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Re: H.B. No. 1433 ReIatin~ to Repackaged Dru2s & Compound Medications

OVERVIEW OF PROPOSED LEGISLATION

House Bill 1433 proposes to amend Section 386-21, HRS, by restricting the cost of
repackaged or relabeled drugs to not exceed the amount that was paid had it not been
repackaged or relabeled. The same would apply to any compound medication that is
repackaged or relabeled. This bill will also allow prescription reimbursement of the
lower of the average wholesale price plus forty percent or the carriers benefit network
price.

II. CURRENT LAW

The current Workerst Compensation Medical Fee Schedule Administrative Rule, Section
12-15-55, allows for prescription drugs to be reimbursed at the average wholesale price as
listed in Redbook plus forty percent when sold by a physician, hospital, pharmacy, or
provider of service other than a physician. All billings for prescriptive drugs must
include the national drug code listed in Redbook followed by average wholesale price
listed at time of purchase by the provider of service.
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The current law does not address the reimbursement of repackaged and relabeled, and
compound mediations.

III. SENATE BILL

The Department supports the intent of the bill, which opposes excessive or unnecessary
added cost of prescription medication. The department continues to work towards
insuring that Hawaii’s injured workers continue to receive quality medical care, services,
supplies, and easy access to filling prescription medication, while insuring providers of
services and suppliers who care for Hawaii’s injured workers are fairly reimbursed. The
department does have an additional concern:

1. The bill is not clear as to its meaning when it specifies that prescription medication
will be reimbursed at the lower of the average wholesale price plus forty percent ç~ an
insurer’s “pharmacy benefit network price”. It is not clear what this pharmacy benefit
network price is and if this will restrict an injured worker to filling prescriptions at a
specific pharmacy.
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February 2, 2011

The Honorable Karl Rhoads,
Chair, House Committee on Labor & Public Employment

The Honorable Kyle Yamashita
Vice Chair, House Committee on Labor & Public Employment

The Honorable Angus McKelvey,
Chair, House Committee on Economic Revitalization & Business

The Honorable Isaac Choy,
Vice Chair, House Committee on Economic Revitalization & Business

Re: HB 1243 & NB 1433 - Relating to the Drug Repackaging and Compound
Medication Bills

Dear Chairman Rhoads, Vice Chairman Yarnashita, and Members of the LAB Committee and
Chairman McKelvey, Vice Chairman Choy, and Members of the ERB Committee

My name is Paul Naso. I am the General Counsel of the Hawaii Employers’ Mutual Insurance
Company, Inc. (“HEMIC”). I am here today on behalf of HEMIC, its CEO, Bob Dove, and its
President, Jason Yoshimi, to testify in strong support of HB 1243 & HB 1433.

HB 1243 & HB 1433, the Drug Repackaging and Compound Medication bills, are important
pieces of legislation. It closes an existing loophole in Hawaii’s MedicaL Fee and Prescription Drug
statutes which increasingly impacts the workers’ compensation and auto insurance industries.

More specifically, this loophole has enabled drug repackagers and/or drug repackager suppliers
and complicit Hawaii physicians dispensing these drugs to abuse the workers’ compensation
system by establishing exorbitant prices for “re’packaged” prescription drugs and “compound
medications.” It is an abuse of physician drug dispensing in this state. It unnecessarily increases the
cost of prescription medications with no beneficiaries except the repackages and complick
physicians who distort the fee schedule.





Terminoloqy

Before I continue, it is important to understand what “repackaged drugs” and “compound
medications” are.

“Re-packaging” is the practice of breaking a bottle of a larger quantity (of drugs) down to several
bottles of smaller quantities. Medications are identified by a three segment number consisting of
11 digits called an NDC (National Drug Code) number. The first segment identifies the
manufacturer, the second segment identifies the product and the third identifies the package size.

Compounding is defined as the combining of two or more “raw” ingredients into a unique
product to provide therapeutic relief of an injury or illness. They are generally prescribed as a
result of a patient’s known allergy of a manufactured product’s inert ingredient (e.g., the dye in a
pill) or a patient’s inability to absorb or process a manufactured medication orally.

The Loophole
So here is the crux of the problem. Although a registered re-package company does not
manufacture any actual product, they were classified as a manufacturer pursuant to The Federal
Drug Listing Act of 1972, which required registered drug establishments to provide the Food and
Drug Administration (FDA) with a current list of all drugs manufactured, prepared, propagated,
compounded, or processed by it for commercial distribution.

