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SUBJECT:  Alcoholism or drug abuse recovery or treatment facilities: recovery residence:  
insurance coverage 

 
SUMMARY: Requires licensed alcoholism or drug abuse recovery or treatment facilities 

(RTFs) to maintain commercial liability and other insurance coverages. Requires government 
entities that contract with RTFs and recovery residences to require those entities to maintain 
similar insurance coverages required of RTFs. 

 

Existing federal law: Prohibits, pursuant to the federal Fair Housing Act (FHA), housing 

discrimination on the basis of race, color, religion, sex, handicap, familial status, and national 
origin. Defines “handicap” (disability) as a physical or mental impairment that substantially 
limits one or more major life activities, including having a drug addiction and alcoholism, as 

specified.  [42 USC §3601, et seq.] 
 

Existing law: 

1) Grants the Department of Health Care Services (DHCS) the sole authority in state 
government to administer, license, certify, and regulate all substance use disorder (SUD) 

functions and programs. [HSC §11750, et seq.] 
 

2) Requires DHCS to license RTFs that provide residential non-medical services to adults who 
are recovering from problems related to alcohol, drug, or alcohol and drug misuse or abuse, 
and who need alcohol, drug, or alcohol and drug recovery, treatment, or detoxification 

services. [HSC §11834.01, et seq.] 
 

3) Requires an RTF that serves six or fewer persons, for purposes of local regulation, to be 
considered a residential use of property. Prohibits the application of any term to an RTF that 
implies the treatment home is a business run for profit or differs in any other way from a 

single-family residence. [HSC §11834.23] 
 

4) Requires a DHCS licensed RTF or certified program to disclose to DHCS ownership or 
control of, or financial interest in, a “recovery residence (RR),” as defined, or any contractual 
relationship with an entity that regularly provides professional services or substance use 

disorder treatment or recovery services to clients of licensed RTFs or certified programs, if 
the entity is not part of the certified program or licensed RTF. [HSC §11833.05] 

 
5) Defines a “recovery residence” as a residential dwelling that provides primary housing for 

individuals who seek a cooperative living arrangement that supports personal recovery from 

an SUD and that does not require licensure by DHCS or does not provide licensable services, 
as specified, including residential dwellings commonly referred to as “sober living homes 

(SLH),” “sober living environments,” or “unlicensed alcohol and drug free residences.” 
[HSC §11833.05] 
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6) Defines “policy of residential property insurance” to mean a policy insuring individually 
owned residential structures of not more than four dwelling units, individually owned 

condominium units, or individually owned mobile homes, and their contents, located in this 
state and used exclusively for residential purposes or a tenant’s policy insuring personal 
contents of a residential unit located in this state. [INS §10087] 

 
This bill: 

1) Requires an RTF to, at all times, maintain all of the following insurance coverages obtained 
from an admitted insurer: 

 

a) Commercial general liability insurance that includes coverage for premises liability, 
products and completed operations, contractual liability, personal injury and advertising 

liability, abuse, molestation, sexual actions, and assault and battery, with minimum 
coverage amounts for bodily injury or property damage of not less than $1 million per 
occurrence; 

b) Commercial or business automobile liability insurance covering all owned vehicles, hired 
or leased vehicles, nonowned vehicles, and borrowed and permissive uses, with minimum 

coverage amounts for bodily injury or property damage of not less than $1 million per 
occurrence; 

c) Workers’ compensation insurance, as specified; 

d) Employer’s liability insurance, with minimum coverage amounts for bodily injury or 
disease of not less than $100,000 per occurrence; and, 

e) Professional liability and errors and omissions insurance that includes an endorsement for 
contractual liability, with minimum coverage of $1 million per occurrence and $2 million 
aggregate, with a contract that includes an endorsement for defense and indemnification 

of any government entity with which the RTF has contracted, if applicable. 
 

2) Requires any “government entity,” as defined, that contracts with a privately owned RR or 
RTF to require the contractor, at all times, to maintain all of the insurance coverages in 1) 
above, with the government entity included as an additional insured, obtained from an 

admitted insurer. Defines “government entity as the state and any political subdivision of the 
state, including counties, joint powers authorities, and any other unit of local government. 

