental transfers (IGTs).

Behavioral Health Administrative Integration. Historically, SMHS and SUD treatment have
been administered through separate and distinct structures at the county level, creating
challenges for members, counties, and providers. Behavioral Health Administrative Integration
requires counties to administer SMHS and SUD services as one integrated behavioral health
plan through a single contract between the state and counties by January 1, 2027.

Source: “CalAIM Behavioral Health Initiative,” DHCS, accessed September 22, 2024.

LAUNCH DATE

January 2022

January 2022

January 2022

July 2022

July 2022

September 2022-

March 2024

January 2023

July 2023

January 2027

Note: For additional details on behavioral health policy guidance, see the DHCS website's Behavioral Health Information Notices landing page.

For a comprehensive overview of CalAIM, visit these resources on CHCF's website:

» CalAIM in Focus
» CalAIM Behavioral Health Payment Reform
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New behavioral health services. In addition to the
initiatives listed in Table 1, four new services were
authorized for county behavioral health through
CalAIM:

» Contingency management. DHCS was the inau-
gural state agency to receive CMS approval for
contingency management treatment services for
stimulant use disorder via a waiver amendment.
Several DMC-ODS counties have opted to par-
ticipate. California is implementing this benefit
through the Recovery Incentives Program.®

» Traditional health care practices. In October
2024, DHCS received federal approval for a
CalAIM waiver amendment to cover traditional
health care practices by Indian Health Care
Providers (IHCPs) in DMC-ODS counties effec-
tive March 2025 through December 2026.%
Traditional health care practices include two new
services: Traditional Healer and Natural Helper
services.

» Peer Support Services. Per S.B. 803 (Cal. 2020),
DHCS launched the Medi-Cal Peer Support
Services benefit in July 2022 to provide Medi-
Cal peer support specialist services under SMHS,
and DMC-only or DMC-ODS programs, autho-
rized by the CalAIM Section 1115 and 1915(b)
waivers.” As of September 2025, 53 coun-
ties opted to provide Medi-Cal Peer Support
Services in one or both of their delivery systems
(SMHS, and/or DMC or DMC-ODS).® CalMHSA
presently operates the state-approved Medi-Cal
Peer Support Specialist Certification Program to
ensure consistency statewide.* At the time of
writing, CalMHSA had certified approximately
5,000 peers across participating counties.

» Mobile crisis services. Authorized via S.B. 184
(Cal. 2022), DHCS received federal approval via
a SPA for counties to provide community-based
mobile crisis interventions to deescalate and pro-
vide relief to individuals experiencing behavioral
health crises.®” Mobile crisis services are resource

intensive and require coordinated crisis care 24
hours a day, 7 days a week, with multidisciplinary
teams of trained behavioral health professionals
who provide services in the home, workplace,
school, or community.*’ To do so, qualified pro-
viders must sign a provider agreement with
the appropriate county.”” For smaller counties,
administering a 24/7 service presents resource
challenges where low utilization and caseload
can make it difficult to justify and sustain the
infrastructure and workforce needed to operate
these services.

Behavioral Health Community-Based
Organized Networks of Equitable Care and
Treatment (BH-CONNECT) Initiative and
Demonstration

The BH-CONNECT initiative is California’s effort
to enhance community-based health care services
for Californians experiencing significant behav-
ioral health challenges. It includes policy changes
to implement new services and delivery system
changes that complement and support ongoing
efforts to modernize the behavioral health delivery
system. DHCS is using a three-pronged strategy
to implement BH-CONNECT through existing
Medicaid authorities, SPAs, and a new Section
1115 demonstration waiver. New SPAs will make
evidence-based practices (EBPs) and services —
including assertive community treatment (ACT),
Forensic ACT (FACT), coordinated specialty care for
first episode psychosis (CSC for FEP), the Individual
Placement and Support (IPS) model of supported
employment, Clubhouse services, and enhanced
community health worker services — available as a
county option.*®

The BH-CONNECT Section 1115 demonstration
waiver is effective January 2025 through December
2029 and allows DHCS to operationalize specific
changes to the Medi-Cal program.* It seeks to
expand access to the continuum of community-
based behavioral health services for Medi-Cal
members living with behavioral health care needs
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and works in tandem with CalAIM and other behav- The BH-CONNECT statewide demonstration

joral health initiatives. features are summarized in Table 2* and the
BH-CONNECT demonstration county features are
summarized in Table 3.

Table 2. BH-CONNECT Statewide Demonstration Features

CATEGORY DESCRIPTION

Workforce Initiatives  Short- to long-term investments to build a robust and diverse behavioral health workforce to
support Medi-Cal members with significant behavioral health needs.’

Activity Funds Stipends provided for children and youth involved in foster care for non-Medi-Cal reimbursable
activities related to community-based services.

Transitional Rent Up to six months of rental assistance — through Medi-Cal managed care plans — for
Assistance members experiencing or at risk of homelessness who meet eligibility criteria.

Sources: “Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment (BH-CONNECT) Initiative,” California Department of
Health Care Services (DHCS), accessed September 24, 2024; and DHCS, “California Secures Unprecedented Federal Funding for Critical Behavioral Health
Supports,” press release, December 16, 2024.

Note: BH-CONNECT is Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment.

*DHCS will administer these workforce initiatives in partnership with the California Department of Health Care Access and Information (HCAI).

Table 3. BH-CONNECT Demonstration County Options

CATEGORY DESCRIPTION

Short-Term Inpatient  BH-CONNECT allows federal financial participation for services administered to Medi-Cal

Psychiatric Care members living with significant mental health needs during short-term (60 days or fewer) inpatient
psychiatric stays at facilities that meet the federal Institutions for Mental Diseases (IMDs) criteria.
County mental health plans (MHPs) that opt in will receive these federal funds for services consis-
tent with federal requirements. To be eligible, counties must offer a full suite of community-based,
evidence-based practices (EBPs)” and meet additional standards.

Access, Reform, and  The California Department of Health Care Services (DHCS) invests in county MHPs and Drug
Outcomes Incentive  Medi-Cal Organized Delivery System (DMC-ODS) counties to support implementation of commu-
Program nity-based services described in BH-CONNECT."

Community Transition Counties can choose to develop multi-disciplinary care transition teams to assist with intensive
In-Reach Services pre- and post-discharge care planning and transitional care management services for individuals
with significant behavioral health conditions in long-term institutional stays.

Sources: “Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment (BH-CONNECT) Initiative,” DHCS, accessed October
22, 2025; Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment (BH-CONNECT) Fact Sheet (PDF), DHCS, December
2024; and Michelle Baass (DHCS) to behavioral health partners, “Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment
Demonstration Option to Receive Federal Financial Participation for Specialty Mental Health Services in Institutions of Mental Diseases” (PDF), Behavioral
Health Information Notice 25-011, April 11, 2025.

Note: This table is limited to the services or programs approved via the Section 1115 waiver demonstration.

