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ASSEMBLY THIRD READING
AB 1970 (Harabedian)

As Amended March 24, 2026
Majority vote

SUMMARY

Prohibits a health plan or health insurer from imposing step therapy as a prerequisite to
authorizing coverage of any prescription drug used for the treatment of a serious mental illness
(SMI) or substance use disorder (SUD). Applies the provisions of this bill to Medi-Cal managed
care plans only to the extent that the Department of Health Care Services (DHCS) obtains any
necessary federal approvals, and federal financial participation under Medi-Cal is available and
not otherwise jeopardized.

COMMENTS

SMI. SMI is defined as a diagnosable mental, behavioral, or emotional disorder (within the past
year) in a person aged 18 years or older that substantially interferes with their life and ability to
function. For the purpose of this bill, California code states that SMI includes but is not limited
to diagnoses of schizophrenia, bipolar disorder, post-traumatic stress disorder, and major
affective disorders or other severely disabling mental disorders. This bill defines SUD as a
substance-related and addictive disorder (encompassing major sub-types of opioid use disorder,
alcohol use disorder, and the residual substances) as defined in the most recent edition of the
Diagnostic and Statistical Manual of Mental Disorders.

SUD. A 2022 publication from the California Health Care Foundation (CHCF), titled "Substance
Use in California: Prevalence and Treatment" reported that substance use in California is
widespread with over half of Californians over age 12 reporting using alcohol in the past month
and 20% reporting using marijuana in the past year. According to the report, 9% of Californians
have met the criteria for a SUD within the last year. Overdose deaths from both opioids and
psychostimulants (such as amphetamines), are soaring. This issue, compounded by the increased
availability of fentanyl, has resulted in a 10-fold increase in fentanyl related deaths between 2015
and 2019. This epidemic is disproportionately impacting American Indian and Alaskan Native
Californians who have the highest rate of opioid overdose deaths, followed by white and Black
Californians. According to the California Department of Public Health's Overdose Prevention
Initiative, 7,847 opioid-related overdose deaths occurred in California in 2023. In the first two
quarters of 2024, 2,975 opioid-related overdose deaths were recorded in California. In August
2024, Health Management Associates, with support of the CHCF published "Substance Use
Disorder in California — a Focused Landscape Analysis" and found that a key barrier to
accessing care for people with substance use disorders is the lack of access to housing and
residential services.

Mental Health (MH) Disorders. A 2022 publication from CHCEF, titled "Mental Health in
California" reported that nearly 1 in 7 California adults experience a mental illness, and 1 in 26
has a serious MH condition that makes it difficult to carry out daily activities. One in 14 children
has an emotional disturbance that limits functioning in family, school, or community activities.
According to the report, the prevalence of serious mental illness varies by income, with the
highest rates in adults and children in families with incomes below 100% of the federal poverty
level.
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A 2019 survey by the Substance Abuse and Mental Health Services Administration found nearly
five million, or 16%, of Black Americans reported having a mental illness. However, only 1 in 3
Black adults who need MH care receive it. Similarly, a 2021 study by the University of
California Los Angeles Center for Health Policy Research found that almost half of Latino adults
who had a perceived need for MH services experienced an unmet need for care.

California Health Benefits Review Program (CHBRP). CHBRP was created in response to AB
1996 (Thomson), Chapter 795, Statutes of 2002, which requests the University of California to
assess legislation proposing a mandated benefit or service and prepare a written analysis with
relevant data on the medical, economic, and public health impacts of proposed health plan and
health insurance benefit mandate legislation. SB 125 (Hernandez), Chapter 9, Statutes of 2015,
added an impact assessment on essential health benefits (EHBs), and legislation that impacts
health insurance benefit designs, cost-sharing, premiums, and other health insurance topics to
CHBRP's purview. CHBRP reviewed this bill and included the following impact estimates in
their analysis:

1) Premium & out-of-pocket increases. CHBRP notes that the immediate utilization impact of
this bill is projected to be a small shift from generic to branded SMI and SUD drugs among a
narrow subset of affected enrollees. CHBRP estimates there would be no net change in the
number of enrollees using SMI or SUD drugs, however, an estimated 300 enrollees accessing
drugs currently subject to step therapy would shift from generic to branded drugs. An
additional $2,440,000 in total annual premiums would be paid by employers and enrollees
due to the use of higher-cost drugs to treat SMI and SUDs, ranging from $0-$0.017 per
member per month. Of this, annual enrollee premiums — which include premiums for
enrollees using and not using the benefit — would increase by a total of $859,000. Enrollee
cost sharing would increase by a total of $158,000.

2) Medical effectiveness. CHBRP found some evidence that step therapy requirements for
prescription drugs used to treat SMI decrease utilization of those drugs and increase
hospitalizations. However, these findings should be interpreted with caution because some of
the studies analyzed older atypical antipsychotic drugs that are no longer subject to step
therapy. CHBRP did not identify any direct evidence on the effect of step therapy
requirements for prescription drugs used to treat SMI on health outcomes.

3) Public health impacts. CHRBP determined that the shift from utilization of generic to
branded drugs for SMI and SUD as a result of this bill would not have an impact on public
health outcomes.