Because of this “manufacturing” classification, a repackager (who again is not a real manufacturer)
can re-label an existing product with its own National Drug Code number identifying them as the
manufacturer for the product delivered in the bottle. Because of this quirk, re-packagers can
establish a new wholesale brice for the same product and can periodically change that price as they
determine.

The Compound Issue

As with repackagers, physicians often contract with a company that specializes in producing
compound medication in large quantities and provides a supply of these compounded medications
for the physician to dispense out of their office setting. Some compound medications may be
medically necessary. That being said, compound medications present a challenge in how they are
reported and identified for billing purposes.

Specifically, unlike re-packaged drug manufacturers who create a unique National Drug Code
(NDC), Compound medications, do not have these unique NDCs as they are the combination of
several drug products — each with its own NDC. When billing them to a payer, compounds are
often identified with a “dummy” NDC of all 9s, (99999-9999-99) with an abbreviated description
of the combination of products used in the production of the compound medication.
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Since there is no assigned NDC and thus no Average Wholesale Price reported to a pricing source,
if a state’s workers’ compensation fee schedule statutes or administrative rules are not clear in
defining compound medications, compounding pharmacies and/or suppliers can exuloit this
ambiguity to their advantage by unreasonably marking up the costs of such medications.

The Hawaii Component

The Hawaii state fee schedule is the average wholesale Price plus forty (40%). This is currently the
highest reimbursement tate for pharmaceuticals in the nation and it certainly makes Hawaii a very
attractive target.

More important, currentHawaii statutory law inadvertently enables abuse by the repackager
because it fails to differentiate between the original manufacturer and the repackager. The current
statute also does not clearly define compound medications thereby allowing for the possibility of
some to exploit the ambiguity. Many others will provide you with the specific details of the cost
variances that we have experienced as a result of abusive repackaging and compound medication
practices. Suffice it to say the cost increases have been substantial and all indicators point to an
exponential increase if nothing is done.

National fitht
This is truly a battle taking place nationwide. Several states, such as California, Arizona, and
Mississippi, have already refined their statues and administrative rules to demarcate the difference
between the original manufacturer and the third parw repackager and clearly define compøund
medications.

The experience in other states has also shown thai when a state government closes the repackaging
loophole, re-packaging firms resort to compound medications to unreasonably inflate drug costs
and continue with increase their profit margins. Thus this proposed legislation seeks to address
both practices at the same time.

Broad support

The experience of other states is that a broad coalition has come together to combat the
unreasonable increase in the cost of prescription medications caused by repackaged drugs and
compound medications.

We support Physician Dispensing

One final point to make, HEMIC supports physician dispensing of medications, We believe it is a
good practice that helps everyone in the transaction.

What we are against, and what this legislation seeks to address, is the problem caused by the few
who seek to take advantage of the rest, the few who unreasonably inflate the costs of such
medications, to increase their profits at the expense of everyone else. There is plenty of room in
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Hawaii’s generous prescription drug fee schedule to allow physicians to make a fair profit on the
medications they dispense, Distorting the fee schedule through the mechanism described above is
an abuse that these bills will effectively curtail.

Thank you again for the opportunity to present testimony in strong support of NB 1243 & HR
1433, I respectfully request your support for these bills.

Since ely,

Paul Naso, General Counsel
Hawaii Employers’ Mutual Insurance Company, Inc.

PN:rrn
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TESTIMONY OF LINDA O’REILLY

HOUSE COMMITTEE ON LABOR & PUBLIC EMPLOYMENT
Representative Karl Rhoads, Chair

Representative Kyle T. Yamashita, Vice Chair

HOUSE COMMITTEE ON ECONOMIC REVITALIZATION & BUSINESS
Representative Angus L.K. McKelvey, Chair

Representative Isaac Choy, Vice Chair

• Friday, February 4, 2011
9:00 a.m.

HB 1243 and HB 1433

Chair Rhoads, Chair MoKelvey, and members of the Committees, my name is Linda

O’Reilly, Workers’ Compensation Claims Manager at First Insurance. I am here

representing Hawaii Insurers Council. Hawaii Insurers Council is a non-profit trade

association of property and casualty insurance companies licensed to do business in

Hawaii. Member companies underwrite approximately 40% of all property and casualty

insurance premiums in the state.

Hawaii Insurer Council supports I-lB 1243 and HB 1433, which would restrict markups

of repackaged prescription drugs and compound medications to what is currently

authorized for retail pharmacies under state law.

