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Date of Hearing: April 5, 2022  

ASSEMBLY COMMITTEE ON HEALTH 

Jim Wood, Chair 

AB 1880 (Arambula) – As Amended March 28, 2022 

SUBJECT: Prior authorization and step therapy. 

SUMMARY: Requires a health care service plan (health plan) or health insurer’s utilization 

management (UM) process to ensure that an appeal of a denial, is reviewed by a clinical peer, as 

specified. Defines clinical peer as a physician or other health professional who holds an 

unrestricted license or certification from California and whose practice is in the same or a similar 

specialty as the medical condition, procedures, or treatment under review. Requires health plans 

and health insurers that require step therapy or prior authorization to maintain specified 

information, including, but not limited to, the number of step therapy exception requests and 

prior authorization requests received by the plan or insurer, and, upon request, to provide the 

information in a deidentified format to the Department of Managed Health Care (DMHC) or the 

California Department of Insurance (CDI) commissioner, as appropriate. Specifically, this bill:  

1) Requires a health plan or insurer’s UM process to ensure that an appeal of denial of a request 

for coverage of a nonformulary drug, prior authorization request, or step therapy is reviewed 

by a clinical peer who had no involvement in the initial coverage determination that is the 

subject of the appeal nor is the subordinate of an individual who made the initial coverage 

determination. 

2) Requires a health insurer’s internal appeal process to ensure that an appeal of a request for 

coverage of a nonformulary drug, step therapy exception request, or prior authorization 

request is reviewed by a clinical peer who had no involvement in the initial coverage 

determination that is the subject of the appeal nor is the subordinate of an individual who 

made the initial coverage determination.  

3) Defines clinical peer as a physician or other health professional who holds an unrestricted 

California license or certification and whose practice is in the same or a similar specialty as 

the medical condition, procedures, or treatment under review. Requires a peer in a similar 

specialty to be in the same licensure category as the requesting or prescribing provider. 

Requires a clinical peer, if the field of practice has organized, board-certified specialties, to 

be in the same formal specialty as the requesting or prescribing provider.  

 

4) Requires every health plan or insurer that requires step therapy or prior authorization to 

maintain, at a minimum, all of the following information, to be made available to the DMHC 

or CDI Commissioner, in a deidentified format, upon request: 

a) The number of step therapy exception requests and prior authorization requests received; 

b) The type of health care providers or the medical specialties of the health care providers 

submitting requests; 

c) The number of step therapy exception requests that were initially denied and the reasons 

for the denials; 

d) The number of step therapy exception requests that were initially approved; 

e) The number of step therapy exception denials that were reversed by an internal appeal or 

an external review; and, 
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f) The time elapsed between a step therapy exception request and approval, including initial 

approval or approval granted through an internal appeal or an external review. 

5) Makes other technical and clarifying changes.  

EXISTING LAW:  

1) Establishes the DMHC to regulate health plans and CDI to regulate health insurers. 

 

2) Mandates the 10 federally required essential health benefits (EHBs) in the individual and 

small group market and establishes the Kaiser Small Group health plan as California’s EHB 

benchmark plan, including prescription drug benefits, as specified, and incorporates by 

reference state law and regulations related to outpatient prescription drug coverage.  

 

3) Requires health plans that provide prescription drug benefits to provide coverage for all 

medically necessary outpatient drugs, except as specified.  

 

4) Requires health plans to maintain an expeditious process by which prescribing providers may 

obtain authorization for a medically necessary non-formulary prescription drug.  

 

5) Requires health plans and health insurers to use the standard formulary template developed 

by DMHC and CDI and to update their posted formularies with any change to those 

formularies on a monthly basis. 

 

6) Requires health plans to maintain the following:  

a) Complete drug formulary or formularies, including a list of prescription drugs on the 

formulary of the plan by major therapeutic category with an indication of whether any 

drugs are preferred over other drugs; 

b) Records developed by the pharmacy and therapeutic committee of the health plan that 

fully describe the reasoning behind formulary decisions; and, 

c) Health plan arrangements with entities that are associated with activities of the health 

plan to encourage formulary compliance or otherwise manage prescription drug benefits.  