Office of Health Care Affordability (OHCA) cost targets. OHCA was established in 2022 in
response to widespread cost-related access challenges across California. According to the
California Health Care Foundation (CHCF), over half of Californians say they skip or delay
health care due to costs. OHCA collects, analyzes, and publicly reports data on total health care
expenditures and enforces spending targets. OHCA's spending targets are intended to reduce
excess spending and slow health care spending growth. In April of 2024, OHCA approved a
statewide cost growth target of 3.5% starting in 2025 and phasing down to 3% by 2029. Health
care entities, including health plans and insurers, are subject to the statewide spending target and
are subject to progressive enforcement if the entity's costs exceed the target. Some entities have
raised concerns that new legislative insurance mandates will make it difficult for them to meet
the established cost growth target.
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Current law does not explicitly require OHCA to adjust the cost growth targets based on changes
to state policy, such as insurance mandates, that may increase spending. However, it does require
OHCA to consider state benefit mandates in its development and enforcement of cost growth
targets. Specifically, when establishing cost growth target methodology, OHCA is required to
review relevant state policy changes impacting covered benefits, provider reimbursement, and
costs, among other factors. In addition, in enforcing cost growth targets, OHCA 1is required to
consider factors that contribute to spending in excess of the applicable target, and the extent to
which each entity has control over the applicable components of its cost target.

According to the Author

People living with serious mental illness and substance use disorders should not have to "fail
first" on medications that may not work before receiving the treatment their doctor recommends.
The author continues that step therapy policies can delay access to effective care, putting patients
at risk of relapse, hospitalization, homelessness, or involvement with the criminal justice system.
The author notes that individuals already navigating instability, even short delays in treatment
can have devastating consequences. The author argues that this bill puts doctors in charge of
treatment, not insurers. The author concludes that this bill removes unnecessary barriers so
patients can access the medications they need to stabilize, recover, and stay connected to care
and their communities.

Arguments in Support

The California Behavioral Health Association (CBHA) is sponsoring this bill, stating that it
addresses a significant barrier to timely behavioral health treatment. CBHA continues that step
therapy, or "fail-first," forces patients to try insurer-preferred medications before accessing the
medication their provider has determined is clinically appropriate. For individuals living with
SMI or SUD, these delays can have negative and sometimes dangerous effects. CBHA states that
delayed access to the right medication can worsen symptoms, increase relapse risk, disrupt care,
and drive avoidable psychiatric crises, emergency department use, hospitalization, and
readmission. CBHA continues that the burden falls heavily on the patients least able to manage a
delay. CBHA argues that vulnerable populations, including unhoused and transient patients,
often lack stable housing, transportation, communication access, or pharmacy access. CBHA
continues that step therapy assumes repeated follow-up and ongoing administrative navigation
that many patients cannot sustain. CBHA notes that when medication is delayed, providers may
lose contact with patients, leading to missed treatment windows that result in no treatment at all.
CBHA concludes that the Legislature has already recognized that step therapy can create
dangerous delays in other clinical contexts and this bill applies that same principle to behavioral
health, where treatment timing, stabilization, and continuity directly impact the outcome.

Arguments in Opposition

The California Association of Health Plans (CAHP) and Association of California Life and
Health Insurance Companies (ACLHIC) are opposed to this bill, stating that step therapy is a
narrowly used, clinically grounded utilization management (UM) tool designed to ensure patients
receive safe and appropriate treatment based on their medical needs. CAHP and ACLHIC note
that it is also used to promote affordability, such as trying a therapeutically equivalent generic
medication before a significantly more expensive branded drug. CAHP and ACLHIC continue
that the number of drugs subject to step therapy is limited and generally applies only where
multiple therapeutic alternatives exist to treat the same condition. CAHP and ACLHIC note that
for SMI and SUD specifically, UM protocols are driven by safety considerations and cost control
strategies. CAHP and ACLHIC share the example that some medications used in these settings
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are subject to Food and Drug Administration Risk Evaluation and Mitigation Strategies due to
serious safety risks. CAHP and ACLHIC continue that Spravato, a drug used for severe,
treatment-resistant depression, carries significant risks including sedation, dissociation,
addiction, and high abuse potential — it also requires specialized provider training, registry
participation, and strict administration protocols. CAHP and ACLHIC note that step therapy
helps ensure that patients can first try clinically appropriate alternatives with fewer risks before
progressing to high-risk treatments. CAHP and ACLHIC state that some medications for SMI
and SUD also have more affordable therapeutically equivalent versions available. CAHP and
ACLHIC provide another example, Rexulti, an add-on therapy to antidepressants for the
treatment of major depressive disorder and for the treatment of schizophrenia, has the
approximate cost of $1,400/prescription. However, CAHP and ACLHIC note that there are
multiple therapeutically equivalent alternatives available for $15-$20/prescription, and Rexulti
has not been found to offer any clinically significant advantages over these alternatives in the
same class.

FISCAL COMMENTS
According to the Assembly Committee on Appropriations:

1) CHBRP estimates this bill will increase premiums for Department of Managed Care
(DMHC)-regulated health plans in the California Public Employees Retirement System
(CalPERS) by $96,000. The state's share would be about $50,000 (General Fund). There
would also be an increase of an unknown, but likely smaller, amount, to the state's share of
premiums for Department of Insurance (CDI)-regulated insurance policies in CalPERS.

2) DMHC anticipates minor and absorbable costs.

3) CDI estimates costs of $11,000 in fiscal year (FY) 2026-27 and $23,000 in FY 2027-28 for
policy form reviews and corresponding prescription drug formularies (Insurance Fund).

4) DHCS anticipates negligible costs to the Medi-Cal program.
VOTES

ASM HEALTH: 15-0-1

YES: Bonta, Chen, Addis, Aguiar-Curry, Ahrens, Caloza, Carrillo, Mark Gonzalez, Patel,
Patterson, Rogers, Sanchez, Schiavo, Sharp-Collins, Stefani

ABS, ABST OR NV: Johnson

ASM APPROPRIATIONS: 14-0-1

YES: Wicks, Hoover, Bauer-Kahan, Calderon, Caloza, Ellis, Fong, Mark Gonzélez, Krell,
Pacheco, Pellerin, Sharp-Collins, Solache, Ta

ABS, ABST OR NV: Tangipa
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