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Date of Hearing:  May 11, 2022 

ASSEMBLY COMMITTEE ON APPROPRIATIONS 

Chris Holden, Chair 

AB 1880 (Arambula) – As Amended April 19, 2022 

Policy Committee: Health    Vote: 13 - 0 

      

      

Urgency:  No State Mandated Local Program:  Yes Reimbursable:  No 

SUMMARY: 

This bill requires a health care service plan (health plan) or health insurer’s utilization 

management (UM) process to ensure that an appeal of a denial of a request for an exception is 

reviewed by a clinical peer, as specified, and requires health plans and health insurers to 

maintain information about the exception requests. Specifically, this bill:  

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

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

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

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

made the initial coverage determination. 

2) Defines “clinical peer” as a physician or other health professional who holds an unrestricted 

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.  

3) Requires a health plan or health insurer that applies UM or prior authorization to maintain, at 

a minimum, all of the following information, to be made available, upon request, to the 

Department of Managed Health Care (DMHC) or California Department of Insurance (CDI)  

Commissioner, in a de-identified format: 

 

a) 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.  

 

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. 
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FISCAL EFFECT: 

1) Costs of $64,000 in fiscal year (FY) 2022-23 and $71,000 in FY 2023-24 to CDI (Insurance 

Fund) to review health insurance utilization review policies and procedures for compliant 

language and develop and/or revise existing regulations as required by this bill. 

2) DMHC estimates the total cost of this bill to be approximately $478,000 in FY 2022-23, $1.5 

million in FY 2023-24, $3.6 million in FY 2024-25 and $1.2 million in FY 2025-26 and 

thereafter (Managed Care Fund). DMHC indicates these costs are for reviewing  

Evidence of Coverage documents, provider contracts, plan-to-plan contracts and other health 

plan documents for compliance with the requirements in this bill; workload associated with 

increased volume of consumer complaints; short-term workload to conduct legal research 

and promulgate a regulation; workload to review health plan filings of UM data and 

procedures and modernizing the eFile system and building a data mart for analytics and 

reporting. According to DMHC, the recently amended version of this bill may result in 

slightly lower, though still significant, costs.  

COMMENTS: 

1) Purpose. California Rheumatology Alliance (Alliance), a 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, that the physician from the health plan or insurer is trained in 

the same or similar specialty as the physician treating the patient. The Alliance states 

rheumatologists often have their denials reviewed by physicians who have no experience in 

treating rheumatology patients, and it is critical that 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, another cosponsor of 

this bill, writes that without this specialized experience, patients could be at risk of 

developing dangerous complications and require new medical interventions that will 

ultimately lead to additional costs to the system. Crohn’s & Colitis Foundation argues that 

the clinical peer review process, as used today, is hurting patient outcomes and ultimately 

adding cost to the system.  

2) Background. 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.  

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.  



AB 1880 
 Page  3 

3) 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 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. In December 2021, DMHC issued its SB 17 report, which 

included the following key findings:  

a) 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. 

b) Prescription drugs accounted for 12.7% of total health plan premiums in 2020. 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. 

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

specialty drugs accounted for 60.2% of total annual spending on prescription drugs. 

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

annual spending on prescription drugs. 

4) Grievances 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 independent medical review (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 DMHC, existing law 

requires that the health plan’s medical director have a California license, and other physician 

or health care provider reviewers must be licensed and competent to do the review. 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.  

 

Analysis Prepared by: Allegra Kim / APPR. / (916) 319-2081