 

7) Requires DMHC and CDI to jointly develop a uniform prior authorization form that health 

plans and health insurers must accept when prescribing providers seek authorization for 

prescription drug benefits. Requires prescribers to use the standardized prior authorization 

form. Provides that if a health plan or health insurer fails to utilize or accept the prior 

authorization form, or fails to respond within 72 hours for non-urgent requests and within 24 

hours when exigent circumstances exist, the prior authorization request is deemed granted.  

 

8) Prohibits a health plan that covers prescription drugs from limiting or excluding coverage for 

a drug for an enrollee if the drug had been previously approved for coverage by the plan for a 

medical condition and the health plan’s prescribing provider continues to prescribe the drug 

for the medical condition, provided that the drug is appropriately prescribed and is 

considered safe and effective for treating the enrollee’s medical condition.  

 

9) Requires, pursuant to regulation, a plan that requires step therapy, to have an expedited 

process in place to authorize exceptions to step therapy when medically necessary and to 

conform effectively and efficiently to continuity of care requirements, as specified. Prohibits 
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when an enrollee changes plans, the new plan from requiring the enrollee to repeat step 

therapy when that enrollee is already being treated for a medical condition by prescription 

drug that is appropriately prescribed and that is safe and effective for the enrollee’s 

condition. Defines step therapy as a type of protocol that specifies the sequence in which 

different prescription drugs for a given medical condition and medically appropriate for a 

particular patient are to be prescribed. Defines step therapy exception as the exception to the 

step therapy process and the determination of whether the exception be granted, taking into 

consideration the enrollee’s needs and medical circumstances, along with the professional 

judgment of the enrollee’s provider. 

 

10) Requires a health plan or insurer to expeditiously grant a step therapy exception if specified 

criteria are met, including that the health care provider submit necessary justification and 

supporting clinical documentation supporting the provider's determination that the required 

prescription drug is inconsistent with good professional practice for provision of medically 

necessary covered services, as specified. Authorizes an enrollee or insured or their designee, 

guardian, health care provider or prescribing provider to appeal a denial of an exception 

request for coverage of a nonformulary drug, prior authorization request or step therapy 

exception request by filing a grievance, as specified. Deems a prior authorization request or 

step therapy exception request approved for the duration of the prescription, including refills, 

if a health plan, health insurer, or contracted physician group, or utilization review 

organization fails to notify a prescribing provider of its coverage determination within a 

specified timeframe. Defines step therapy exception as a decision to override a generally 

applicable step therapy protocol in favor of coverage of the prescription drug prescribed by a 

health care provider for an individual enrollee.  

11) Requires a health plan to employ or designate a medical director who holds an unrestricted 

license to practice medicine in this state, as specified, or, if the plan is a specialized health 

plan, a clinical director with California licensure in a clinical area appropriate to the type of 

care provided by the specialized health plan, for purposes of utilization review or UM 

functions. Requires the medical director or clinical director to ensure that the process by 

which the plan reviews and approves, modifies, or denies, based in whole or in part on 

medical necessity, requests by providers prior to, retrospectively, or concurrent with the 

provision of health care services to enrollees. Specifies that no individual, other than a 

licensed physician or a licensed health care professional who is competent to evaluate the 

specific clinical issues involved in the health care services requested by the provider, may 

deny or modify requests for authorization of health care services for an enrollee for reasons 

of medical necessity. 

12) Establishes the Independent Medical Review (IMR) process as part of the DMHC or CDI 

appeal process when a health plan or insurer denies, changes or delays a request for medical 

services, denies payment for emergency treatment, or refuses to cover experimental or 

investigational treatment for a serious medical condition. Requires medical professionals 

selected by the IMR organizations to review medical treatment decisions to be physicians or 

other appropriate providers that meet specified minimum requirements, including, that the 

medical professional must hold an nonrestricted license in any state and for physicians, a 

current certification by a recognized American medical specialty board in the area or areas 

appropriate to the condition or treatment under review. Requires the IMR organization to 

give preference to the use of a California licensed physician as the reviewer, except when 
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training and experience with the issue under review reasonably requires the use of an out-of-

state reviewer.  

FISCAL EFFECT: Unknown. This bill has not yet been analyzed by a fiscal committee.  

