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Optimization Update

BACKGROUND

The Mayor’s Budget Message for Fiscal Year 2026-2027, as approved by the City
Council included directed the Administration to release a Manager’'s Budget Addendum
(MBA) summarizing and estimating the impact of the various cost-saving and revenue-
generating opportunities for our interim housing system in FY 2026-2027, including
standardizing and, in some cases, competitively rebidding service contracts, securing
California Advancing and Innovating Med—Cal (CalAIM) reimbursements for qualifying
services, establishing a fee-based program akin to Sacramento’s, and creating a fee-
for-service program that partner agencies can utilize. This MBA responds to this
direction.

Specifically, this MBA reports on Emergency Interim Housing' CalAIM implementation
and portfolio sustainability efforts, including: an update on the anticipated California
Advancing and Innovating Medi-Cal (CalAIM) initiative pilot implementation timing,
operational readiness for pilot sites beginning July 1, 2026; and an update on shelter
system management and optimization efforts, including operations standardization,
Admissions and Continued Occupancy Plan formalization, and related actions to
support long-term fiscal sustainability.

The City has significantly expanded its shelter system over the past 18 months as part
of its broader strategy to reduce unsheltered homelessness. Since 2018, the City has
brought online a range of shelter site types by expanding the shelter portfolio, and in the

' For purposes of this memorandum, “shelter system” refers to the City’s broader Emergency Interim
Housing and related shelter portfolio, which includes a broad range of shelter and interim housing types,
including tiny homes, hotel/motel-based shelter, safe sleeping, supportive parking, and navigation hubs.
While “Emergency Interim Housing” is used initially for consistency with City Council and budget
terminology, the memorandum uses “shelter system” thereafter to more accurately describe the full range
of City shelter settings discussed in this report.
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last 18 months, 1,060 beds have been added to the system. This expansion has
increased the City’s capacity to provide safer alternatives to unsheltered homelessness
and support individuals in transitioning toward housing.

As the shelter portfolio has grown, the City has taken steps to manage and stabilize
operating costs across the now fully built system. These efforts have included
procurement adjustments, contract negotiations, revised operating assumptions, and
ongoing work to standardize core operating practices across sites. This includes
developing and formalizing a program regulations document to standardize shelter
operations across the portfolio under an Admissions and Continuing Occupancy Plan,
codifying operating standards, improving consistency across sites, and supporting more
effective contract administration and throughput in the shelter system. Together, these
efforts reflect a transition from a period of rapid expansion to one focused on portfolio
optimization, sustainability, and stronger fiscal stewardship across a large and complex
system.

At the same time, the City is advancing efforts to improve the long-term sustainability of
services and funding by aligning with the CalAIM initiative. CalAIM represents a
statewide effort to expand the role of Medi-Cal in addressing the needs of individuals
experiencing homelessness, particularly those with complex physical and behavioral
health conditions, through Enhanced Care Management (ECM) and Community
Supports (CS) services.

At the regional level, the City’s and County’s alignment will advance CalAIM ECM and
CS, strengthening shelter system operations, supporting behavioral health coordination,
and improving the sustainability of the shelter system. This work is also a City priority
under the Fiscal Year 2025-2026 Reducing Unsheltered Homelessness Focus Area.?

In addition, in an October 21, 2025 memorandum to the County Board of Supervisors
titted Addressing Homelessness through Behavioral Health Coordination,® the County
identified expanding CalAIM ECM and CS in partnership with the City as a strategy to
offset shelter system costs and strengthen County-City collaboration on shared
sheltering solutions. That memorandum provides important context regarding the
behavioral health continuum of care and the population most likely to benefit from
CalAlIM-supported services, particularly individuals with higher acuity needs requiring
coordinated, cross-system support.

The City is currently preparing for initial CalAIM pilot implementation at select shelter
sites beginning July 1, 2026. This effort is intended to pilot the City’s ability to
operationalize ECM and CS service delivery; coordinate with the County, on-site service

2 Fiscal Year 2025-2026 Reducing Unsheltered Homelessness Focus Area Scorecard (Problem Area 2:
Sustainable Funding, Goal 2) (v2.0):
https://www.sanjoseca.gov/home/showpublisheddocument/125106/638949303479000000

3 “Addressing Homelessness through Behavioral Health Coordination,” Oct 21, 2025 (Item #10, page 141)
https://sccgov.igm2.com/Citizens/FileOpen.aspx?Type=1&ID=15280&Inline=True



https://www.sanjoseca.gov/home/showpublisheddocument/125106/638949303479000000
https://sccgov.iqm2.com/Citizens/FileOpen.aspx?Type=1&ID=15280&Inline=True

HONORABLE MAYOR AND CITY COUNCIL

May 10, 2026

Subject: Emergency Interim Housing CalAIM Implementation and System Optimization Update
Page 3

providers, and managed care partners; and draw down eligible reimbursement to
partially offset operating costs.