Hawaii’s current reimbursement rate for pharmaceuticals is already the highest in the

nation for both brand and generic products. The state fee schedule is AWP + 4O%, with

Redbook being cited as the pricing source.. To demonstrate the markups, Exhibit I lists

commonly dispensed medications that were re-packaged and re-labeled from a

physician’s office that specializes in the treatment of Workers’ Compensation injuries.

Exhibit 2 lists the same medication with the applied Hawaii fee schedule reimbursement

rate.
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Exhibit I

AW? Comptiaona

. R~Pad Common RMaI
0mg WY AWP PhwmacyAWP % of tkrk U~
ACEtAMIICOOE 300130MG 60 $3528 ~ 1003%
ACETAMI100DE 300160MG 60 166.20 23.1%
ACETMAINPHEWCODE SOWSOMG 30 ._iIL~ ._____SII. 10.7%
ALPRAZOLAM .8MG 30 ._~ ~_J~ 93,5%
CaSRSC200MG ._2â fles~ip. 25.0%
DIAZEPAM 8MG 80~ 1821.9%
000USATE SODIUM 100MG 30 #30.14 *5.94 568.5%
ET000l.AO 50MG ~
FLUOXEflNE I4CL 10MG 30~.....JL4I1 150.3%
FLUC~E71NE HC1. 20MG 30 ~ii~ IaoS4 137.8%
GA8AP~lT1N 300MG 30 $51.88 45.4%
GA8AP9~N 300MG 120 Sf1.89 45.4%
GASAPENT1N 600MG 168.63 . 804%
GAawemN 500MG 60 Sf0.29 *151.20 45.7%
GADAPEN1IN 600MG 120 5440.50 S3~A0. 453%
iwor<ornp.ep iwesous ~ ma
HYDRO.’APAP 10,650MG 50 ._._.sia 227.8%
WYDROIAPAP 51600MG 30 1743%
HYDRCVAPAP 51500MG 60 ._...___*~ii 1743%
FrYDR0WAPA.P.S1500MG 120 *5022 174.7%
HVDROCMPAP 7hSOOMG 30 $43.11 179.1%
FrvDROO/APAP 7.61500MG ._J#QS 179.1%
HVPR000DONEMPAP7.61750MG 30 *8644 110.51 2SIA%
IBuPROFEN 400MG 30 *5.84 71.6%
IBUPR0FEN 400MG 60 ~__JiliL ~~3j9~ 714%
IBUFROPEN 800MG 10 ~_jfl WAS 484%
LUNESTA2MG ~30 $251.10 25.0%
WNESTASMG 30 $251.10 . 1200.86 26.0%
MEI.OXICAM 15MG 30 .__A~a 41.6%
MM.OXICAM 7.8MG S 394.G4 41.8%
METHOCARSAMOL 500MG 30 122.23 Jj~4, 45.9%
NAPROXEN 500MG 30 $65M $33.78 95.2%
t~~i~ox~ sooue so sea ass.

PROMEFHAZNE 25MG 10 16.5%
RANITIDINE 150MG 60 $244.86 *88.80 175.9%
TIZANIDINE4t 30~ $41.76
TRAMADOI. 50MG 50 ,_J~ $50.03 864%
TRQAADOL 50MG 120 66.4%
TRAZ000NE HOt. 60MG *54.13 384.3%
TRIAZOLAM .25MG 30 $20.25 1*6%
ZOLPIDEM 10MG 30 Si&7.21 21.7%
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Exhibit 2

Hawaii State Fec Sth~u1c çplied

Common ROW
Re.Padwged AWP t Pha,m.CyAWP

0mg - Fe.Sche&ñe atFeesawduIs %otMartcUo
ACErMWCODE 300138MG 80 $50.09 100.7%
ACETAMIICODE 300/60MG 80 *06.67 *78.68 23.1%
ACEFAMINPNENI000E —

3OWSOMG 50 *25.04 ...._312& 100.7%
ALPRAZOLAM .5MG 30 $66.63
CEIXBREX 200MG 30 $232.62 JaQ~ 26.0%
DIAZEPAM 5MG $143.78 .__J~a
DOCUSATE SODIUM 100MG a $54.60 558.5%
FWOXETINE 1401.10MG $26077 168.3%
FLUOXETINE 1401. 20MG 30 426645. 137.8%
ET000I.AC 50MG 30 *71.86 j~ 13.8%
GABAPEI{IIN 300MG 30 $81.17 46.4%
GABAPENTIN 300MG 4324.79 $223.37 46.4%
GASAPENTIN 800MG . 30 $138.86 30.6%