 
3) Specifies that a policy issued, renewed, or amended on or after January 1, 2022, that 

provides, or is construed to provide, any coverage or indemnity for the payment of any fine, 

penalty, or restitution in any criminal, civil, or administrative action or proceeding, or any 
coverage or indemnity for the payment of any loss or liability arising from the operation of 

either an RR or an RTF does not meet the definition of “policy of residential property 
insurance” in 6) above of existing law. 

 

FISCAL EFFECT: According to the Assembly Appropriations Committee, costs to the 
California Department of Insurance are expected to be minor and absorbable (Insurance Fund).  

Additionally, there will be one-time, likely minor, General Fund costs to the California 
Department of Corrections and Rehabilitation for revising procedures and training staff about the 
new requirements, as well as ongoing costs to verify compliance with standards or certification. 
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PRIOR VOTES:   

Assembly Floor: 75 - 0 

Assembly Appropriations Committee: 16 - 0 

Assembly Health Committee: 15 - 0 

 

COMMENTS: 

1) Author’s statement. According to the author, currently there is no existing state law that requires an 
RTF or RR to maintain minimum insurance coverage levels. The lack of this requirement puts 

patients and workers at risk. With more Californians seeking RTFs or RRs for assistance, stronger 
consumer protections are needed now. While there are many good actors in the state helping 
individuals get on their feet, some media reports detail unscrupulous business practices that are using 

patients for profits. The most notable of media investigatory reports is a series by the Orange County 
Register describing the “Rehab Riviera” and the abuses in substance abuse recovery services in 

Southern California, operating with little to no government regulation and/or private insurance 
industry risk management. It is critical that patients seeking recovery receive the care they need 
without worrying about their safety. This bill will ensure that licensed RTFs and RRs that contract 

with the government maintain minimum insurance coverage levels to protect patients and workers 
from abuse or injury. 

 

2) RTFs. RTFs licensed by DHCS, based on what is commonly referred to as the social model, 
provide recovery, treatment, or detoxification services. (The Department of Public Health 

licenses medical model RTFs, known as chemical dependency recovery hospitals.) The 
services provided by social model RTFs include group and individual counseling, 

educational sessions, and alcoholism or drug abuse recovery and treatment planning. Social 
model RTFs are allowed to provide clients first aid and emergency care, and since the 
passage of AB 848 (Stone, Chapter 744, Statutes of 2015), RTFs can apply to DHCS for an 

additional license to provide incidental medical services by a licensed physician and surgeon 
or other health care practitioner. SB 823 (Hill, Chapter 781, Statutes of 2018) requires DHCS 

to adopt American Society of Addiction Medicine treatment criteria as the minimum standard 
of care for licensed RTFs. As part of their licensing functions, DHCS conducts reviews of 
RTFs every two years, or as necessary; checks for compliance with statute and regulatio ns to 

ensure the health and safety of clients; investigates all complaints; and has the authority to 
suspend or revoke a license for a violation of statute and regulations. State law requires an 

RTF that serves six or fewer persons to be considered a residential use of property and 
prohibits the application of any term to an RTF that implies the treatment home is a business 
run for profit or differs in any other way from other single-family residences. 

 
3) RRs/SLHs. A 2010 report on the National Institutes of Health (NIH) website, “Sober Living 

Houses for Alcohol and Drug Dependence: 18-month Outcomes,” states that SLHs are not 
formal treatment programs and are not obligated to comply with state or local regulations 
applicable to treatment. However, NIH does not provide a formal definition of an SLH. The 

report also mentions that it is difficult to determine how many SLHs there are in California 
because they are outside of the purview of state licensing authorities. The NIH report cites 

the protection that the federal Fair Housing Act (FHA) affords SLHs to be located in 
residentially zoned areas, personal privacy under the Fourth Amendment, and the right of 
people with disabilities to live together for a shared purpose, such as mutually assisted 

recovery and maintenance of an abstinent lifestyle. According to DHCS’s website, some 
types of residences do not provide alcohol and other drug services and therefore do not 

require licensure by DHCS, including cooperative living arrangements with a commitment or 
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requirement to be free from alcohol and other drugs, sometimes referred to as RRs, SLHs, 
transitional housing, or alcohol- and drug-free housing. DHCS states that while SLHs are not 

required to be licensed by DHCS, they may be subject to other types of permits, clearances, 
business taxes, or local fees, which may be required by the cities or counties in which they 
are located. If an SLH is providing licensable services to adults then it must obtain a valid 

