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SISC Overview

SISC is a coalition of over 450 public school districts joined together to
reduce costs and spread risk.

We pool resources to secure affordable and sustainable health benefit
coverage for our members.

- Based on the philosophy of “schools helping schools”.

- Administered by the Kern County Office of Education with a staff of about 40
employees.

- Governed by a Board of Directors composed entirely of employees of school
districts.

+Districts can terminate participation
«Labor groups value high quality medical benefits

«If we don’t maintain member satisfaction we will lose groups



The Issue: Same Quality, Different Price

- The prices for outpatient procedures performed at hospitals can be
significantly more expensive than at ambulatory surgery centers (ASCs).

- Multiple research studies have found no difference in clinical outcomes
for procedures performed in hospital settings compared to (ASCs).

- ASCs include the additional benefits of shorter wait times, lower
Infection rates, and fewer administrative hurdles for patients.

- SISC administration approached its Board of Directors with a proposal to
Implement a new benefit design for PPO plan members.



Designing the Strategy

Focused on five procedures with high volumes and low variation in quality
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Communicating the Change

For providers, Anthem Blue Cross sent communication blasts to
alert them to the change in SISC’s benefit design.

For members, we wanted to create communication materials that

would:
- capture members’ attention
- provide a persuasive rationale for the benefit change

- be clear and easy to understand

We came up with a message that asked:

“Would you pay three times more for the same car
just to cover the dealer’s overhead?”



.
Would you pay three times more for a car?

Let’s say you are looking for
a new car. The first place you
go will sell the car you want
for $25,000. The second
place wants $75,000 for the
exact same catr.

You tell the second dealer
that you can get the same
car elsewhere for $25,000.

The salesperson says you
should buy the car at the
higher price because the

dealer has higher overhead...
valet parking, a bigger building
with a beautiful lobby, plush
chairs, free cappuccino and
high rent.

Who would pay three times
more for the same car just to
cover the dealer’s overhead?

That’s what happens every
day in the bizarre world of
medical pricing.



Clear and Easy to Understand

Effective October 1, 2018, SISC PPO plans will limit the maximum benefit amount at an in-
network outpatient hospital facility for five procedures:

Upper Gl Endoscopy Upper Gl Endoscopy
with Biopsy without Biopsy

Arthroscopy ‘ ‘ Colonoscopy ‘

$4,500 $2,000 $1,500 $1,250 $1,000

If a member uses an in-network outpatient hospital facility, they are responsible for the regular
deductible and coinsurance PLUS any amount by which the hospital charge exceeds the
maximum benefit.

There is no benefit change if a member uses an in-network Ambulatory Service Center (ASC).

The benefit includes a simple process to exempt the member if the physician provides clinical
justification for using a hospital.

It also allows exceptions when a member lives more than 30 miles from an ASC and a hospital that
offers the service for less than the maximum benefit or if a procedure cannot be scheduled in a
medically appropriate timely manner due to available ASCs not having capacity.



Results

Based on 8,743 procedures from July 2016 — June 2017, annual savings were projected to be

between $1,600,000 and $2,700,000.

After we got a full year of data we are able to compare our utilization from the year before the

change to the utilization from the first year after the change.

Total # of Procedures

Average Paid at Outpatient
Hospital

Average Paid at ASC

S Savings at ASC

% Savings at ASC

% at Outpatient Hospital 2017-18
% at Outpatient Hospital 2018-19
% Shifted Year over Year

# Shifted Year over Year
S Savings at ASC
Total Savings

Upper GI
Endoscopy Upper GI
Arthroscopy Cataract Colonoscopy with Biopsy Endoscopy Totals
1,240 935 5,428 2,701 189 10,493
$5,241 $3,182 $2,082 $2,146 $2,376
$2,139 51,127 $642 $541 $372
$3,101 $2,056 $1,440 $1,605 $2,004
59% 65% 69% 75% 84%
38.2% 15.4% 32.4% 36.7% 54.1%
26.6% 8.7% 12.8% 15.4% 36.5%
30% 44% 61% 58% 33%
143 63 1,066 576 33 1,882
$3,101 $2,056 $1,440 $1,605 $2,004
$443,688 $130,039  $1,534,577  $925,058 $66,585 $3,099,948



Key Insights and Lessons Learned

The cost curve won’t bend itself.

- Change won’t come without deliberate action.

- Purchasers need to seize opportunities to curb waste and
unnecessary spending.