A separate memorandum approved by the City Council at their meeting on April 21,
2026, titled Providing Access and Transforming Health Capacity and Infrastructure
Transition, Expansion, and Development Intergovernmental Transfer Grant Funding for
California Advancing and Innovating Medi-Cal Readiness and Implementation,* °
outlined the broader CalAIM framework, including grant-funded infrastructure
investments and the partnership approach between the City, County, and managed
care entities.

This MBA builds on that foundation by focusing more specifically on CalAIM
implementation in the shelter system, including pilot timing, operational readiness,
revenue assumptions, and key implementation factors that may affect providers’ ability
to draw down eligible reimbursement. Because medical billing and managed care
coordination are new functions for much of the shelter system, the initial pilot is intended
to help the City better understand the operational requirements, learning curve, and
revenue potential before determining whether and how the model could be expanded
beyond the pilot sites.

ANALYSIS

CalAIM Pilot Update

This section focuses on the City’s planned pilot implementation at three shelter sites: 1)
Evans Lane; 2) Cherry Avenue; and 3) Cerone, and the operational and revenue
conditions that will need to be tested before determining whether the model can be
expanded beyond the pilot sites.

As shown in Table 1 below, the July through September 2026 period is expected to
function as a startup and implementation phase, followed by an initial operationalization
period beginning in October 2026. During startup, the City and its partners will focus on
the core activities necessary to establish the program, including staffing, onboarding,
workflow development, documentation setup, billing readiness, and operational
coordination.

4 Providing Access and Transforming Health Capacity and Infrastructure Transition, Expansion, and
Development Intergovernmental Transfer Grant Funding for California Advancing and Innovating Medi-
Cal Readiness and Implementation
https://sanjose.leqistar.com/View.ashx?M=F&ID=15377380&GUID=75DFF03F-64B9-4DFA-A58E-
3A73A451A88E

5 The March 30, 2026 memorandum referenced CalAIM CS. Since that memorandum was issued,
implementation discussions have also included ECM as a complementary CalAIM service line for select
shelter sites. Accordingly, this memorandum refers to both ECM and CS when describing the City’s initial
CalAIM pilot planning.



https://sanjose.legistar.com/View.ashx?M=F&ID=15377380&GUID=75DFF03F-64B9-4DFA-A58E-3A73A451A88E
https://sanjose.legistar.com/View.ashx?M=F&ID=15377380&GUID=75DFF03F-64B9-4DFA-A58E-3A73A451A88E
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The pilot is intended to test whether ECM and CS can be operationalized within shelter
settings in a way that supports participant care, provider billing, and long-term system
sustainability. More meaningful CalAIM revenue realization is therefore expected after
the startup period, once pilot operations have moved into early service delivery and
billing. The pace of implementation will depend not only on readiness at the pilot sites,
but also on ongoing coordination with the County and other implementation partners,
particularly where workflows, referrals, and service delivery touch broader County
systems. Any future rollout beyond the pilot sites would be informed by pilot
performance, operational readiness, provider capacity, and reimbursement experience.

Not all sites may be appropriate for future CalAIM expansion. Broader implementation, if
pursued, would apply only to additional eligible sites where the operating model,
expected duration, resident population, and service structure are appropriate for CalAIM
supported service delivery. For sites participating in the County Coordinated Entry
system and other shared system processes, implementation pace may also be shaped
by the time needed to align roles, workflows, and operational expectations across
partners.

Table 1: CalAIM Pilot Implementation Schedule

Period Phase Primary Activity

July 1, 2026 Pilot effective date Pilot launch begins for Evans Lane,
Cherry Avenue, and Cerone

July — Startup / implementation Staffing, onboarding, workflow

September period development, documentation setup,

2026 billing readiness, operational

coordination, and grant-supported
startup activities

October — Initial operationalization Service delivery and early CalAIM
December period revenue drawdown at pilot sites

2026

January 2027 | Stabilized pilot operations | Ongoing service delivery, billing,

and beyond performance review, and assessment

of whether broader rollout should be
pursued at additional eligible sites

CalAIM Revenue Projections

The City expects CalAlM revenue to be realized in phases. As reflected in Table 2
below, the startup period from July through September 2026 is not expected to generate
CalAIM revenue. Instead, Providing Access and Transforming Health Capacity and
Infrastructure, Transition, Expansion, and Development (PATH-CITED) grant funds and
related implementation resources are expected to support startup activities, including
City administrative readiness, provider onboarding, workflow setup, and other
operational preparation needed to launch the pilot successfully. Because PATH-CITED
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funds are restricted to eligible capacity-building and implementation activities, they are
expected to support pilot setup and readiness rather than ongoing service
reimbursement.