RTF license from DHCS. Licensable services can include, but are not limited to, 
detoxification services, group sessions, individual sessions, one-on-one counseling, 

educational sessions, or recovery, treatment, or discharge planning. If an SLH is providing 
just one of the mentioned services, then it should be classified as an RTF and must obtain a 
valid license from DHCS. DHCS’s Drug Medi-Cal Organized Delivery System waiver 

allows counties to use RRs in their continuum of services if they adhere to the following 
guidelines: do not provide substance use disorder (SUD) services that would require 

licensure by DHCS; all residents of a RR are actively engaged in medically necessary 
recovery support services to be provided off-site; and each county develops guidelines for 
contracted RR providers, and provide monitoring and oversight. 

 
4) Housing for the disabled. In a joint statement issued in November 2016 by the federal 

Department of Justice (DOJ) and Department of Housing and Urban Development (HUD), 
which together are responsible for enforcing the FHA, DOJ and HUD declare that the term 
“group home” does not have a specific legal meaning, though land use and zoning officials 

and the courts have referred to some residences for persons with disabilities as group homes, 
including homes occupied by persons in recovery from alcohol or substance abuse that are 

commonly called “sober homes” (RRs/SLHs). DOJ and HUD contend that persons with 
disabilities have the same FHA protections whether or not their housing is considered a 
group home, and that a household where two or more persons with disabilities choose to live 

together, as a matter of association, may not be subject to requirements or conditions that are 
not imposed on households consisting of persons without disabilities. DOJ and HUD further 

state that the provision of services (medical, supervisory, supportive, etc.) is not required for 
a group home to be protected under the FHA. Group homes can also be opened by 
individuals or organizations, both for-profit (“commercially operated”) and not-for-profit, 

and still be protected by the FHA. Further, the FHA does not require a person who resides in 
an RR/SLH to have participated in or be currently participating in a substance abuse 

treatment program to be considered a person with a disability. The fact that a resident of an 
RR/SLH may currently be illegally using a controlled substance does not deprive the other 
residents of the RR/SLH of the protection of the FHA. The DOJ and HUD statement also 

says that localities and states must ensure that actions to enforce criminal and other laws 
against RRs/SLHs are not taken to target RRs/SLHs and are applied equally to other 

protected classes, regardless of whether the residents of housing are persons with disabilities. 
Also, licensing and other regulatory requirements that may apply to some group homes must 
also be consistent with the FHA. 

 
5) Cracking down on unscrupulous activities in California. In November 2016, the California 

Department of Insurance (CDI) issued a press release about an investigation that resulted in 
the arrest of the operators of some Southern California sober living homes), operated as 
Community Recovery of Los Angeles (CRLA). The operators were arrested on several 

felony counts of grand theft and identity theft for allegedly conspiring to defraud clients and 
insurers out of more than $176 million. Affected insurers paid nearly $44 million before 

discovering the suspected fraud and stopping payments to CRLA, which was accused of 
luring people with treatment marketing schemes and stealing patient identities to buy health 
insurance policies for people without their knowledge, as well as committing such acts as 
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submitting claims for services not provided, falsely representing CRLA as a licensed RTF 
while not being licensed as such, and filing fraudulent health insurance policy applications. A 

document posted on DHCS’s website indicated at the time that CRLA operated both 
recovery residences, which were claiming to be licensed, and DHCS-certified outpatient 
programs. In March 2018, the Orange County Register subsequently reported that one of the 

operators of CRLA plead guilty to 46 felony counts involving the insurance billing scheme 
and received 11 years in state prison following a plea to 28 counts of money laundering, 

seven counts of grand theft, six counts of identity theft, and five counts of insurance fraud.  
 