COMMENTS:  

1) PURPOSE OF THIS BILL. According to the author, this bill provides immediate access to 

necessary medications for individuals with chronic illnesses. UM protocols, like step therapy, 

allow insurance plans to dictate covered medications based solely on cost without taking into 

consideration patients' unique needs. AB 347 (Arambula), Chapter 742, Statutes of 2021, 

establishes a process and clear guidelines for granting exceptions to step therapy for private 

insurance. Without proper guidelines, UM limits a health care provider's ability to tailor care 

to individual patient needs. For patients living with serious or chronic illnesses, prolonging 

ineffective treatment and delaying access to the right treatment may result in increased 

disease activity, loss of function, and possible irreversible progression of disability. 

2) BACKGROUND. According to the California Health Benefits Review Program (CHBRP), 

outpatient prescription medication coverage may be subject to UM protocols, such as step 

therapy and/or prior authorization. When applicable, step therapy protocols require that the 

enrollee first try and fail alternatives before coverage becomes available for the initially 

prescribed medication. Prescribers can request an exemption, offering reasons why a 

particular patient should immediately be able to access coverage for the initially prescribed 

medication. When applicable, prior authorization requires that the prescriber provide the 

health plan with the clinical reasons why a particular patient should be able to access 

coverage for the prescribed medication before the health plan will authorize coverage. Step 

therapy or "fail-first" protocols are one type of several UM protocols applied to prescription 

medications by health plans and insurers to control costs, ensure medication compatibility, 

and manage safety.  

In addition, step therapy protocols are used to enforce the Food and Drug Administration 

(FDA) indication for use of a medication in relation to other medication therapy trials or 

failures. Protocols require an enrollee to try and fail one or more medications prior to 

receiving coverage for the initially prescribed medication. Generally, more expensive 

medications are covered when the patient fails to respond to the step therapy–required 

medication. Similar to other UM protocols, step therapy policies vary between plans or 

insurers. As formularies are updated based on the introduction of new treatments and medical 

guidelines, step therapy requirements are added to new medications as appropriate. Step 

therapy protocols for some health plans or insurers require patients to try preferred brand-

name medications after failing generic medications, prior to approving the initially-

prescribed medication. Some of these preferred brand-name medications can include AB-

rated generic equivalent medications, which are those that are meet required bioequivalence 

standards established by FDA. 

a) Prescription Drug Spending. SB 17 (Hernandez), Chapter 603, Statutes of 2017, 

requires health plans in the commercial market to annually report (SB 17 report) their 

prescription drug costs to the DMHC. Among other findings, the most recent SB 17 

report reveals that health plan spending on prescription drugs increased by $1.5 billion 

since 2017, including an increase of $500 million in 2020. The DMHC considered the 

total volume of prescription drugs prescribed by health plans and the total cost paid by 
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health plans for these drugs, on both an aggregate spending level and a per member per 

month basis and compared the annualized data. The DMHC also analyzed how the 25 

most frequently prescribed drugs, the 25 most costly drugs, and the 25 drugs with the 

highest year-over-year increase in total annual spending impacted health plan premiums 

over the course of the last four years. In December 2021, DMHC issued its SB 17 report 

and its key findings include the following:  

i) Health plans paid more than $10.1 billion for prescription drugs in 2020, an increase 

of almost $500 million, or 5%, from 2019. Since 2017, prescription drug costs paid 

by health plans increased by $1.5 billion; 

ii) Prescription drugs accounted for 12.7% of total health plan premiums in 2020, a 

slight decrease from 12.8% in 2019; 

iii) Health plans’ prescription drug costs increased by 5% in 2020, whereas medical 

expenses increased by 3.7%. Overall, total health plan premiums increased by 5.9% 

from 2019 to 2020; 

iv) Manufacturer drug rebates totaled approximately $1.437 billion, up from $1.205 

billion in 2019 and $1.058 billion in 2018. This represents about 14.2% of the $10.1 

billion spent on prescription drugs in 2020; 

v) While specialty drugs accounted for only 1.6% of all prescription drugs dispensed, 

they accounted for 60.2% of total annual spending on prescription drugs; 

vi) Generic drugs accounted for 89.1% of all prescribed drugs but only 18.1% of the total 

annual spending on prescription drugs; and, 

vii) Brand name drugs accounted for 9.3% of prescriptions and constituted 21.7% of the 

total annual spending on prescription drugs. 