Revenue assumptions for the pilot sites are expected to begin during the October 1,
2026 through June 30, 2027 period, with a prorated projection reflecting nine months of
potential revenue realization following startup. A separate full-year stabilized projection
will help illustrate the potential annualized value of the pilot once operations have
matured. In addition, the City intends to include a broader full-portfolio projection to
show the order of magnitude of potential revenue if the model is later expanded to
additional eligible sites beyond the pilot. It is important to note that, given the uncertainty
of the potential revenues listed below, the Administration does not recommend any
budgetary adjustments at this time.

Table 2. CalAIM Revenue Projections®

Scenario Time Period Potential Estimated Revenue ’

Three pilot sites | July - September $0 CalAIM revenue; PATH-CITED and

2026 startup period | related implementation funds support startup,
City administration, provider onboarding,
workflow setup, and pilot readiness

Three pilot sites | October 1, 2026 - Up to $975,000 (Three Pilot Sites Partial

June 30, 2027 Operations)
operationalization
period
Three pilot sites | Full-year stabilized | Up to $1.3 million (Three Pilot Sites Full
projection Operation)

Additional sites | Full-year portfolio Up to $8 million (All Shelter Sites)
across portfolio | rollout projection

During the pilot, the City will also assess how provider case management costs may be
phased, adjusted, or offset as implementation becomes operational at the pilot sites.

6 Revenue projections for the three pilot sites include potential ECM and CS reimbursement. Actual
reimbursement will depend on participant Medi-Cal enrollment, eligibility for specific services, services
delivered, documentation, processing timelines, and applicable reimbursement rates.

7 Estimates are scenario-based and should not be interpreted as guaranteed receipts. Actual revenue
realization will depend on the operational and population factors described in the following section,
including Medi-Cal penetration, participant eligibility, resident acuity and engagement, provider readiness,
documentation, billing workflows, and pace of implementation.
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What Will Affect Revenue Realization?

The City’s ability to draw down CalAIM revenue under the pilot will depend on several
operational and population factors. In plain terms, revenue does not flow simply
because a site is operating or because services are being offered. Revenue depends on
whether pilot sites have residents enrolled in Medi-Cal, whether those residents qualify
for the applicable services, whether residents can be consistently engaged, and
whether the City and provider partners can operationalize services and billing
successfully.

The following factors are expected to materially affect revenue realization:

1. Medi-Cal penetration: The more residents at pilot sites enrolled in Medi-Cal, the
larger the potential pool of billable participants. If only a limited share of site
residents are Medi-Cal-enrolled, the revenue opportunity will be correspondingly
lower.

2. Participant eligibility for specific services: Not every Medi-Cal recipient will
necessarily qualify for the same billable services. Revenue depends not only on
insurance enrollment but also on whether the participant meets the criteria for the
services being billed.

3. Resident acuity and engagement: Some residents may be highly eligible for
services but difficult to engage consistently. Others may be easier to engage but
may not qualify for the same service levels. Actual revenue will depend in part on
how those conditions play out at pilot sites.

4. Pace of implementation: There is a difference between turning on a pilot and
reaching stable operations. The City should expect revenue ramp-up over time
rather than an immediate full-year drawdown at the start of implementation.

For these reasons, pilot revenue projections should be understood as scenario-based
estimates rather than guaranteed receipts. The pilot period is intended not only to
recover revenue but also to test operational assumptions, provider workflows,
documentation practices, and billing readiness before the City considers scaling the
model more broadly across additional eligible sites.

Other Funding and Offset Opportunities

In addition to future CalAIM reimbursement, the City plans to leverage PATH-CITED
funding and other eligible resources to support startup and implementation activities
associated with the pilot. This includes support for City administrative capacity needed
to establish the CalAIM model, set up workflows and operational processes, coordinate
implementation, and support provider readiness during the startup period.
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Portfolio Growth and Fiscal Stewardship

The City’s shelter portfolio is no longer a small or static system. Over multiple years, the
City has expanded a diverse portfolio of shelter types, including Emergency Interim
Housing, hotel and motel-based shelter, supportive parking, and safe sleeping site
capacity, all to provide safer alternatives to unsheltered homelessness and respond to
changing operational needs across the system.