In January 2020, CDI, through a joint effort with the Orange County District Attorney’s 

Office, shut down an alleged $3.2 million health care fraud ring which preyed on those with 
SUDs in order to bilk insurance companies out of millions. Several individuals were charged 

with multiple felony counts including insurance fraud and money laundering in connection 
with the scheme. Insurance Commissioner Ricardo Lara stated that the suspects are accused 
of finding patients across the country who were seeking help for their SUDs, and flying them 

to California to enter treatment at Casa Bella International Inc., which was owned and 
operated by one of the suspects. In order to obtain payment from the insurance company for 

these clients, the suspects are accused of directing employees to fill out policies for the 
patients using false information. The suspect who owned the facility is alleged to have paid 
the other co-conspirators upwards of $10,000 per patient who stayed enrolled in treatment for 

more than 30 days.  
 

Most recently, in June 2020, CDI issued another press release announcing the arrests of five 

more suspects who are alleged to have been conspiring with the suspects arrested earlier in 
the year. The new defendants face up to 21 years in prison for their alleged involvement in a 

scheme that resulted in $60 million in fraudulent billing and $11.7 million in insurance 
losses. Authorities allege that all the defendants used mass media marketing campaigns to 
identify addicted clients from across the country who were seeking treatment. According to 

CDI, the conspirators and their employees then falsified clients’ health care insurance 
applications to circumvent California residency requirements and closed enrollment periods; 

employed a money-laundering scheme they devised to conceal their involvement in paying 
clients’ insurance premiums; and trafficked their clients into Southern California treatment 
facilities. 

 
6) Senate Health Committee informational hearing and subsequent legislation. On January 31, 

2018, the Senate Health Committee held an informational hearing to examine the SUD 
treatment system with a focus on treatment and services provided in RTFs; insurance 
coverage; patient referrals; and the state’s regulation and oversight of the system, including 

the inability to impose restrictions on RRs/SLHs. The hearing provided an overview of recent 
issues outlined in media coverage in Southern California that had affected the state regarding 

unscrupulous facility operators, and gave an opportunity for state regulators to highlight 
efforts they had undertaken to combat the exploitation of the SUD system, including 
enforcement of RRs/SLHs that have been unlawfully providing services. The goal of the 

hearing was to examine the issues and to seek strategies and policies that would prevent 
unscrupulous individuals from exploiting the various industries that are supposed to help 

treat those with SUDs; to recognize federal and state protections for those with disabilities, 
including their housing rights and options; and to ensure that policies are not enacted, either 
at the local or state level, that would limit the number of recovery or treatment options for 

those who need them. 
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The Legislature passed, and Governor Brown signed, a package of bills that aimed to address 
the emerging issues in the SUD treatment and recovery realm. SB 1228 (Lara, Chapter 792, 

Statutes of 2018) prohibits facilities that are licensed or certified by DHCS, and anyone 
associated with them, from gaining financially for referring a person to treatment, also 
known as “patient brokering.” SB 992 (Hernandez, Chapter 784, Statutes of 2018) and AB 

3162 (Friedman, Chapter 775, Statutes of 2018) made several changes to licensing statute for 
RTFs, particularly requiring RTFs and other facilities under DHCS’s purview to disclose 

certain business relationships, including with unlicensed RRs/SLHs, and requiring all RTF 
licensed services to be provided within the structures notated on an RTF’s license. 

 

7) Information notice to local governments about discriminatory ordinances. According to the 
California Housing and Community Development (HCD) website, although federal mandates 

prohibit overt forms of discrimination in housing, forces driving residential segregation have 
persisted, sometimes taking on new forms to achieve the same discriminatory ends. Racially 
explicit practices were subtly replaced by race-neutral methods to exclude people of color 

from predominantly white neighborhoods. Over time, single- family zoning emerged and 
replaced race-based zoning as a tool for segregating communities by restricting more 

affordable housing options, such as apartments or condominiums. Exclusionary zoning 
policies have made it difficult for lower-income residents to access certain communities and 
in turn has had a discriminatory effect on protected characteristics such as race, disability, 

and familial status. To address these conditions, AB 686 (Santiago, Chapter 958, Statutes of 
2018) establishes an independent state mandate that expands the duty of all California’s 

public agencies to affirmatively further fair housing. AB 686 added to existing protections in 
California. The Fair Employment and Housing Act (FEHA) provides broad protections to 
California residents, prohibiting housing discrimination through public or private land-use 