 

b) Grievance and appeals under existing law. Under state law, if an enrollee’s health plan 

denies, changes, or delays a request for medical services, denies payment for emergency 

treatment or refuses to cover experimental or investigational treatment for a serious 

medical condition, an enrollee can apply for an IMR. Before filing an IMR with the 

regulator, enrollees are first required to file a grievance with the health plan (absent an 

emergency). Existing law specifies that no individual, other than a licensed physician or a 

licensed health care professional who is competent to evaluate the specific clinical issues 

involved in the health care services requested by the provider, may deny or modify 

requests for authorization of health care services based on medical necessity. According 

to the DMHC, existing law requires that the health plan’s medical director have a 

California license but that other physician or health care provider reviewers must be 

licensed and competent to do the review, meaning that appropriate licensure in another 

state is compliant. Once an enrollee has participated in the 30-day process with the health 

plan, if the issue has not been resolved or an enrollee is not satisfied with the decision, an 

enrollee can proceed with filing an IMR with the DMHC. For IMR review, the medical 

professional must hold a nonrestricted license in any state and for physicians, a current 

certification by a recognized American medical specialty board in the area or areas 

appropriate to the condition or treatment under review. Existing law requires the IMR 

organization to give preference to the use of a California licensed physician as the 

reviewer, except when training and experience with the issue under review reasonably 

requires the use of an out-of-state reviewer.  

Under federal law that sets forth minimum requirements for employee benefit plan 

procedures pertaining to claims for benefits by participants and beneficiaries, on appeal, in 

https://www.dmhc.ca.gov/File-a-Complaint/Contact-Your-Health-Plan.aspx


AB 1880 

 Page 6 

deciding an appeal of any adverse benefit determination (plan denial) that is based in whole 

or in part on a medical judgment, including determinations with regard to whether a 

particular treatment, drug, or other item is experimental, investigational, or not medically 

necessary or appropriate, the fiduciary must consult with a health care professional who has 

appropriate training and experience in the field of medicine involved in the medical 

judgment.  

This bill adds a requirement on a health plan or insurer during the grievance process to 

ensure that an appeal of an exception request denial of step therapy is reviewed by a clinical 

peer who had no involvement in the initial denial. A clinical peer is defined as a physician or 

other health professional who holds an unrestricted license or certification from California 

and whose practice is in the same or a similar specialty as the medical condition, procedures, 

or treatment under review. A peer in a similar specialty must be in the same licensure 

category as the requesting or prescribing provider. If the field of practice has organized, 

board-certified specialties, a clinical peer must be in the same formal specialty as the 

requesting or prescribing provider.  

3) SUPPORT. California Rheumatology Alliance, cosponsor of this bill, writes that this bill 

would ensure in situations where a patient or physician is appealing a denial of a step therapy 

exception request the physician from the health plan or insurer is trained in the same or 

similar specialty as the physician treating the patient. Many times Rheumatologists are 

having their denials reviewed by physicians who have no experience in treating 

rheumatology patients. It is critical when a physician is reviewing a denial, they understand 

the patient’s condition in order to make an educated determination over whether the appeal 

should be granted. Crohn’s & Colitis Foundation, cosponsor of this bill, writes that without 

this specialized experience, patients could be at risk of developing dangerous complications 

and requiring new medical interventions that will ultimately lead to additional costs to the 

system. The clinical peer review process, as used today, is hurting patient outcomes and 

ultimately adding cost to the system. This bill also ensures that the state departments have the 

ability to request health plans and insurers keep information regarding their use of UM 

protocols. This includes information such as how often step therapy and prior authorization 

requests are denied and for what reasons they are being denied. As the legislature and the 

departments consider legislation and regulation of UM protocols in the future, having this 

type of information will greatly assist in policy making. 

4) OPPOSE UNLESS AMENDED. The California Chamber of Commerce is opposed unless 

amended and is requesting the clinical peer provisions be removed from this bill because it is 

unclear who this new requirement would be implemented.  