As that portfolio has grown, the City has strengthened fiscal and operational discipline
across a large, multi-site operating environment with substantial variation in site type,
operator, service intensity, age of contract, and physical configuration. That complexity
has important cost and oversight implications. The City’s current focus is therefore not
on continued expansion, but on sustaining the existing portfolio in a more standardized,
disciplined, and financially sustainable way.

Table 3. Shelter and Parking Capacity, Added by Fiscal Year?

Fiscal Year Units / Spaces Added Beds / Spaces Added
FY 2017-2018 43 43
FY 2018-2019 97 107
FY 2019-2020 38 38
FY 2020-2021 355 527
FY 2021-2022 0 0
FY 2022-2023 96 96
FY 2023-2024 131 156
FY 2024-2025 461 512
FY 2025-2026 599 723

Total 1,820 2,202

Since 2017-2018, the City has expanded its portfolio in phases across shelter system.
The largest recent expansion occurred in 2025-2026. As of this fiscal year, the portfolio
reflects approximately 1,820 active units/spaces and 2,202 active beds/spaces.

This includes continued efforts to manage recurring operating costs across the system,
particularly in areas such as meals, security, and property maintenance. These cost
categories remain significant drivers of portfolio expenses and continue to be areas of
active operational review. While negotiations and cost management efforts have been
ongoing during the current fiscal year, full savings associated with those efforts are not

8 This table reflects the City’s most recent shelter and parking portfolio count. The portfolio has evolved
over the last two fiscal years, including the removal of Pavilion Hotel and First Street Hotel from the
tracked site list and the addition of the Motel Voucher Program. Most capacity shown represents shelter
units and beds; however, the table also includes supportive parking capacity, which is reflected as spaces
in both columns.
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yet fully realized. However, as discussed in the Interim Housing Forecast,® progress has
already been made with improved forecasting due to additional history and experience
with each site that allows for better alignment between actual and forecasts costs, minor
adjustments to service levels at each site to optimize operations, and the ongoing
process to centralize services. Comparing the estimated site operating costs for 2026-
2027 between the 2025 Forecast and the 2026 Forecast, costs for emergency interim
housing sites are 15% lower and converted motels are 12% lower.

Operations Standardization and Admissions and Continued Occupancy Plan
Formalization

As part of this broader portfolio optimization work, the City has already been working to
standardize shelter operations across sites. That work has not yet been fully
consolidated into a single formalized document. The current effort to develop an
Admissions and Continued Occupancy Plan and related operational guidance is
intended to codify operating standards, clarify expectations across sites, and improve
consistency in implementation.

This matters not only for day-to-day operations, but also for fiscal stewardship and
contract administration. A more formal operating framework can reduce ambiguity
across providers, support more consistent site oversight, and better align site-level
operations with intended program function. It also provides an important operational
foundation for revenue recovery strategies, including CalAIM implementation, that
depend on clearly defined service delivery expectations, workflows, and documentation
standards.

Sacramento Participant Contribution Model

As part of its broader homelessness response strategy, the City of Sacramento has
explored a participant contribution model for certain longer-stay interim housing
settings. Under that concept, residents who remain beyond an initial stabilization period
and who have a stable source of income could contribute a limited monthly amount
toward program costs. The concept is intended solely for partial cost recovery and is
tied to site types that function more like longer-term, lower-acuity interim living
environments rather than short-term emergency shelter. As the City continues to focus
on long-term sustainability and system optimization, this model may be useful to
evaluate further, particularly as site types become more clearly differentiated and
longer-stay operating models are better understood.

9 See Table 4: https://www.sanjoseca.gov/home/showpublisheddocument/128791/639082898443570000
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Overall Fiscal Strateqy

Taken together, these efforts reflect a broader City strategy to sustain a fully built
shelter portfolio while improving long-term fiscal and operational stability. The City’s
approach includes:

1. Sustaining and operating the existing shelter and safe parking portfolio;

2. Standardizing operations across sites through the development and formalization
of the Admissions and Continued Occupancy Plan;

3. Piloting CalAIM implementation at three sites to validate service delivery, billing,
and operational assumptions before considering broader expansion to additional
eligible sites; and

4. Drawing down eligible revenue and leveraging available grant resources where
implementation conditions support reimbursement and long-term sustainability.

Accordingly, this memorandum reflects the City’s transition from a phase focused on
standing up and expanding interim housing capacity to one now centered on portfolio
optimization, clearer operating standards, pilot-based implementation, and more
intentional revenue recovery across the system.

COORDINATION

This memorandum has been coordinated with the City Attorney’s Office and the City
Manager’s Budget Office.

/sl
Erik Solivan
Director, Housing Department

For questions, please contact Jiri Rutner, Division Manager, Data Operations and
Project Support, Housing Department, at Jiri.Rutner@sanjoseca.gov.
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