
                                         

 

 
 
 
 
 
 
 

As a service to our members, the California Association of Health Plans produces guidelines 

designed to assist in the interpretation and implementation of new laws, and to promote full 

compliance with those laws.  This document, however, is not intended to be authoritative.  Any 

questions about official interpretations of the law should be directed to the appropriate state 

regulatory agency such as the Department of Managed Health Care or the Department of Health 

Care Services, as well as your legal counsel. 

 

HEALTH COVERAGE: STEP THERAPY 

BACKGROUND 

Assembly Bill 347 was authored by Assemblymember Joaquin Arambula (D-Fresno) and co-

sponsored by the Arthritis Foundation, California Rheumatology Alliance and the Crohn’s & Colitis 

Foundation. AB 347 was supported by a number of other advocacy groups, provider organizations 

and the Pharmaceutical Research and Manufacturers of America (PhRMA). The author stated that 

the purpose of his bill is an attempt to decrease the common and routine practice of denying patients 

the prescription medications they need through utilization management protocols, like step therapy. 

 

CAHP issued an Oppose Unless Amended letter on AB 347 early in the process because, as 

introduced, it mandated another new reporting requirement on health plans and created a new step-

therapy exception request process for prescription drugs despite the presence of existing laws and 

regulations addressing this issue. CAHP and its partner trades (America’s Health Insurance Plans 

and the Association of California Life and Health Insurance Companies) argued that the bill 

encourages the utilization of more expensive and riskier brand name drugs and increases 

administrative costs in health care. The three trades offered a series of amendments to address these 

issues. 

 

The Department of Managed Health Care (DMHC) also took and Oppose Unless Amended position 

on AB 347.  The DMHC asked the author to delete the bill provisions that would create a special 

appeals process, as these requirements would be duplicative of existing law; clarify the definition of 

step therapy exception, and; delete the bill’s applicability to utilization review organizations, as the 

DMHC does not regulate these organizations. 

 

Ultimately, a number of amendments were taken into the bill. Some key amendments include the 

following: 

 

 Deletion of the requirement that a health plan, or utilization review organization to annually 

report specified information about their step therapy exception requests and prior 

authorization requests to the DMHC. 
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 Delete the requirement that a “clinical peer”, defined as a health care professional who has 

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

judgment, must review any appeal of when a health plan denies and enrollee’s step therapy 

exception. 

 Other amendments requested by CAHP to help preserve the health plan’s ability to cover 

generics and other less costly and medically appropriate drugs. 

 

AB 347 received strong bipartisan supported in the Legislature. 

 

REQUIREMENTS 

 Requires a health plan to expeditiously grant a request for a step therapy exception within the 

applicable time limit if a prescribing provider submits 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 to the enrollee, taking into consideration the patient’s needs and medical 

history, along with the professional judgment of the provider. 

 

 The basis of the provider’s determination may include, but is not limited to, any of the 

following criteria: 

a) The required prescription drug is contraindicated or is likely, or expected, to cause an 

adverse reaction or physical or mental harm to the enrollee in comparison to the 

requested prescription drug, based on the known clinical characteristics of the enrollee 

and the known characteristics and history of the enrollee’s prescription drug regimen;  

 

b) The required prescription drug is expected to be ineffective based on the known 

clinical characteristics of the enrollee and the known characteristics and history of the 

enrollee’s prescription drug regimen; 

 

c) The enrollee has tried the required prescription drug while covered by their current or 

previous coverage or Medicaid, and that prescription drug was discontinued due to lack 

of efficacy or effectiveness, diminished effect, or an adverse reaction. Permits the health 

plan or to require the submission of documentation demonstrating that the enrollee tried 

the required prescription drug before it was discontinued; 

d) The required prescription drug is not clinically appropriate for the enrollee because the 

required drug is expected to have specified negative outcomes, as determined by the 

enrollee’s prescribing provider; or, 

 

e) The enrollee is stable on a prescription drug selected by the prescribing provider for 

the medical condition under consideration while covered by their current or previous 

health coverage or Medicaid. 

 

 Permits a health care provider or prescribing provider to file an appeal of a denial of an 

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

therapy exception request consistent with the health plan’s current utilization management 

processes. 

 



                                         

 

 Permits an enrollee, enrollee’s designee or guardian, designee or guardian, to file an appeal 

of a denial of an exception request for coverage of a nonformulary drug, prior authorization 

request, or a step therapy exception request by filing a grievance under existing law. 

 

 States that this bill does not prohibit either of the following: 

a) A health plan, or utilization review organization from requiring an enrollee to try an 

AB-rated generic equivalent or interchangeable biological product before providing 

coverage for the equivalent branded prescription drug; or, 

 

b) A health care provider from prescribing a prescription drug that is clinically 

appropriate. 

 

 Requires, commencing January 1, 2022, contract provisions to require utilization review 

organizations, medical groups, or other contracted entities that perform utilization review or 

utilization management functions on a health plan’s or health behalf to comply with this bill. 
 

COMPLIANCE DATES 
AB 347 is effective January 1, 2022. 

 

IMPLEMENTATION ISSUES 
 

Applicability:  

This bill applies to all commercial plans and Medi-Cal managed care plans that provide coverage for 

prescription drugs. 

 

Implementation Issues:  

H.S.C. section 1367.206 permits plans to require step therapy if there is more than one drug that is 

clinically appropriate for the treatment of a medical condition. This bill authorizes a 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 consistent with the 

health care service plan’s or health insurer’s current utilization management processes. 

 

Plans will need to ensure administrative processes are in place to expeditiously grant step therapy 

requests when proper supporting documentation is provided. If plans contract with external 

utilization review organizations to perform UM functions, plans should also review those contracts 

to ensure compliance with provisions relating to step therapy determinations and procedures. Plans 

should also review provider contracts and member handbooks/Evidence of Coverage (EOC) to 

ensure that grievance and appeal information complies with this section. 

 

Plans may need to review their existing Policies and Procedures (P&P), especially those related to 

utilization management (UM) practices, and revise accordingly if needed. 

 

If you have any questions regarding this document, please contact Nick Louizos at nlouizos@calhealthplans.org 

 

 

 

mailto:nlouizos@calhealthplans.org


                                         

 

 