Communication is the secret sauce

- Don't let preconceived notions about member disruption get in the
way of the pursuit of value.

- If you clearly communicate the rational for a change and keep it
simple, then most members will understand and appreciate efforts
to keep benefits affordable.



Key Insights and Lessons Learned

There is no silver bullet

Most changes (even successful ones) provide incremental
value, not sweepstakes savings.

Reference Pricing is not a total solution, but it can be an
important tool.

Incremental changes add up over time and help limit the need
to move to plans with higher deductibles and copays.



The Issue: PBM Transparency

“Few markets are as concentrated,
opaque and complex and subject
to rampant anticompetitive and
deceptive conduct such as the
PBM market.”

David Balto, former FTC lawyer.



SISC PBM History Prior to 2014

1988: First introduced carved out pharmacy
through a PBM

2000: Changed PBMs

2003: Created a Value-Based Pharmacy Plan
unique to SISC

The mix of prescriptions at that time was 60%
brand / 40% generic.

Our benefit dollars were going towards expensive
brand name “me-too” and “patent-extender” drugs
to treat things like heartburn and hay fever.

The unique plan required members to pay
significantly higher copays for Me-Too and
Patent-Extender drugs when the original in the
class had lost patent and was available as a low
cost generic.

From 2003 — 2011, it was successful in
maintaining a lower cost option that still allowed
members affordable access to high value drugs.

Me-Too and Patent-Extender drugs

A good example of these drugs is in
the category of Proton Pump
Inhibitors (PPIs) for acid reflux and
other gastrointestinal issues:

Original: Prilosec (omeprazole)
AstraZeneca — “the purple pill”

Me-Too: Prevacid (lansoprazole),
Protonix (pantoprazole), AcipHex
(rabeprazole), Dexilant
(dexlansoprazole)

Patent-Extender: Nexium
(esomeprazole) AstraZeneca — “the
new purple pill”

Nexium had $48 Billion in sales after
Prilosec lost patent and became
available as generic.



SISC PBM History Prior to 2014

- 2005: Introduced Free Generics at Costco

We found that Costco pricing on generics is substantially lower than other pharmacies
including mail order.

Free generics at Costco gives the savings to the member, but we view it as a way to
promote the use of generic drugs.

- 2011: Discontinued the Value-Based Plan

The mix of prescriptions had changed to: 30% brand / 70% generic

The expensive heartburn and hay fever drugs were available over the counter (OTC).

The plan was unique to SISC and difficult to maintain.

- 2012: Excluded National Pharmacy Chain from the Network

This chain filled 17% of our member’s prescriptions.

99.8% of these members had an alternative pharmacy within the same distance or closer.



Out of Control Pharmacy Trends

Despite all our efforts to keep pharmacy benefits affordable, the costs continued to
skyrocket.

SISC develops rates to charge as premiums to our member districts.
- As a public entity, our goal is to break even every year.

Below are the yearly renewal results for the pharmacy portion of the rates that we had
to pass along to our membership.

Plan Year Pharmacy Renewal Action

2010 - 2011 14.2%
2011 - 2012 3.8%
2012 - 2013 17.8%
2013 - 2014 10.9%



Reassessment of our Pharmacy Program

- We decided that the complexity of pharmaceutical pricing was beyond our level of
expertise.

- We did not trust a PBM to manage a pharmacy benefit in our best interests. The PBM
industry has significant conflicts of interest.

Rebates: We believe many PBMs manage the benefits in a manner that is geared towards
maximizing rebate income and not lowering net cost.

Mail Order Pharmacy: When a PBM owns the mail order pharmacy, it is more of a profit center
for the PBM than a way to help a client control costs.

- We interviewed consultants who specialize exclusively in pharmacy benefits and who
do not have any preferred arrangements with any PBMs.

- After selecting a consultant, we worked with them to release an RFP to the PBM
market.

- The final result came down to a choice to either stay with our incumbent PBM or move
to Navitus.



Basic Summary of RFP Results

Projected 36 Months of Future Pharmacy Costs

(Based on Repricing Recent Claims)

Large PBM Navitus
Retail Generic Claims $73,200,000 $65,100,000
Retail Brand Claims $196,700,000 $197,300,000
Mail Generic Claims $23,300,000 $10,700,000
Mail Brand Claims $81,100,000 $81,600,000
Specialty Claims $86,800,000 $86,500,000
Total Claims $461,100,000 $441,200,000
PBM Fees $2,300,000 $8,700,000
Rebates
(Guaranteed ($41,900,000) ($38,800,000)
Minimums)
Totals $421,500,000 $411,100,000

Savings was calculated to only be 2.5%

The calculations indicated each
PBM had similar bottom line
pricing.