5) OPPOSITION. The California Association of Health Plans (CAHP), the Association of 

California Life and Health Insurance Companies (ACLHIC), America’s Health Insurance 

Plans (AHIP), contend that health plans and insurers use step therapy for prescription drugs 

to control health care costs and ensure patient safety. It requires drug therapy for a medical 

condition to begin with the safest and most cost-effective drug before progressing to other 

more costly or risky therapies. Step therapy encourages providers and patients to undertake a 

more evidence-based, measured approach to treatment that is tailored to the individual by 

gauging a patient’s response to less harmful medications before graduating to the more 

potent and high-risk drugs. For potentially addictive and abused drugs, health plans and 

insurers implement step therapy protocols as a way to maximize treatment and disease 



AB 1880 

 Page 7 

management while reducing the risks associated with overmedication, prescription drug 

abuse, and addiction. This bill would implement additional criteria that would encourage the 

use of a riskier drug based on vague clinical standards and subjective parameters that negate 

the important oversight role health plans and other medical societies have endorsed. These 

ambiguous standards will drive up costs for consumers by encouraging the use of expensive 

brand name drugs when a generic or lower cost brand equivalent is available and clinically 

appropriate. Additionally, this bill subjects health plans and insurers to onerous reporting 

requirements despite the presence of existing law and robust regulations addressing this 

issue. According to CAHP, ACLHIC, and AHIP, medical management practices such as step 

therapy are key tools used by health plans to ensure patients receive the highest quality 

medical care. The imperative is to ensure that enrollees are getting the right care, at the right 

time, from the right provider. Medical and UM tools, such as step-therapy, are key to 

promoting safe, effective, and smart care for plan enrollees. Health plans and insurers must 

also be good stewards of premium dollars paid by employers and enrollees. Therefore, 

medical management practices serve to ensure quality care while also keeping costs in check. 

CAHP, ACLHIC, and AHIP state that it is important that we do not lose sight of the 

importance of UM practices as a key way to maintain quality care for patients and manage 

costs in the health care system once this crisis is behind us. 

6) RELATED LEGISLATION.  

a) AB 2352 (Nazarian) requires a health plan or health insurer to furnish specified 

information about a prescription drug upon request by an enrollee or insured, or their 

health care provider. Prohibits a health plan or health insurer from restricting a health 

care provider from sharing the information furnished about the prescription drug or 

penalizing a provider for prescribing a lower cost drug, as specified. AB 2352 is currently 

pending in Assembly Appropriations Committee.  

b) AB 2942 (Daly) requires an enrollee’s or insured’s defined cost sharing for each 

prescription drug to be calculated at the point of sale based on a price that is reduced by 

an amount equal to 90% of all rebates received, or to be received, in connection with the 

dispensing or administration of the drug. Requires a health plan or health insurer to, 

among other things, pass through to each enrollee or insured at the point of sale a good 

faith estimate of their decrease in cost sharing. Requires a health plan or health insurer to 

calculate an enrollee’s or insured’s defined cost sharing and provide that information to 

the dispensing pharmacy, as specified. Requires a health plan or health insurer to disclose 

information, as specified, sufficient to show compliance with these provisions to the 

director or commissioner. Prohibits a health plan, health insurer, or a plan’s or insurer’s 

agents from publishing or otherwise revealing information regarding the actual amount of 

rebates the health care service plan or health insurer receives on a product-specific, 

manufacturer-specific, or pharmacy-specific basis. AB 2942 is currently pending in 

Assembly Health Committee.  

7) PREVIOUS LEGISLATION.  

a) AB 347 (Arambula), Chapter 742, Statutes of 2021, requires a health plan or health 

insurer to expeditiously grant a step therapy exception if specified criteria are met, 

including that the health care provider submit necessary justification and supporting 

clinical documentation supporting the provider's determination that the required 
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prescription drug is inconsistent with good professional practice for provision of 

medically necessary covered services, as specified.  

b) AB 752 (Nazarian) of 2021 was substantially similar to AB 2352 (Nazarian) and held by 

the Assembly Appropriations Committee.  

c) AB 933 (Daly) of 2021 was substantially similar to AB 2942 (Daly) and was held in the 

Assembly Appropriations Committee. 

d) AB 1268 (Rodriguez) of 2019 would have required a health plan or health insurer, on or 

before July 1, 2020, and annually on July 1 thereafter, to report to the appropriate 

department the number of times in the preceding calendar year that it approved or denied 

each of the 30 health care services for which prospective review was most frequently 

requested. AB 1268 was held on suspense in the Assembly Appropriations Committee.  

e) AB 1353 (Waldron) of 2017 would have required a health plan and health insurer that 

provides coverage for outpatient prescription drugs to establish an expeditious process, as 

described, by which enrollees and insureds, enrollees’ and insureds’ designees, or 

prescribing providers may request and obtain an exception to any prior authorization 

process or any other UM or medical management practices utilized by the plan or health 

insurer for medically necessary prescription drugs, and would have required a plan or 

health insurer to grant an exception request under these provisions under specified 

circumstances to ensure continuity of care for an enrollee or insured who is medically 

stable and was either previously prescribed the prescription drug within 100 days prior to 

enrollment or if, within 100 days prior to the exception request, the prescription drug was 

previously approved for coverage by the plan or insurer for the same medical condition. 