* The full suite of EBPs include assertive community treatment (ACT), Forensic ACT (FACT), coordinated specialty care for first episode psychosis (CSC for
FEP), the Individual Placement and Support (IPS) model of supported employment, enhanced community health worker (CHW) services, and Peer Support
services. Counties may also choose to offer Clubhouse services under BH-CONNECT EBPs but these are not required to opt into the mental health IMD
program. While EBPs for adults are subject to the county option, the EBPs for youth under 21 must be statewide pursuant to Early and Periodic Screening,
Diagnostic and Treatment (EPSDT) requirements.

t BH-CONNECT is Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment. The Access, Reform, and Outcomes Incentive
Program is limited under BH-CONNECT to no more than 80% of counties. That percentage reflects the number of counties that responded to the DHCS
guidance and completed a self-assessment that was administered in partnership with a national accrediting body.
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The implementation of BH-CONNECT involves
yet another large-scale reform that requires county
behavioral health departments to choose which
components to implement in a way that comple-
ments the current administration of services. This
positions some counties to leverage opportunities,
while other counties may not have the resources to
do so. While the impact on counties remains to be
seen, stakeholders have advocated for additional
flexibilities in workforce requirements, scalability in
smaller counties, and Medi-Cal provider certifica-
tions to allow for successful implementation.

Behavioral Health
Transformation: Mental
Health Services Act and
Proposition 1

Mental Health Services Act

Passed in 2004, the Mental Health Services Act
(MHSA) is a key piece of legislation aimed at more
effectively serving Californians with significant men-
tal health needs across the continuum of care, from
prevention to workforce training. It is funded by a
1% tax on personal income over $1 million annually
and overseen by DHCS, although the Commission
for Behavioral Health (CBH) oversees certain com-
ponents. Funds are distributed to counties to be
spent in accordance with three-year plans devel-
oped in collaboration with stakeholders and their
BOSs.

In 2016, legislation authorized a portion of MHSA
funds to be used for the No Place Like Home pro-
gram, which creates permanent supportive housing
for people with mental health challenges experienc-
ing or at risk of homelessness, regardless of their
Medi-Cal enrollment status. The MHSA has been
amended several times, and in 2024, the passage

of Proposition 1 marked its transformation into the
Behavioral Health Services Act (BHSA).

Proposition 1

Proposition 1 represents a “cornerstone piece of
Governor Newsom'’s broader, multiyear behavioral
health and homelessness agenda.”* Comprising
S.B. 326 (Cal. 2024) and A.B. 531 (Cal. 2024), the
proposition received bipartisan support and was
narrowly passed by voters in March 2024 (see Table
4 for additional details). The 2024 Budget included
funding for both the state and counties to support
its initial implementation.”

The Behavioral Health Services Act (S.B. 326)
represents the first full-scale reform of the MHSA.
It expands services to include individuals expe-
riencing SUD; prioritizes care for those living with
significant behavioral health needs; increases the
emphasis on workforce; reforms local categorical
funding buckets to include significant set-asides
for housing interventions; adds individuals experi-
encing SUD as an eligible population; strengthens
transparency, accountability, and state oversight;
adds significant data collection and reporting
requirements; and renames and updates the
responsibilities of the MHSOAC (to the CBH).*
Under the BHSA, counties are required to imple-
ment specific EBPs.* Proposition 1 does not make
any changes to the funding source for or percent-
age of taxes allocated to the BHSA, despite the
eligibility and service expansions and other policy
and administrative reforms.

Proposition 1 affects county responsibilities in
several fundamental ways. The BHSAs more pre-
scriptive funding allocates more money to the state
and reduces counties’ discretion over local funds.
BHSA also adjusts county funding to focus more
on housing for individuals with serious behavioral
health conditions and raises the bar for Full Service
Partnership (FSP) provider fidelity to EBPs. Counties
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have expressed concerns that since more funds are
required to support housing and related services,
counties may have less BHSA money for exist-
ing services.”® Counties state they may therefore
need to find other funds to maintain current service
levels, which could result in service reductions.”’
However, with Proposition 1 funding reforms,
counties are charged with maximizing all sources
of funding to more efficiently support changes,
including by billing Medi-Cal and other insurance
providers to the fullest extent possible. Further,
BHSA was developed with a host of other behav-
ioral health initiatives that have launched in recent
years and that are intended to bolster existing proj-
ects and provide counties with additional federal
funding opportunities and support from other pay-
ers, including CalAIM, BH-CONNECT, the Children
and Youth Behavioral Health Initiative, and more.
The impact on counties and individuals of reallo-
cating some BHSA funds to housing remains to be
seen. While the full effects of Proposition 1 continue
to unfold (see “Issues to Watch” on page 27), its
passage reflects another shift in state and county
responsibilities.

The Behavioral Health Infrastructure Bond Act
of 2024 (A.B. 531) authorizes $6.38 billion in state
general obligation bonds to develop an array of
treatment programs, residential care settings, and
supportive housing options to help provide appro-
priate care for Californians experiencing mental
health conditions and SUD.>* Building upon the
Behavioral Health Continuum Infrastructure Program
(BHCIP), this bond will be provided through multiple
rounds of grant opportunities, including those that
support counties in making housing investments for
veterans and non-veterans experiencing or at risk of
homelessness who have behavioral health needs.

A major goal of A.B. 531 is to increase behavioral
health treatment sites, with up to $4.4 billion to be
awarded through the existing BHCIP administered

by DHCS through competitive grants Intended out-
comes of A.B. 531 include:

» 4,350 permanent supportive housing units,
including 2,350 specifically for veterans

» 6,800 treatment beds
» 26,700 outpatient treatment slots™

See Table 4 (next page) for Proposition 1 fund-
ing allocations and planning and reporting

requirements.
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Table 4. Select Proposition 1 Components and Impacts on Counties: Planning and Reporting and Funding

COMPONENT IMPACT

Behavioral Planning and Reporting
Health Services

The bill alters county planning and reporting requirements to promote accountability and transpar-
Act (S.B. 326) y paniing porting req P Y P

ency through two primary mechanisms:

County Integrated Plans for Behavioral Health Services and Outcomes (Integrated Plans),
which require collaboration with the local health jurisdictions (LHJs) and Medi-Cal managed care
plans (MCPs). The goal of Integrated Plans is to provide prospective planning and budgeting for all
county behavioral health services through:

Three-year planning documents (initially due to the California Department of Health Care
Services (DHCS) in June 2026)

Comprehensive overview of all county behavioral health funding

Meaningful stakeholder and local behavioral health advisory board input to promote transpar-
ency into how counties utilize behavioral health funding

County Behavioral Health Outcomes, Accountability, and Transparency Reports, which are
annual reports outlining utilization of county behavioral health funding. These reports incorporate
a health equity perspective and offer information on county behavioral health services provided to
individuals who are not covered by Medi-Cal.

DHCS may impose corrective action plans if counties fail to meet requirements.
Funding

The bill allocates 90% of Behavioral Health Services Act (BHSA) funds to counties and the remaining
10% to the state.

It updates county funding allocation for the following three categories:”

Housing Interventions, including rental subsidies and shared housing. Thirty percent of each
county’s funding allocation must be used for housing interventions for people experiencing or at
risk of homelessness with behavioral health needs, and 50% of that amount must be prioritized for
people experiencing chronic homelessness.

Full Service Partnerships (FSPs), including comprehensive and intensive care. Thirty five percent
of a county’s allocation go toward mental health services, substance use disorder (SUD) treatment,
and supportive services. Community-defined, evidence-based practices should be emphasized.