It would have been easy to stay
with what we had and not make
a change.

We valued things that go
beyond a spreadsheet
calculation:

A PBM that emphasizes the
lowest net cost drug, not the
highest rebated drug

A PBM that does not own retail
drug stores or the mail order
pharmacy



Another Way to Look at the RFP Results

Projected 36 Months of

True PBM .

Future Pharmacy Costs

(Based on Repricing Recent Claims)

Compensation?

If the numbers are close,
but one option stands out
as being more honest

Large PBM Navitus Large PBM Navitus and transparent, then we
gft.""" Generic 473200,000  $65,100,000 $8,100,000 decided we need to have
2 the will to change.
Spread Pricing: Negotiating a
Retail Brand price that is lower than the
Claims $196,700,000  $197,300,000 price guaranteed to the client The healthcare system
and keeping the difference loves the status quo.
'(\:’I'Zi':n(;e”e”c $23,300,000 $10,700,000  $12,600,000
It's not going to become
Mail Brand Claims $81,100,000 $81,600,000 more transparent unless
purchasers push for it.
Specialty Claims $86,800,000 $86,500,000
Total Claims $461,100,000  $441,200,000 We chose Navitus (a
small PBM) because they
PBM Fees $2,300,000 $8,700,000 $2,300,000 $8,700,000 offered the most
Rebates transparent “pass
(Guaranteed ($41,900,000)  ($38,800,000) through” model and
Minimums) because they use Costco
Totals $421,500,000  $411,100,000 $23,000,000 $8,700,000 for mail order.



Drugmaker Behavior - Marketing

Promotion and Marketing of OxyContin: Commercial Triumph, Public Health Tragedy
American Journal of Public Health — February 2009

In 1996: > 300-plus Purdue sales representatives
> had a total call list of approximately 39,000 physicians.

By 2000: > nearly 700 representatives
> had a total call list of approximately 82,000 physicians.

Purdue used a patient starter coupon program that provided patients with a free prescription for a 7-
to 30-day supply.

By 2001, approximately 34,000 coupons had been redeemed nationally.

Promotional items to health care professionals included a stuffed plush toy.

= =3

In smaller type it states:
“Warning — May be habit forming.”



Drugmaker Behavior — Price Increases

- EpiPen Price Increases Spark Concern for Allergy Sufferers
2009: $103.50 | 2013:%$264.50 | 2015:%$461.00 | 2016:$608.61

Mylan (the manufacturer) said a $100 coupon they offer for the product means most people
don’t pay anything for the pens.

Copay coupons are a scheme by drug makers that result in patients choosing non-preferred
brands over lower cost preferred brands and generics.

This causes higher claims costs for the health plan that turn into higher premiums for everyone.
- Drugmakers Raise Prices on Hundreds of Medicines

The first two days of 2020 came with hundreds of price hikes across the drug industry.

On average, the increases came in at 5.1%.

Some of them increased 9.9%, just under the 10% level set in 2016 by the CEO of Allergan in
his pledge about pharma's "social contract” with patients.

Allergan has said it is “committed to responsible pricing principles” and applied price increases
just below 10% on some of its products at the start of 2017 and 2018 and 2019.



Drugmaker Behavior — Delaying Competition

- Pay for Delay — Big Pharma’s Dirty Secret
- Provigil was due to come off patent in 2005 but the manufacturer (Cephalon) paid generic
companies $200 million to delay production of generic equivalents until 2012.
The cost of Provigil: $1,200 per month.
The cost after generics were introduced: $5 per month.

- SISC filed a class action complaint against one of the large drugmakers in January 2018.
We are alleging they schemed to unlawfully prolong their monopoly patent protection for a popular
eye drug.

The drugmaker made $3.3 Billion for the 11%2 years the eye drug was on patent. The patent expired
in May 2014.

Our complaint alleges the drugmaker:
Committed fraud on the Patent Office to gain second waive patents.
Filed a set of sham citizens petitions with the FDA to delay generics.
Pursued baseless infringement litigation against generic drug makers.
Assigned the patents to an Indian tribe in an attempt to borrow sovereign immunity.