practices, decisions, and authorizations based upon “race, color, religion, sex, gender, gender 
identity, gender expression, sexual orientation, marital status, national origin, ancestry, 

familial status, source of income, disability, or genetic information.” With the passage of AB 
686, state and local public agencies are required to affirmatively further fair housing through 
deliberate action to explicitly address, combat, and relieve disparities resulting from past and 

current patterns of segregation to foster more inclusive communities. AB 686 also creates 
new housing element requirements applying to all housing elements due to be revised on or 

after January 1, 2021. These requirements include an assessment of fair housing practices, an 
analysis of the relationship between available sites and areas of high or low resources, and 
concrete actions in the form of programs to affirmatively further fair housing. The purpose of 

this assessment and analysis is to replace segregated living patterns with truly integrated and 
balanced living patterns and to transform racially and ethnically concentrated areas of 

poverty into areas of opportunity.  
 
To further this effort, HCD began issuing notices to local governments about their 

discriminatory practices and warning them that their policies violate their housing elements. 
In one example, HCD sent a letter to the City of Encinitas in March 2021 stating that 

California’s Planning and Zoning Law recites multiple categories of actions that are 
determined to be discriminatory, including imposition of different requirements on a 
residential use by a protected class or by persons of very low, low, moderate, or middle 

income, other than those generally imposed upon other residential uses. HCD noted that it is 
very concerned about a specific ordinance that, although it ostensibly seeks to address the 

concerns of “adverse impacts” of group homes (RRs/SLHs), those kinds of ordinances—
calling out protected classes for specific regulatory action based on those concerns—can 
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result in significant barriers to housing for persons with disabilities in a way that a more 
generalized regulatory response, targeting actions or impacts rather than persons, would not. 

 
8) Double referral. Should this bill pass out of this Committee, it will be referred to the Senate 

Insurance Committee.  

 
9) Related legislation. SB 349 (Umberg) requires every treatment provider operating in the 

state, as defined, to adopt and make available a client bill of rights that ensures those seeking 
SUD treatment have the right to safe and ethical treatment. SB 349 also prohibits treatment 
providers from making false or misleading statements in marketing or advertising, as 

specified. SB 349 is set to be heard in the Assembly Health Committee on July 6, 2021. 
 

SB 434 (Bates) prohibits specified entities, licensed or certified by the state to provide 
substance use or mental health disorder services, from making false statements or providing 
false information in advertising or marketing, as specified. SB 434 is pending in the Assembly 

Appropriations Committee. 
 

SB 541 (Bates) requires an entity licensed or certified by DHCS, to provide substance use 
disorder treatment services, to disclose information about its license or certification, 
including the number and expiration date, in specified circumstances. SB 541 is pending in 

the Assembly Appropriations Committee.  
 

AB 381 (Davies and Petrie-Norris) requires a licensed RTF, at all times, to maintain at least 
two unexpired doses of naloxone on the premises, as specified. AB 381 is pending in the 
Senate Appropriations Committee. 

 
10) Prior legislation. SB 486 (Bates of 2019) would have prohibited a commercially operated 

recovery residence from giving or receiving remuneration or anything of value for the 
referral of a person who is seeking alcoholism or drug abuse recovery and treatment services. 
AB 486 would have also required DHCS to impose a fine of $50,000 for each violation. SB 

486 failed passage in this Committee.  
 

AB 1779 (Daly of 2019) would have required DHCS to adopt specified standards for 
recovery residences that receive state funding, and would have permitted specified entities to 
report suspected activity to DHCS and to take specified action. AB 1779 was held on the 

Senate Appropriations Committee suspense file. 
 

SB 992 (Hernandez) requires programs licensed or certified by DHCS to disclose certain 
business relationships, as specified, including with an RR, and makes changes to current law 
for licensed RTFs to improve client treatment and provide DHCS more oversight authority 

over RTFs.  
 

SB 1228 (Lara) prohibits certain persons, programs, or entities, including a licensed RTF and 
persons employed by, or working for, that program, from giving or receiving remuneration or 
anything of value for the referral of a person who is seeking alcoholism or drug abuse 

recovery and treatment services, as specified. 
  