AB 1353 was never heard in Assembly Health Committee.  

f) AB 2752 (Nazarian) of 2016 would have required a health plan or a health insurer to 

annually notify an enrollee or insured that the enrollee’s or insured’s drug treatment or 

provider is no longer covered by the plan or policy. AB 2752 was held in Assembly 

Appropriations Committee. 

g) AB 2400 (Nazarian) of 2016 would have required health plans and health insurers to 

comply with a shortened internal grievance review process for formulary drugs. AB 2400 

was held in Assembly Appropriations Committee.  

h) AB 374 (Nazarian), Chapter 621, Statutes of 2015, authorizes a request for an exception 

to a health care service plan's or health insurer's step therapy process for prescription 

drugs to be submitted in the same manner as a request for prior authorization for 

prescription drugs. Requires the health plan or insurer to treat, and respond to, the request 

in the same manner as a request for prior authorization for prescription drugs. 

i) AB 339 (Gordon), Chapter 619, Statutes of 2015, requires health plans and health 

insurers that provide coverage for outpatient prescription drugs to have formularies that 

do not discourage the enrollment of individuals with health conditions, and requires 

combination antiretrovirals drug treatment coverage of a single-tablet that is as effective 

as a multitablet regimen for treatment of Human immunodeficiency virus infection and 

acquired immune deficiency syndrome, as specified. Codifies in state law, federal 

requirements related to pharmacy and therapeutics committees, access to in-network 
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retail pharmacies, standardized formulary requirements, formulary tier requirements 

similar to those required of health plans and insurers participating in Covered California 

and copayment caps of $250 and $500 for a supply of up to 30 days for an individual 

prescription, as specified.  

 

8) AMENDMENTS. The Committee recommends the following amendments to address 

concerns related to cost containment: 

a) Clinical peer as a physician or other health professional who holds an unrestricted 

California license or certification from any state and whose practice is in the same or a 

similar specialty as the medical condition, procedures, or treatment under review. 

Requires a peer in a similar specialty to be in the same licensure category as the 

requesting or prescribing provider. Requires a clinical peer, if the field of practice 

has organized, board-certified specialties, to be in the same formal specialty as the 

requesting or prescribing provider.  

9) COMMENTS. 

 

a) DMHC position. In a previous version of AB 347 that included similar clinical peer 

provisions, DMHC was in an oppose unless amended position and requested amendments 

to delete provisions that create a special appeals process, as these requirements would be 

duplicative of existing law, and that apply to utilization review organizations, as the 

DMHC does not regulate these organizations. 

 

b) Adverse Impact on Controlling Health Care Costs. As stated above, step therapy is 

one type of several UM protocols applied to prescription medications by health plans and 

insurers to control costs, ensure medication compatibility, and manage safety. The 

administrative impact of finding a physician with a California license who is also the 

same specially as requesting physician is unclear. Does this bill inadvertently undermine 

cost containment efforts at a time when California needs innovative solutions to address 

the continuous growth in all aspects of health care spending, including prescription 

drugs? 

 

REGISTERED SUPPORT / OPPOSITION: 

Support 

Arthritis Foundation (sponsor) 

Crohns and Colitis Foundation (sponsor) 

California Rheumatology Alliance (sponsor) 

Biogen 

California Life Sciences 

California Society of Plastic Surgeons 

Chronic Disease Coalition 

Looms for Lupus 

Lupus Foundation of America, Southern California 

National Multiple Sclerosis Society, Ms-can 

Steinberg Institute 
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Opposition 

Association of California Life & Health Insurance Companies 

California Association of Health Plans 

Analysis Prepared by: Kristene Mapile / HEALTH / (916) 319-2097 