.GABAPENTIN800MG . £0 . $30841 . $211.88 45.7%
GASAPEN11N 600MG 12) *816.83 . $423.38 46.7%
HYDRCWAPAP 101650MG . —s .$73~fl $22.34 227.8%
HYDRC~APAP 101850MG 80 $145.47 544.89 227.8%
FM3R~APAP WSOOMG 30 148.29 174i%
‘HYDR~APAP 51500MG 60 1*58 1743%
HYDROC/APAP 51500MG *193.12
HYDROC/APAPT.51500M0 $60.35 . *21.63 170.1%

~ HYDROCIAPAP 7.5/500MG .80 $120.71 J~ 179.1%
HW3ROC000NE!APAP
7.51750MG 30 $53.06 281.4%
ISUPROFEN 400MG 30 $12 38 11.6%
IBUPROPEN 400MG 60 $24.74 713%
IBUPROFEN 800MG 00 *56.08 $38.40 434%
UJPeSTA2MG . $361.64 $28123 25.0%
LUNESTA3MG 30 *351.54 $251.23 25.0%
MELOXICAM 15MG $238.18 $203.49 41.6%
MELOXICAM 7.5MG $188.4? 41.8%
METHOCARBAMOL. 500MG 30 431.12 *21.34 46.9%
NAPROXEN 500MG 30 $tZ32 962%
NAPROXEN 500MG 60 1184.63 *04.58 952%
PROME1KAZ1NE2&~tG 423.53 $2021 18.5%~
RAN~DINE 150MG 80 $342.04 ~ 115.9%
TIZANIDINE 4ML 3ê $91.31 ses
TRAMADOL 60MG 60 $130.58 684%
TRAMADOL 50MG 120 *261.16 86.4%
TRAZODONE HOL 50MG 30 *89.76 384.3%
TRIAZOLAM .25MG $18.86 42824 178.6%
ZOLPIDEM 10MG 30 523331 21.7%
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Exhibit 3

Commonly dispensed Compound Medications ~roduced by compoimdlng phannacin
end associated Omrga

Billed AWP
Dummy NDC Compound 01mm. + 40%
90999-9909- MEN.1%CAM.5%CAP.05%600M
99 COMPOUND I2&~& ma
99999-9999-
99: LI000AINEl0%GELOOGM $219.35 $16.09
99999499 a MEN 1%, CAM 0.5%, CAPS 0.05%

.99. 60GM $226.07 I29~ii
99999-9909- MEN 1% CAM .5% CAP .05% 10GM
99 COMPOUND ica
99999-9909- MEN 1% CAM .5% CAP 0.05%
99. 120GM COMPOUND $291.00 $54.73
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House Committee on Labor & Public Employment
House Committee on Economic Revitalization & Business

Conference Room 309 State Capitol
Friday, February 4, 2011, 9:00 a.m.

HB 1243 & 1433 — Relating to Repaékaged Drugs

Chair Rhoads, Chair McKelvey, Vice-Chair Yamashita, Vice-Chair Choy and
Members of both Committees:

My name is Timothy Dayton and I am General Manager for GEICO,

Hawaii’s largest motor vehicle insurer. GEICO supports HB1243 and HB1433.~

The Bill as written does not specifically spell out the intent of the Legislature as it

relates to benefits paid under the Personal Injury Protection (PIP) on a motor

vehicle insurance claim. Although HRS 431: 1OC specifically limits charges for~

PIP benefits to those allowed under Chapter 386, it would be helpfhl to specifically

reference motor vehicle insurance to eliminate any ambiguity or dispute. I have

attached proposed language for Section 1 of these two Bills which I believe would

provide sufficient clarification of legislative intent.

I have also attached a specific example showing the difference in charges for

a prescription purchased from a pharmacy compared to billing for purchase of the

same drug repackaged. The prescription charges in the attached example are for



the same drug (CELEBREX), the same Doctor prescribing the drug, the same

patient and the same auto insurance claim. The charge for the purchase from

Longs for 30 tablets was $134.99. The charge for the same 30 tablet prescription

repackaged was $232.62.

The difference is neither logical nor justified. GEICO encourages the

Committees to approve this legislation with clarification as it relates to motor

vehicle insurance.

Thank you for the opportunity to submit this testimony.