Behavioral Health Services and Supports (BHSS), including for early intervention, workforce
training, and outreach. Thirty-five percent of each county’s allocation must be allocated to BHSS,
and at least 51% of the BHSS funding must go toward early intervention services and supports for
individuals age 25 and under.

Behavioral Counties are eligible to apply for Bond Behavioral Health Continuum Infrastructure Program (BHCIP)
Health grant funding for eligible facility types through the Bond BHCIP Request for Application (RFA)
Infrastructure process. To date, DHCS has announced two rounds of Bond BHCIP funding opportunities:

Bond Act of

Bond BHCIP Round 1: Launch Ready"
2024 (A.B. 531)
Funding Amount: Up to $3.3 billion statewide, with $1.47 billion designated for cities and counties

Scope: Construct, acquire, and rehabilitate properties to expand behavioral health treatment
sites. “Launch ready” means formal pre-development work has occurred.

Bond BHCIP Round 2: Unmet Needs (RFA released: May 2025)
Funding Amount: Up to $1.1 billion statewide
Scope: Support the development of additional behavioral health facilities.

Sources: "Behavioral Health Services Act,” DHCS, accessed September 23, 2024; A.B. 531, 2023-24 Leg., Reg. Sess. (Cal. 2023); S.B. 326, 2023-24 Leg., Reg.
Sess. (Cal. 2023); “Behavioral Health Infrastructure Bond Act of 2024,” California Health and Human Services, accessed September 23, 2024.

* The BHSA allows counties to transfer up to 7% of funding from one category to another; such transfers are subject to DHCS approval through the three-
year Integrated Plan submission process. Bond BHCIP funding is limited to behavioral health facility infrastructure expansion.

T For additional details on facilities funded see BHCIP's “Bond BHCIP Round 1: Launch Ready Dashboard.”
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Figure 2. County-Level Allocation of MHSA/BHSA Funds Before and After Proposition 1
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(Before Prop 1)
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Sources: "California Passed Prop. 1: What's Next for Behavioral Health System Reform,” California Budget & Policy Center, October 2024; and MHSA versus
BHSA: Comparing the Funding Allocations (PDF), California Department of Health Care Services, accessed July 11, 2025.

Notes: The pie charts above illustrate the county allocation; however, the state is allocated a portion of funds under MHSA and BHSA. Under the MHSA the
state was allocated 5% of total funds to conduct administrative functions and under BHSA the state is allocated 10% of total funds for population-based
prevention (4%), behavioral health workforce (3%), and administration (3%). MHSA is Mental Health Services Act; BHSA is Behavioral Health Services Act.

* BHSA creates a specified funding allocation for Full Service Partnerships (FSPs). Under MHSA, FSPs were bucketed within Community Services and Supports
(CSS). Under MHSA, 51% of the CSS allocation went to FSPs.

1 Under MHSA, Prevention and Early Intervention (19%) and Innovation (5%) were separate funding allocations. Under BHSA, Behavioral Health Services and
Supports (BHSS) includes early intervention, outreach and engagement, workforce education and training, capital facilities, technological needs, and innova-
tive pilots and projects. Fifty-one percent of BHSS is allocated to early intervention, and 51% of early intervention funding must be used for people age 25
and younger.

t BHSA creates a Housing Intervention (30%) allocation. Of that amount, 50% must be used for services for the chronically homeless, and up to 25% may be
used for capital development. Under MHSA, a portion of CSS allocation went towards housing.

factors. Notably, counties use some of this funding
to support the non-federal share of cost for Medi-

Funding for Behavioral

Health

Major Behavioral Health Funding
Streams

Cal specialty behavioral health services.

Largely in response to state budget deficits, the
state transferred various programs responsibilities

along with dedicated funding to counties in 1991
and 2011 in what is broadly known as realignment.
When realignment involves a shift in responsibility
from the state to the counties, the state estimates
what it would have spent on the realigned pro-
grams and dedicates a similar amount of revenue
to counties to support the realigned programs at
the time of the transfer. These dedicated funds
are generally provided in lieu of counties other-
wise claiming the cost of the required program

The funding landscape for specialty behavioral
health services in California comprises an array of
sources. Key funding streams for county-specific
specialty behavioral health services include realign-
ment, federal funds, the state General Fund, BHSA
(previously MHSA) funds, and other funds. As shown
in Figure 3, core funding for county behavioral
health services totaled an estimated $11.7 billion
in 2023-2024. This funding level can fluctuate sig-
nificantly depending on tax revenues and other
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Figure 3. Estimated County Behavioral Health Funding,
State Fiscal Year 2023-24 (In Billions)
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Sources: Authors’ analysis of state budget documents, state depart-
ment information. Medi-Cal expenditure data and federal grant funding
provided by California Department of Health Care Services (DHCS).

Notes: Estimated amount reflect ongoing funding for behavioral health
services and do not include opioid settlement funds, county General
Funds, one-time state General Fund investments, or payments from
Medicare or private insurance. 1991 Realignment estimate reflect funds
from 2011 subaccount swap. Medi-Cal funds reflect actual claims payment
made to counties by DHCS (excluding pharmacy and inpatient stays paid
for by the state). Figures may not sum due to rounding. MHSA is Mental
Health Services Act; BHSA is Behavioral Health Services Act. Federal Block
Grants include the two largest from the Substance Abuse and Mental
Health Services Administration (SAMHSA): the Substance Use Prevention,
Treatment, and Recovery Services Block Grant (SUBG) and the Community
Mental Health Services Block Grant (MHBG).

and service as a mandate under the state constitu-
tion.>* The realignments in 1991 and 2011 — which
included behavioral health services — have had
foundational and ongoing impacts on the financing
of California’s behavioral health system.

Realigned behavioral health programs and ser-
vices are funded through dedicated sales tax and
vehicle license fee revenues, which are continuously
appropriated to counties based on multi-layered
funding formulas. This means that these funds
are not considered part of the state General Fund
and are not appropriated through the annual state
budget process. Realignment dollars form coun-
ties’ core source of non-federal match dollars for
Medi-Cal specialty behavioral health services. Use
of these revenues comes with complex rules about
how funds can be spent on realigned programs.

The two major realignments impacting behavioral
health funding are:

» 1991 realignment. In 1991, California enacted
the first state and county program realignment.
This program transferred full responsibility from
the state to the counties for county indigent care,
public health services, and community mental
health services and transferred funding respon-
sibility for specified social services. Dollars from
the 1991 realignment fund community mental
health programs, IMDs, and county clients’ stays
in state hospitals.*

» 2011 Public Safety Realignment. In 2011,
California enacted a Public Safety Realignment
initiative to address court-ordered reductions
in the state prison population and the growing
costs of state prisons. Certain responsibilities
delineated under the 1991 realignment were
changed, and counties assumed additional fis-
cal responsibility for Medi-Cal behavioral health
programs. The 2011 realignment eliminated the
use of state General Funds for community men-
tal health and SUD services such that by July 1,
2012, counties had assumed full responsibility
for the non-federal share of Medi-Cal SMHS as
well as for specific SUD treatment programs at
that time.