AB 686 (Santiago) requires a public agency to administer its programs and activities relating 
to housing and community development in a manner to affirmatively further fair housing. 
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AB 3162 (Friedman) makes RTF licenses provisional for one year; requires services offered 
by an RTF to be specified on the license and provided within the licensed RTF, as specified; 

and, increases civil penalties for the violation of licensing law. 
 
11) Support. The California Insurance Commissioner (CIC) cites regulations for licensed RTFs 

that require them to report such things as client deaths and the lack of such a requirement 
imposed on RRs. The CIC argues that an insurance company would want to know if there 

was a death or facility injury or if a residence or facility is complying with facility standards 
so they can manage their risk and assess whether additional safety protocols may be 
necessary by their insured. Risk management, or loss control, is used by many insurance 

companies today, especially those that write commercial liability insurance. Because 
commercial liability claims tend to be complex with high dollar amounts at stake with the 

potential for litigation, most commercial insurance companies have their own loss prevention 
departments or rely upon contracted loss prevention services. Usually loss control services 
are built into higher risk, higher premium accounts as a part of the entire package of 

insurance. When proven loss control measures are implemented, the public and workers are 
better protected, and premium costs go down as loss experience improves. Any business, 

including a SLH, could reasonably have liability that a residential insurance policy would not 
sufficiently cover. Commercial insurance coverage that is available today is more suitable for 
the risks associated with this type of business. Other supporters argue that this bill will ensure 

that RTF clients and RR participants will be compensated when necessary and will serve to 
strengthen the state’s treatment and recovery system by reducing the number of SUD 

businesses and living arrangements that fail due to inadequate insurance coverage. 
Additionally, unscrupulous RR/SLH operators who seek to avoid responsibility when 
damages are incurred will no longer be able to skip town when their poorly managed 

residences experience predictable outcomes of property damage and/or injury to residents.  
 

12) Opposition. The Los Angeles County Sober Living Coalition (LACSLC) argues that 
commercially operated treatment centers should not be confused with small homes used by 
myriad government entities for vulnerable people. Big treatment centers should, of course, 

have commercial insurance, but the small operators who make a few beds available for poor 
people will not be able to maintain affordable beds for people who chose recovery if they are 

held to the same standard as large, licensed recovery centers. Every small home operator 
already carries liability coverage sufficient to protect people in their homes. Requiring 
additional coverage is not needed. LACSLC argues this is a thinly veiled money grab by big 

operators and the insurance industry, and additional costs will eliminate housing. LACSLC 
request the bill be amended to remove the requirement that privately operated RRs must 

provide commercial insurance. 
 

13) Policy comment. This bill requires all licensed RTFs, and RTFs and RRs that contract with 

government entities, to maintain insurance coverage intended for commercial businesses. 
Existing law requires licensed RTFs serving six or fewer persons, for purposes of local 

regulation, to be considered a residential use of property. Similarly, housing intended for the 
disabled (including housing for those with or recovering from SUDs) is considered 
residential uses of the property under the FHA. Some may argue that requiring commercial 

insurance coverage to all facilities that house those with SUDs would appear to fall into the 
category of imposing a regulatory burden on homes intended to provide housing for 

individuals with a disability. The author and sponsor may wish to consider amending this bill 
to remove licensed RTFs and RRs that serve six or fewer residents from the bill to address 
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this concern. If amended in this way, the bill would still apply to licensed RTFs with more 
than six beds, which are not considered a residential use of property. 

 

SUPPORT AND OPPOSITION: 

Support: California Insurance Commissioner Ricardo Lara (sponsor) 

Associated Rehabilitation Program for Women, Inc. 
California Consortium of Addiction Programs and Professionals 

Casa Palmera 
City of Torrance 
Community Social Model Advocates, Inc. 

County of Orange 
County of San Diego 

Elevate Addiction Services 
Hathaway Recovery  
Opus Health, LLC 

Orange County Recovery Collaboration 
San Jose City College Alcohol and Drug Studies Program 

Soroptimist House of Hope, Inc. 
Stepping Stone San Diego 
The Purpose of Recovery 

The Turning Point Home 
 

Oppose: Los Angeles County Sober Living Coalition (unless amended) 
 

-- END -- 

 
 