As a result of its unlawful schemes to prolong the patent, this drugmaker earned at least an
additional $4.0 Billion on the eye drug since May 2014.
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The Landscape of Prescription Drug Utilization and Costs

Avg Cost
per 30 Day

Generic $13
Brand $265
Specialty $5,401

The High Cost of Pharmacy is Due to a Shrinking Percentage of Drugs

1%

% of Prescriptions % of Total Cost

M Generic W Generic
m Brand W Brand
Specialty

Specialty




What Have We Learned?

Today, most every PBM, large and small, will provide similar discounts and rebates.

Navitus (a “small” PBM) guaranteed minimum rebates of $38,800,000 for the first
36 months.

Actual rebates the first 36 months were over $83,000,000.

PBMs selling their ability to provide significantly deeper discounts and bigger rebates
than their competitors are using smoke and mirrors.

Making formulary changes with a focus on enhancing rebates is not the answer.

Moving members to mail order is not the answer.



What Have We Learned?

Tiered copays do little to change the drugs that get prescribed.

The pharmaceutical industry is constantly finding new ways to exploit weaknesses in
the system.

In our opinion, large PBMs are not doing enough.

Government talks about change, but doesn’t act.

We believe it’s up to the purchasers of healthcare to do something.

We have to stay vigilant and diligent about promoting value and attacking the
waste in the system.



Actively Managing the Pharmacy Benefit

In order to keep access to quality healthcare affordable we have to actively manage the pharmacy
benefit.

Our pharmacy consultant is constantly looking for situations in the marketplace where “waste” is
occurring. We work with our consultant and PBM to make changes every month.

Adding step therapy and prior authorizations
We’ve stopped covering over 600 drugs that do not provide value

Pharmacists review medical literature to ensure each change is supported by clinical evidence.

Our staff is small:

Only one person deals with all pharmacy issues.
We only spend about three hours a month on phone calls with our consultant and our PBM.
We depend on a partnership with our consultant and PBM to make everything work.

Our PBM works with us to implement changes with as little member disruption as possible.

Physicians are comfortable with changing prescriptions to our formulary because the drugs we
cover are safe and just as effective as the ones that have been excluded.



Transparency Helps Expose “Wasteful Drugs”

What Drugs Should Be Covered? (Actual Examples)*

Drug Name Plan Paid Per Script
: $157
Brand PPI Dexilant (after rebate)
Omeprazole $3.76
Generic PPls Pantoprazole $3.51
Lansoprazole $10.73
Vimovo $528

(after rebate)

. Prilosec OTC &
Ingredients Naprosyn OTC OTC

i $219
freximet (after rebate)
. Sumatriptan (85 mg) & $4.65
Ingredients Naproxen (500 mg) oo
Metformin HCL ER (1000 mg) $352
Same Drug Metformin HCL ER (500 mg & double $12.68

pills)

*Pricing was at the time of the analysis. Prices and rebates can change significantly over time.




SISC Results

We believe our approach is working.

In a time of increasing costs
(new specialty drugs started
coming to market in 2014 and
2015 including $84,000 Hep C
drugs), we've been able to
keep our pharmacy benefit rate
changes at levels significantly
below the rest of the market.

$90.00

$85.00

Our approach has allowed us $80.00
to maintain rich benefits for
our members.

$75.00
SISC Average Copays:
Generic $4.30
Brand $26.54

Specialty $26.54

Total Net Cost PMPM

$87.31
o
83.13
°
$80.43 $80.49
, (]
$75.67 $78.18 $78.14
. o $77. po
o
o
2013 2014 2015 2016 2017 2018 2019 2020



Key Takeaways

- Don’t focus on spreadsheets that compare PBM discounts and rebates on a
recent bucket of drugs.
Large PBMs distract by selling “pricing differences” as “savings”.

The key to better pharmacy value is a formulary that emphasizes drugs with the lowest net
cost.

The PBM that offers the most transparency will give you the insight and freedom you need to
get the drugs in your bucket that provide the best value.

- Work with partners who are free from conflicts of interest.

Find a pharmacy consultant who does not receive any revenue from PBMs or pharmaceutical
manufacturers.

Move to a “pass-through model” that assures the PBM does not earn profits from spread
pricing, rebates or other manufacturer fees.

Have these requirements written into your agreements.

- Don’t let preconceived notions about member disruption get in the way of the
pursuit of value.

Physicians will be comfortable with prescribing to a formulary that covers high-value drugs that
are safe and just as effective as the ones that are excluded.