On the heels of the 2011 realignment, voters
passed Proposition 30 in 2012, which provides
certain  constitutional protections, including
against the expansion of programs under the
2011 realignment without accompanying local
funding. This means that the state cannot impose
additional state or federal requirements on coun-
ties without providing funding to support them.
As the behavioral health delivery system has
evolved, DHCS allows individual counties to
decide whether to provide many services and
options available under recent state initiatives in
recognition of potential state budget pressures

should the state make those services mandatory.
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Table 5. Behavioral Health Programs Affected by Realignment, 1991 and 2011

1991 REALIGNMENT

Community mental health services
State hospital services for county patients

Institutions for Mental Diseases (IMDs)

2011 PUBLIC SAFETY REALIGNMENT

Medi-Cal Specialty Mental Health Managed Care
Medi-Cal SMHS for children under EPSDT
Drug Medi-Cal (DMC)

Drug courts

Perinatal drug services

Non-Drug Medi-Cal services

Sources: Cabrera, Michelle, “Behavioral Health Realignment” (PDF), County Behavioral Health Directors Association, CHEAC Presentation, December 6,
2023; and Andrew Pease et al., “Realignment 101: The basics of 1991 and 2011 Realignments” (PDF), California State Association of Counties Institute for

Excellence in County Government, accessed October 22, 2025.

Notes: SMHS is Specialty Mental Health Services; EPSDT is Early Periodic Screening, Diagnostic, and Treatment.

Table 5 outlines the major behavioral health pro-
grams that were realigned in 1991 and 2011.

Federal funding. This includes:

» Medi-Cal Federal Financial Participation (FFP).
This federal funding match for Medi-Cal services
makes up the largest source of federal funds for
counties. Counties use realignment, BHSA, and
other funding sources to meet their requirements
to provide the non-federal share for Medi-Cal
specialty behavioral health services to leverage
FFP.

» Block grant funding. Counties are allocated
federal funds through two major block grants
administered by the federal SAMHSA: the
Substance Use Prevention, Treatment, and
Recovery Services Block Grant (SUBG) and the
Community Mental Health Services Block Grant
(MHBG). According to DHCS, counties receive
approximately $315 million statewide from these
grants annually.

State General Fund. This includes:
» Medi-Cal. While counties provide most of the

non-federal share to leverage federal funds
through Medi-Cal, the state contributes some

dollars from the state General Fund to support
certain Medi-Cal behavioral health services and
certain populations.

» One-time investments. The state has recently
provided billions in one-time state General Fund
investments to support broad behavioral health-
related delivery system improvements that
include some support for counties. Most of these
investments were authorized beginning in 2021
— such as the BHCIP and the Behavioral Health
Bridge Housing Program — and will continue
over the next three to five years, depending on
state budget actions.

MHSA/BHSA funds. In 2004, the MHSA
(Proposition 63) passed, establishing a 1% tax on
personal income over $1 million to support coun-
ties’ mental health programs. Counties spend these
revenues according to defined funding categories
and based on a plan developed through a local
planning process. The State Controller's Office dis-
tributes funds monthly to counties.

In State Fiscal Year (SFY) 2023-24, estimated MHSA
revenues available to counties totaled approxi-
mately $2.4 billion, but these sums can range
significantly from year to year®* Of the funding
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streams supporting county behavioral health ser-
vices, the MHSA is the most volatile because of the
uncertainty of income taxes.”” Revenue estimates
shown in Figure 4 illustrate how MHSA funds can
swing several hundreds of millions of dollars from
year to year, making it difficult for counties to plan
for and operate ongoing programs.

In 2024, Proposition 1 passed, replacing the MHSA
with the BHSA and bringing with it new require-
ments for county spending under the same revenue
stream. The new requirements reduce county flex-
ibility to use these funds. Notably, Proposition 1
establishes the BHSA Revenue Stability Workgroup
to address funding volatility and propose appropri-
ate prudent reserves to support county services and
programs more sustainably.

Other funds. Counties also support their behav-
ioral health delivery systems through other local
funds, payments from commercial insurance and
Medicare, and patient fees. In addition, counties

Figure 4. Estimated County Mental Health Services
Act Revenues by State Fiscal Year (in Millions)
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2,405
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Source: Authors’ analysis of MHSA expenditure reports to the legislature.

Notes: Estimated revenues include personal income tax, interest income,
and other revenue and exclude funds transferred for the No Place Like
Home program.

have received one-time federal funding under the
Behavioral Health Response and Rescue Project
that supplements SAMHSA block grant funding
and opioid settlement funds.>®

Opioid Settlement Funds

California, along with its cities and counties, is
projected to receive over $2 billion in funding as

a result of 2021 settlements of national lawsuits
related to pharmaceutical companies’ roles in the
opioid crisis. The settlement dollars are distributed
between three funds, including the California State
Fund (15%), the Abatement Accounts Fund (70%),
and the California Subdivision Fund (15%). The
Abatement Accounts Fund and California Subdivi-
sion Fund, which received most of the settlement
money, are aimed at supporting cities and counties
in their fight against and remediation of opioid
misuse. California is also expected to receive
additional opioid-related funding beyond the 2021
settlements.

While local funding is confined to allowable expen-
ditures, funds allocated directly to the state are
subject to fewer restrictions. As such, there have
been calls for the state to more intentionally align
the application of its funds with ongoing efforts

at the county level. Specific counties’ allocations
are determined based on federal overdose deaths
data, county size, and the volume of opioids
shipped into California. The allocation model

was developed as part of the federal litigation of
opioid-related lawsuits.

To address the opioid epidemic, advocates and
multidisciplinary community leaders convene as
local opioid safety coalitions to increase access to
treatment services, decrease opioid overuse, and
reduce opioid-related deaths.

Sources: “California’s Opioid Settlements and Bankruptcies,”
California Department of Health Care Services, accessed September
24, 2024; "FAQs National Opioids Settlement,” California Office of

the Attorney General, accessed September 25, 2024; and “California
Opioid Safety Network,” CHCF, December 2017.
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Recent Behavioral Health
Investments

Over the past few years, California has made behav-
ioral health investments in excess of $15 billion
distributed throughout several delivery systems.
This infusion of funding is a significant investment
in volume and scope and includes an unprece-
dented amount of state General Funds (see “Other
State Policies and Initiatives” section on page 26).
Cumulatively, these varied initiatives provide fund-
ing to counties and many other eligible entities.
While this creates considerable opportunities for
counties to address gaps and expand the offerings
of their local behavioral health systems, it also poses
challenges. The shift toward competitive grants for
system development requires counties to dedicate
a share of their limited internal resources to apply-
ing within defined application windows for funding.
In some instances, the very systemic challenges
these funding opportunities seek to address, such
as workforce shortages, are the things that make it
difficult for counties to muster the resources neces-
sary to secure funding. It also raises questions about
the sustainability of system reforms supported with
these funds.

County Behavioral Health Funding
Challenges

The various sources of support for county behav-
ioral health care form a complex patchwork of
funding that is challenging for counties to manage.
Because some of this funding can be volatile, sen-
sitive to economic conditions, and is not directly
tied to changes in program demand and cost, long-
term planning for counties is difficult. Under these
conditions, counties must balance wide-ranging
community needs with program requirements,
including Medi-Cal entitlements. Further, coun-
ties have limited ability to modify core Medi-Cal
realigned programs to contain costs despite being
at financial risk for the non-federal share.

