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MANAGED CARE ORGANIZATION TAX TRAILER BILL SUMMARY (2026 BUDGET ACT – SB 125) 

Note: The below summary only highlights items of interest to local health departments. 

Managed Care Organization (MCO) Tax (WIC 14105.201; WIC 14199.90-14199.97) 

• Specifies Legislative findings and declarations related to the state’s MCO tax that expires December 31, 2026, and new federal H.R. 1 
requirements that take effect January 1, 2027, that may result in denial of federal approval for the state’s existing MCO tax. Specifies 
intent of the Legislature that the Department of Health Care Services (DHCS) seek federal approval of an alternative, federally compliant 
MCO tax that is not subject to Proposition 35. 

• Establishes the Medi-Cal Stability Fund to collect all MCO tax revenues. Continuously appropriates funds to DHCS to support the Medi-
Cal program in the following order of priority: 1) DHCS administrative costs not to exceed $4 million; 2) the non-federal share of increased 
capitation payments to Medi-Cal managed care plans (MCPs) for projected tax obligations; 3) the non-federal share of targeted rate 
increase payments for primary, obstetric, doula, and behavioral health services (not inclusive of county behavioral health services); and 4) 
the non-federal share of Medi-Cal managed care plan rates for Medi-Cal enrollees of at least $2 billion annually. 

• Imposes an MCO tax of $8.85 per countable enrollee per month on each Medi-Cal managed care plan and non-Medi-Cal full-service 
health plan licensed by the Department of Managed Health Care (DMHC) for the 2027, 2028, and 2029 calendar years. Requires DHCS 
to compute the annual tax for each managed care plan and establish a schedule for quarterly tax collections. Establishes interest and 
penalty provisions for late tax payments. 

• Authorizes DHCS to calculate and impose an alternative tax amount under specified circumstances, including taxing tiers based on 
ranges of countable enrollees. Requires DHCS to notify affected health plans, the Department of Finance, and specified Legislative 
committees when alternative tax amounts are imposed.  

• Specifies the MCO tax shall become effective and operative on January 1, 2027, or the effective date of federal approval, whichever 
occurs later. 

• Requires DHCS to direct Medi-Cal managed care plans to reimburse providers of primary, obstetric, doula, and behavioral health services 
in accordance with the MCO tax provisions. Authorizes DHCS to discontinue directed payments under certain circumstances. Effectuates 
other technical amendments, including removal of inoperative and obsolete provisions. 

 
 