Timothy M. Dayton, CPCU



SECTION 1. The legislature finds that regulating markups of repackaged

prescription drugs and compound medications will help to contain unreasonable

increases of prescription drug costs in Hawaii’s workers’ compensation insurance

and motor vehicle insurance systems as repackagers expand into states, including

Hawaii, where costs of repackaged drugs and compound medications are not

regulated.

The legislature further finds that Hawaii’s current reimbursement rate for

pharmaceuticals is the highest in the nation for both brand and generic products.

The purpose of this Act is to close a loophole in Hawaii’s workers’

compensation insurance and motor vehicle insurance laws to reasonably restrict

markups of repackaged prescription drugs and compound medications to what is

currently authorized for retail pharmacies under state law.
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AU7~2~z
P0 Box 271589
Salt Lake City, liT 84127-1589
(866) 428-8679
Federal Tax ID 35-2194964

BIN To:

Tht-9fl2.222-024

GEICO
P0 BOX 509119
SAN DIEGO CA 92150-9119
I I,l,,,,I,I,,,1lj11,fl,,.l,l,,,,,1111,lIl,l,,,.,11111,,,,1111

PHARMACY INVOICE

INVOICE NO.: 1872720

INVOICE DATE: 1012512010

NDC
Drug Name

Days
Compound Refill Qty Supply Prescriber ID

I
.......,.icy: 2~S (i-f I) I~i~ Drug Store Phone: 808-6764116 -

I
-. ni~uiy rut (HI) Longs Drug Store Phone: 80~7~ll6~

Please remit payment to AutoRX at the address printed above.

- Card Holder! Injured Person

Patient DONNA J.

Policy No.:

Claim No.: 0308757180101010

[~Date AmL Due

10120110 - 0258902 000251525S1 - - N 0 20 30 M9810222
CaEBREx CAP 200MG
Dispensing Phannecyt 259 (HI) Longs 0mg Store Phone: 808-876-811b $134.99

V~pensing Phamiacyt 25 (HI) Longs Drug Store Phone: 808~676.8116I

TOTAL AMOUNT DUE: —

I certify charges are in compliance with-Hawaii Administrative Rule 16-23 and the Medical Fee Schedule defined by I-IRS
431:IOC-103.. AutoRx certifies that these charges are billed in accordance with Chapter 386, HRS and any related rules.





3130 S. Harbor Blvd.
Suitc 550

Marriott International, Inc. Santa Ana CA 92704arr~o

February 2, 2011

House Committee on Labor and Public Employment
House Committee on Economic Revitalization and Business

Re: HB 1243 and HB 1433

Dear Honorable Representatives Karl Rhoads and Angus L. K. McKelvey:

Marriott International, Inc. is in full support of House bills 1243 and 1433 and we urge
passage of these bills by your respective committees.

It is critical that any effort to expand the cost of workers’ compensation for anciBary
services in the state of Hawaii be carefully controlled. Failure to do so will continue to
impact Marriott and our ability to provide much needed jobs to the citizens of the state
of Hawaii.

Thank you for your support of House bills 1243 and 1433.

Sincerely,
\Jctc~ ≤.# c~

Jill A. Dulich
Senior Director, Marriott Claims Services
Marriott International, Inc.
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Hawaii Injured Worker’s Alliance
715 South King Street Suite #410

Honolulu, Hawaii 96813
Phone: 538-8733 (Oahu)

Phone: (888) 598-8115 Neighbor Islands
Web Site: www.hawaiiiniuredworkCrSalliaflCe.~m

February 4,2011

House of Representatives
The Twenty-Sixth Legislature

Regular Session of 2011

Committee on Labor and Public Employment

Committee on Economic Revitalization and Business

House Bill 1433

RELATING TO REPACKAGED DRUGS AND COMPOUND MEDICATIONS

Restricts markups of repackaged prescription drugs and compound medications to what is
currently authorized for retail pharmacies under state law.

The Hawaii Injured Workers Alliance does not support House Bill 1433.

We believe this bill discourages physicians dispensing of medication— a safe and efficient
process that helps increase patient access to care.

Physician dispensing promotes cost savings as physicians are incentivized to purchase atd
dispense lower-cost generic medications. Because the physician has “skin the game” they arc
wary of prescribing expensive bran4 medications pushed on them by drug reps and instead will
utilize more time-tested yet inexpensive generic equivalents.

Currently, inj tired workers, many of whom live on extremely tight budgets, can get their mi uzy
related prescriptions dispensed by the physician authorized to treat them, without having to put
out cash.

For these reasons we ask that this bill be held.

George Waialeale -

Executive Director
Hawaii injured Workers Alliance