County allocations of realignment dollars are influ-
enced by historical funding methodologies that may
not reflect evolving local needs. Differences in coun-
ties’ population size and rurality can further create
funding imbalances, that may leave some coun-
ties comparatively under-resourced over time. For
example, 1991 realignment base revenue is rooted
in a methodology that relied on historical spend-
ing prior to realignment, with each county receiving
a share based on their prior level of funding. The
initial allocations served as the starting point for a
rolling base process going forward. Further, pro-
gram demand and cost can be countercyclical to
revenues, meaning that while demand for services
and expenditures may rise during a poor economy,
revenues may decline. Under 1991 realignment,
for example, base funding is not restored in future
years when revenues fall short, which can add to
counties’ fiscal pressures.”

Underlying these challenges is a lack of transpar-
ency in county funding. A 2020 report from the
California State Auditor noted, “The State’s current
public reporting related to mental health programs
and services relies on disjointed and incomplete
tools — a result of multiple funding sources with dif-
ferent requirements and levels of transparency.”®
As discussed in the “Proposition 1" section, some
of the core objectives of the BHSA are to increase
accountability, funding transparency, and consis-
tency in reporting. However, the current level of
variation in reporting and performance monitoring
precludes a clear picture of how county behavioral
health systems are performing.
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Other State Policies and
Initiatives

During his tenure, California Governor Gavin
Newsom has led behavioral health system reforms
to strengthen access to, increase accountabil-
ity within, and improve outcomes for California’s
behavioral health care system. Many efforts are inter-
connected with Proposition 1 and focus on care for
individuals experiencing behavioral health needs or
homelessness, or who are involved in the criminal
justice system.

Infrastructure Development

California’s behavioral health infrastructure has
struggled to keep up with the demand for services
and supports across the behavioral health care
continuum, prompting numerous investments in
infrastructure development.

In 2021, DHCS was authorized to establish the
BHCIP and to award $2.2 billion in state General
Funds, distributed through multiple rounds of grant
funding, to “construct, acquire, and expand proper-
ties and invest in mobile crisis infrastructure related
to behavioral health.”®" While BHCIP provides
sizeable funding opportunities for counties, it also
requires counties to manage direct involvement in
the construction of facilities, ultimately adding to
the role of county behavioral health departments as
coordinators of these infrastructure efforts. Further,
a recent analysis by the Legislative Analyst's Office
(LAO) reported that smaller counties were largely
left out of the funding opportunities in BHCIP
rounds three through five, with only 11 of 29 smaller
counties receiving any grant funding.®

One example of the cross-cutting nature of infrastruc-
ture development opportunities for counties exists
between BHCIP and Child and Youth Behavioral
Health Initiative (CYBHI) efforts, particularly for BHCIP
Round 4, wherein 15 of the 52 awarded grants went
to county behavioral health departments.®®

Children and Youth Behavioral
Health Initiative

The COVID-19 PHE underscored the importance
of prioritizing children and youth behavioral health
needs, as social isolation and disruptions in edu-
cation and supports impacted the well-being of
children and youth in California and globally.

To address this need, the State of California
developed the CYBHI, which takes a whole-child
approach to addressing mental wellness, as a core
part of the Master Plan for Kids’ Mental Health.** The
CYBHI, which includes youth substance use services
and supports, is a multi-departmental, multi-year
effort to redefine the way children and families’
systems address challenges so that California’s
youth can thrive regardless of payer.®® In 2023, the
CYBHI moved into implementation across four core
strategies:*

» Workforce training and capacity
» Behavioral health ecosystem infrastructure
» Coverage

» Public awareness

DHCS worked with the CBH (formerly MHSOAC)
to administer two grants for prevention and early
intervention practices.”” Part of this initiative
includes grants distributed to counties through
six competitive rounds to scale evidence-based
and community-defined practices. While there are
CalAIM components of the CYBHI, the overall initia-
tive is intended to bolster access to mental health
and SUD services for all Californians age 0-25
regardless of payer or income level. Still, the way
the program is operationalized and accessed differs
by county, school district, and provider network.
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County Behavioral Health, the Courts and
Reentry

Community Assistance, Recovery, and
Empowerment (CARE) Court

The 2022 CARE Act (S.B. 1338) established the
framework for CARE Court, which has a stated goal
of ensuring people experiencing a severe mental
illness get the support they need. It authorizes
specified adults (such as a spouse, parent, or a
behavioral health professional) to petition a civil
court on behalf of a patient to create a voluntary
CARE agreement or court-ordered CARE plan to
be provided by county behavioral health agen-
cies in coordination with commercial insurance, as
applicable. A CARE plan may include behavioral
health services, including stabilizing medication,
housing supports, and other services that meet the
specified criteria. The bill required Glenn, Orange,
Riverside, San Diego, Stanislaus, and Tuolumne
Counties and the City and County of San Francisco
to implement the program commencing October
1, 2023, and remaining counties to commence no
later than December 1, 2024. While many counties
supported the enactment of CARE Courts, they
expressed concerns regarding the implementation
and funding of the program.

CalAIM Justice Involved Reentry Initiatives

Mental health and substance use treatment ser-
vices are a significant need in the criminal justice
system, where an estimated 53% of incarcerated
people were living with mental health needs as of
June 2023. And yet, the Steinberg Institute reports
that “the vast majority of California counties
allocate less than 10% of dedicated state criminal
justice funding to behavioral health.” To support
criminal justice needs, most of the funding for
California counties comes from 2011 realignment,
which shifted state responsibilities for some felony
populations to the counties.

CalAIM justice-involved reentry initiatives require
coordination between historically disconnected
county responsibilities, including between county
correctional facilities and the Medi-Cal program,
for such services as Medi-Cal eligibility determina-

tion and pre-release health care services. Under
the reentry initiative, county behavioral health
agencies will support pre-release in-reach services
and provide behavioral health links. Pre-release
services for county jails and youth correctional
facilities went live in October 2024 for Santa Clara,
Yuba, and Inyo Counties. San Francisco and Sutter
Counties went live with services in April 2025, and
all other county facilities will phase in services on a
quarterly basis through October 2026.

Visit CHCF's website to learn more about CalAIM
Reentry initiatives.

Sources: "“Steinberg Institute Policy Brief: California’s Criminal
Justice System Not Prioritizing Behavioral Health Programs That
Would Keep People Out of Jail and Reduce Costs,” press release,
Steinberg Institute, March 22, 2024; Magnus Lofstrom and Brandon
Martin, County Jails House Fewer Inmates, but Over Half Face
Mental Health Issues, Public Policy Institute of California, October
25, 2023; S.B. 1338, 2021-2022 Leg, Reg. Sess. (Cal. 2022); and Katie
Heidorn, California Counties, Private Agencies Aim for ‘Behavioral
Health Transformation’ Enabled by Prop 1, CHCF, July 2025.

Issues to Watch

Implementation of Proposition 1

The passage of Proposition 1 marks the beginning
of a multi-year implementation timeline with vari-
ous requirements and opportunities for counties. As
Proposition 1 unfolds, counties will need to respond
to additional state guidance for implementation,
including new spending requirements, while also
managing numerous other initiatives and their core
programs. While part of Proposition 1's focus is on
county planning and reporting to enhance account-
ability and transparency for Californians, these more
intense activities may pose challenges to counties
depending on their size, geography, resources, and
expertise. Counties are having to balance limits on
existing infrastructure and staff capacities to imple-
ment changes, meet requirements, and maximize
opportunities. In addition, counties are struggling
to piece together new and historical spending
requirements while also learning to better operate
as behavioral health managed care plans.
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The BHSA reflects a major shift from the previous
MHSA funding allocation structure, requiring coun-
ties and providers to rethink their programs and
adjust their budgets.®® Counties are concerned
that some programs may need to be scaled back
or discontinued if they dont align with BHSA pri-
orities and locally identified needs, particularly with
new mandates around housing. The BHSA requires
counties to spend significantly more on housing
interventions and FSPs for individuals with seri-
ous behavioral health needs, potentially straining
the availability of resources for other behavioral
health services. Another notable change under the
BHSA is the elimination of distinct funding buck-
ets for Prevention and Early Intervention (PEI) and
Innovation at the local level. While counties can still
fund these activities, they must do so in accordance
with new BHSA requirements.

People Experiencing Homelessness and
Housing Insecurity

Behavioral health challenges contribute to and

are exacerbated by housing instability and home-
lessness caused by the lack of affordable stable
housing. While the behavioral health system can-
not fix the homelessness crisis, county behavioral
health departments are increasingly being asked
to administer housing-related reform efforts, such
as housing-related community supports, cross-
sector partnerships, and a variety of systems of
care, in order to address and support individuals
experiencing or at risk of homelessness. In addi-
tion, California behavioral health departments are
increasingly needing to navigate the intersection
of behavioral health policy and the broader public
and political focus on homelessness. Given the
focus on housing and homelessness, counties must
manage the operational demands of implementing
new policies and a broader expectation that links
behavioral health reform to housing and homeless-
ness interventions.

Effective July 1, 2025, and as part of CalAIM,
the California Department of Health Care Ser-

vices (DHCS) implemented Transitional Rent as

an optional service for Medi-Cal managed care
plans (MCPs) to administer to eligible members
via Community Supports. Under BH-CONNECT,
beginning in 2026, all Medi-Cal MCPs will be
required to cover Transitional Rent and will need
to work closely and build relationships with county
behavioral health and other local and county
organizations, including public housing authorities
(PHAs). To effectively implement Transitional Rent,
counties will need to execute new information
sharing agreements with providers and Contin-
uums of Care.

Notably, the Behavioral Health Services Act (BHSA)
includes language prohibiting the use of BHSA
funds “for housing interventions covered by a
Medi-Cal managed care plan.”For members with
significant behavioral health needs, the BHSA fund-
ing dedicated to housing interventions is intended
to support rental subsidies and permanent housing
following MCP-covered Transitional Rent.

One of the main pillars of the BHSA is the require-
ment that counties allocate 30% of their BHSA
funding to housing interventions for individuals
with serious behavioral health needs. This can
include capital development projects to support
increased housing. While housing for individuals at
risk of or experiencing homelessness is vital, man-
aging the demand for housing options is a new
frontier for county behavioral health departments
that comes with its own suite of challenges.

For additional details on the role of counties visit

CHCF's resource: Homelessness & Health Care.

Sources: Katie Heidorn, California Counties, Private Agencies Aim
for ‘Behavioral Health Transformation’ Enabled by Prop 1, CHCF,
July 2025; S.B. 326 (Cal. 2023); “Behavioral Health Community-
Based Organized Networks of Equitable Care and Treatment
(BH-CONNECT) Section 1115(a) Demonstration,” approval letter,
CMS, accessed January 14, 2025; and “Proposition 1 Behavioral
Health Services Act: How to Use Behavioral Health Services Act/
Mental Health Service Act Funds for Housing,” DHCS, accessed
October 29, 2025.
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Workforce Challenges, Sweeping
Policy Changes, and Implementation
Fatigue

The COVID-19 PHE exacerbated longstanding
county behavioral health workforce challenges
and added complexity to the provision of behav-
ioral health services. According to a 2023 CBHDA
report, over 90% of surveyed county behavioral
health agencies reported challenges in recruiting
psychiatrists and licensed clinical social workers,
and over 70% reported difficulties recruiting reg-
istered nurses and psychologists.®” Furthermore,
California Department of Health Care Access and
Information (HCAI) reports that in 2025, all counties
are projected to face psychiatrist shortages, and by
2033, the need for psychiatrists will more than dou-
ble across the state. Further, HCAI states that “in
2025, all 58 counties are projected to face a short-
age across all behavioral health roles examined with
the most severe shortages in the Northern & Sierra,

Inland Empire, and San Joaquin Valley regions.””

The sheer number, scope, and rapid succession of
Medi-Cal and state initiatives have created imple-
mentation challenges around how best to make
these programs work together. Implementing
these varied initiatives at the same time, under
tight timelines, and under evolving state guidance
is demanding. County staff have needed to turn
their attention toward these initiatives and related
operational restructuring while continuing to act as
a community safety net for people seeking mental
health and SUD services. A key factor influencing
the impact of these initiatives is the administrative
resources available to see them through. Many coun-
ties face constraints in staff capacity and technology
resources while also experiencing fatigue from
implementing multiple initiatives simultaneously.

In addition to providing behavioral health ser-
vices to community members, California counties

play a critical role in fostering a diverse workforce
and addressing shortages by funding training
programs, developing recruitment efforts, and pro-
viding supplemental resources to bolster the skills
of behavioral health professionals.

State Budget Outlook

Following a period of robust budgets and signifi-
cant state General Fund investments in behavioral
health and other delivery systems, California has
faced multibillion dollar budget deficits over the
past two years. The deficits required reductions
to certain programs, including the BHCIP, CYBHI,
and Behavioral Health Bridge Housing (BHBH)
programs, as well as changes to Medi-Cal eligibil-
ity and benefits.”! Subsequent estimates continue
to project significant budget shortfalls into the
future.”” The need to reduce deficits calls into ques-
tion the future of health care funding as potential
future shortfalls will require difficult choices at both
the state and county levels.

Uncertain Federal Landscape

The federal landscape under the current Trump
administration is evolving and characterized by
shifting policies, potentially significant regulatory
changes, and drastically different funding priori-
ties. These elements will demand the attention of
California state departments, counties, and local
governments for years to come. Most recently, H.R.
1 imposes Medicaid cuts and changes to financ-
ing and eligibility that are anticipated to impact
California's county behavioral health systems.”
How the policy changes and initiatives highlighted
throughout this report intersect with the chang-
ing federal landscape remains to be seen, but the
outlook for Medi-Cal and other federally funded
programs is marked by unprecedented uncertainty.
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Conclusion

Over the course of the last decade, with new
Medicaid managed care final rules, ongoing behav-
ioral health transformation efforts, and related
Medi-Cal initiatives such as CalAIM, BH-CONNECT,
and others, the role of county behavioral health has
continuously evolved. While the core of county
behavioral health services remains the same, admin-
istrative flexibilities, funding and reimbursement
methodologies, and collaboration with community
partners continue to change, and counties are facing
a cultural shift in how they do business and provide
behavioral health services to their communities.

As counties work towards transforming their behav-
ioral health systems, it is too soon to determine the
long-standing impacts of these initiatives. Counties
are providing and administering behavioral health
programs in the context of an unprecedented num-
ber of changes and new policy guidelines that push
existing boundaries when it comes to collaboration
with their state and local partners. This report offers
an updated overview of the programs that counties
offer and the varied approaches they use to deliver
county behavioral health services as background
for policymakers and stakeholders monitoring the
progress of behavioral health reform.
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Appendix A. Major Milestones in County Behavioral Health

YEAR

1957

1965

1967

1971

1980

1991

1993

1995-1998

1998

2000

2000

2002

2004

2008

EVENT

Short-Doyle Act. This legislation required counties to deliver mental health services and provided a 50%
state match for county mental health programs. The match increased to 75% in 1962.

Medicare and Medicaid Act. The federal government created the Medicaid program, which continues
to provide federal matching funds for community mental health services.

Lanterman-Petris-Short (LPS) Act. The LPS Act established criteria for involuntary holds and conserva-
torship, changing the legal process for involuntary mental health treatment. The LPS Act also increased
the state match for Short-Doyle county programs to 90%.

Short-Doyle/Medi-Cal program established. State legislation added Short-Doyle services to the
Medi-Cal program, allowing counties to obtain federal matching funds for eligible mental health services.

Drug Medi-Cal established. Counties began to administer and deliver substance use disorder (SUD)
treatment services to eligible Medi-Cal beneficiaries through contracts with state-certified providers.

State and county program realignment. Realignment transferred responsibility to counties for speci-
fied mental health services, social services, and health programs and provided counties with dedicated
revenues from sales tax and vehicle license fees to fund the realigned programs.

County-based managed care. The state expanded the provision of Medi-Cal managed care at the
county level.

Specialty Mental Health Services Consolidation waiver. Through a 1915(b) Medicaid waiver, California
made counties responsible for both county Short-Doyle Medi-Cal community and fee-for-service
Medi-Cal inpatient mental health services provided through county mental health plans (MHPs).

Drug Court Partnership Program (S.B. 1587). By establishing a state-administered grant initiative
(via the former State Department of Alcohol and Drug Programs), this measure aimed to assess the
cost-effectiveness of drug courts whereby local drug court programs could submit multiagency grant
requests that identified resources and strategies needed for effective drug court programs.

California Mental Health Parity Act. Effective January 2000, A.B. 88 required private insurance to
provide mental health coverage for adults with significant behavioral health needs under the same terms
and conditions as other medical conditions.

Substance Abuse and Crime Prevention Act (Proposition 36). California voters passed Proposition 36,
which mandated probation and community-based treatment instead of incarceration for certain nonvio-
lent drug possession offenses.

Laura’s Law (A.B. 1421). The legislation allowed counties to build court-ordered treatment programs.

Mental Health Services Act (MHSA, Proposition 63). California established a 1% tax on income over $1
million to support county level community mental health programs.

Mental Health Parity and Addiction Equity Act. This federal law prevents group health plans and
health insurers that provide mental health and SUD benefits from imposing less favorable benefit limita-
tions when compared to medical or surgical benefits.
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YEAR

20M

2012

2014

2014

2015

2016

2016

2016

2017

2018

2020

EVENT

Public safety realignment. As part of the transfer to counties of responsibility for various criminal justice
activities, counties assumed increased responsibility for the non-federal share of specialty mental health
services for Medi-Cal enrollees, as well as for specific substance use disorder programs. This realign-
ment eliminated state General Funds for core community mental health and SUD services but provided
counties with additional dedicated sales tax and vehicle license fee revenues to support the realigned
programs.

Consolidation of California Department of Mental Health and the Department of Alcohol and Drug
Programs. California eliminated these two state departments and transferred certain program responsi-
bilities to the Department of Health Care Services (DHCS), with the goal of improving both the state and
local coordination and integration of services.

Affordable Care Act (ACA) coverage expansions. California expanded Medi-Cal coverage for
low-income residents, including single adults, and established its ACA exchange, Covered California,
to administer federal subsidies for low- and moderate-income families. Many Californians previously
served by county indigent medical care programs acquired new public or private coverage. The expan-
sions excluded people with low incomes who lacked immigration status, who remained eligible only for
emergency Medi-Cal.

Non-Specialty Mental Health Services (NSMHS) Medi-Cal MCP mental health benefit. Medi-Cal
MCPs became required to cover non-specialty mental health care for Medi-Cal members.

Medi-Cal 2020 waiver. Under a Medicaid Section 1115 authority, the Drug Medi-Cal Organized Delivery
System (DMC-ODS) program was established as the nation’s first SUD treatment demonstration project
approved by the federal Centers for Medicare & Medicaid Services (CMS). The waiver enabled DHCS to
receive federal reimbursement for Medicaid services provided to patients in short-term inpatient psychi-
atric care settings receiving DMC-ODS services in counties that have chosen to implement this option.

Medicaid and Children’s Health Insurance Program (CHIP) Managed Care Final Rule. CMS introduced
a set of broad managed care regulatory updates, including network adequacy standards impacting MHPs
and DMC-ODS counties. Efforts to comply with these requirements put significant strain on many county
behavioral health systems.

Medicaid Mental Health Parity Rule. With this rule, CMS made provisions of the 2008 Mental Health
Parity and Addiction Equity Act (MHPAEA) applicable to Medicaid. It included numerous provisions
applicable to MHPs, Drug Medi-Cal (DMC-) only plans, and DMC-ODS to ensure behavioral health
benefits were no more restrictive than those for physical health benefits.

Medi-Cal Child Expansion. California expands Medi-Cal coverage for low-income residents including
children (19 and under), regardless of immigration status.

Implementation of DMC-ODS Pilot. Eight counties voluntarily launched DMC-ODS throughout 2017,
allowing for expansion of services under a coordinated delivery system as authorized under the Medi-Cal
2020 waiver. Since then, a total of 39 counties have chosen to participate in DMC-ODS, which covers
96% of eligible Medi-Cal members.

No Place Like Home program (Proposition 2). Proposition 2 ratified provisions of existing law and
authorized $2 billion in bond funds financed by the MHSA for supportive housing for individuals with
severe mental illness who are experiencing or at risk of homelessness.

Medicaid and CHIP Managed Care Final Rule. CMS sought to streamline the regulatory provisions
outlined in the 2016 Final Rule, which many felt to be administratively burdensome.
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2020

2020

2021

2021

2022

2022

2022

2023

2024

2024

2024

2024

2025

EVENT

Medi-Cal Young Adult Expansion. California expanded Medi-Cal coverage for residents with low
incomes to include young adults age 19 through 26, regardless of immigration status.

S.B. 855. This legislation reinforced the responsibility of private insurers to cover mental health and SUD
services for their members. S.B. 855 seeks to reduce incidences of privately insured individuals relying on
county behavioral health systems when their insurer fails to provide needed services.

Behavioral Health Continuum Infrastructure Program (BHCIP). Provided $1.8 billion in grants to
construct, acquire, and rehabilitate behavioral health treatment facilities. (Original $2.2 billion budget
allocation was reduced due to subsequent state budget shortfalls.)

Children and Youth Behavioral Health Initiative (CYBHI). A package of $4.5 billion in funding for infra-
structure and services, as well as new insurance coverage requirements for children and youth.

CalAIM (California Advancing and Innovating Medi-Cal) implementation begins. To operationalize
CalAIM, DHCS leveraged a combination of Section 1115 waiver authority, a 1915(b) waiver, and contrac-
tual Medi-Cal State Plan Amendments (SPAs) to provide person-centered, integrated care across physical
health, behavioral health, and local service providers. With the implementation of CalAIM, managed care
authority transitioned from a 1115 waiver to a 1915(b) waiver authority and includes major behavioral
health initiatives including CalAIM Behavioral Health Payment Reform, changes to the criteria for SMHS,
DMC-ODS policy improvements, documentation redesign, No Wrong Door improvements, standardized
screening and transition tools, and behavioral health administrative integration.

Medi-Cal Older Adult Expansion. California expanded Medi-Cal coverage for residents with low
incomes to include older adults age 50 and above, regardless of immigration status.

Miles Hall Lifeline and Suicide Prevention Act (A.B. 988). Signed into law by Governor Newsom in
2022, this established a permanent statewide 988 crisis hotline.

Involuntarily Committed Individuals. Governor Newsom signed S.B. 43 (Cal. 2024), changing conser-
vatorship laws under the LPS Act for the first time in 50 years, particularly for Californians experiencing
significant behavioral health needs and/or SUD and at risk of harming themselves.

Ages 26 through 49 Adult Expansion. California expanded Medi-Cal coverage for residents with low
incomes to include adults age 26 through 49, regardless of immigration status.

Proposition 1. Proposition 1 authorized $6.38 billion in bonds to build treatment facilities and provide
housing for Californians experiencing or at risk of homelessness and with mental health and/or substance
use challenges. It also amended the MHSA to add substance use disorder treatment, changed funding
allocations, and renamed the MHSA to the Behavioral Health Services Act (BHSA).

Medicaid and CHIP Managed Care Final Rule. Broadly focused on access, finance, and quality, the
impact of this managed care final rule on counties will continue to unfold as implementation progresses.

Behavioral Health Community-Based Organized Networks of Equitable Care and Treatment
(BH-CONNECT) Demonstration. In December 2024, DHCS received federal approval for the
BH-CONNECT initiative. It includes policy changes to implement new services and delivery system
changes that complement and support ongoing efforts to modernize the behavioral health delivery
system. DHCS is using a three-pronged strategy to implement BH-CONNECT through existing Medicaid
authorities, SPAs, and a new Section 1115 demonstration waiver.

One Big Beautiful Bill Act (H.R. 1). Federal reconciliation bill signed into law in July 2025 includes provi-
sions that may significantly affect California’s Medi-Cal program, shift administrative costs to counties,
and put essential health and behavioral health resources at risk.
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Appendix B. Medi-Cal Mental Health and Substance Use Disorder Benefits: Services and Populations by

Coordinating Entity, 2025

COORDINATING ENTITY

Target Children and adults who meet access criteria’

Population  for Medi-Cal specialty mental health services
(SMHS)

Services Mental health services

COUNTY MENTAL HEALTH PLANS (MHPs)

COUNTY SUBSTANCE USE DISORDER
(SUD) SERVICES

Children (under age 21) and adults who
meet access criteria for Drug Medi-Cal
(DMC) SUD services or Early and Periodic

Screening, Diagnostic, Treatment
(EPSDT) criteria for SUD

In Drug Medi-Cal Organized Delivery

System (DMC-ODS) plan counties:

MEDI-CAL MANAGED CARE PLANS (MCPs)

Child (under age 21) and adult (age 21 and older) members
who meet the non-specialty mental health services (NSMHS)™
or EPSDT criteria for mental health services

MCPs are required to provide or arrange for the provision of
the following non-specialty mental health services (NSMHS):

Medication support services

Day treatment intensive services
Day rehabilitation

Crisis intervention

Crisis stabilization

Adult residential treatment services
Crisis residential treatment services
Psychiatric health facility services
Therapeutic foster care’

Targeted Case Management
Therapeutic Behavioral Services'
Intensive Home-Based Services'
Intensive Care Coordination’
Mobile crisis services

Peer Support Services (optional)*
Psychiatric inpatient hospital services

Assertive Community Treatment/Forensic
Assertive Community Treatment (optional)

Coordinated Specialty Care for First Episode
Psychosis (CSC FEP) (optional)

Withdrawal Management services

Early intervention services for
individuals under age 21

Mental health evaluation and treatment, including
individual, group, and family psychotherapy

Outpatient treatment services Psychological and neuropsychological testing, when

Intensive Outpatient Treatment services clinically indicated to evaluate a mental health condition

Outpatient services for purpose of monitoring drug

Residential treatment and inpatient
therapy

services (multiple levels of care for all
enrollees and no bed limitation; cover-
age of inpatient services is optional)

Psychiatric consultation
Outpatient laboratory, drugs, supplies, and supplements

Emergency room professional services
Narcotic Treatment Program services

Medications for Addiction Treatment Medi-Cal MCPs must also provide:

; ; E
Peer Support Services (optional) Alcohol and Drug Screening, Assessment, Brief

Interventions and Referral to Treatment (SABIRT), for
people with, or at risk of developing, alcohol or substance
use disorders under primary care requirements

Recovery services
Care coordination
Clinician Consultation services

Additional medication assisted Cal ) for th - .
treatment (optional) Medi-Cal MCPs must provide or arrange for the provision of:

Partial Hospitalization Services Medication Assisted Treatment (MAT)

(optional) Emergency services necessary to stabilize the member

Contingency management (optional)
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COORDINATING ENTITY

COUNTY MENTAL HEALTH PLANS (MHPS) COUNTY SUBSTANCE USE DISORDER (SUD) SERVICES MEDI-CAL MANAGED CARE PLANS (MCPS)

Services Individual Placement and Support model of Mobile crisis services

supported employment (optional) Individual Placement and Support model of

Enhanced community health worker services supported employment (optional)

(optional) Enhanced community health worker services

Clubhouse services (optional) (optional)

Other services as medically necessary Traditional Healer and Natural Helper services

pursuant to EPSDT Other services as medically necessary pursuant to

Psychiatric inpatient hospital professional EPSDT

services In Drug Medi-Cal (DMC) - only counties:

Psychiatric health facility services Outpatient treatment services

Intensive Outpatient Treatment services

Perinatal residential substance use disorder treatment
(16 bed limit)

Narcotic Treatment Program services
Medications for Addiction Treatment
Mobile crisis services

Peer Support Services (optional)

Early intervention services for individuals under 21
years of age

Individual Placement and Support model of
supported employment (optional)

Enhanced community health worker services
(optional)

Other services as medically necessary pursuant to
EPSDT"

Source: Authors’ analysis of resources in consultation with the California Department of Health Care Services (DHCS), 2025.

* The EPSDT program is the child health component of federal Medicaid for eligible children under age 21.

T Services available to Medi-Cal members under age 21 who meet the access criteria for Specialty Mental Health Services.

1 Medi-Cal Peer Support Services must be provided to members under age 21 per the EPSDT mandate when the services are medically necessary to correct or ameliorate discovered health conditions.

** NSMHS benefit also applies to fee-for-service Medi-Cal beneficiaries.
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