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MINUTES OF PROCEEDINGS

TuESDAY, November 1, 1966.
(22)

The Special Committee on Drug Costs and Prices met this day at 9.45 a.m.
The Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Brand, Goyer, Harley, Howe (Hamilton South),
Isabelle, Johnston, Mackasey, MacLean (Queens), O’Keefe, Tardif (10).

In attendance: Representing Charles E. Frosst & Co.: Mr. James E. Frosst,
President; Dr. R. S. Stuart, Director of Research; Mr. A. F. Coffin, Vice Presi-
dent—Sales; Dr. J. R. Ibberson, Executive Medical Director; Mr. J. M. Blanch,
Vice President—Finance, all of Montreal.

Also in attendance: Mr. A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for
the Committee.

The Chairman read into the record a letter from Mr. Lawrence Wilson of
Montreal, who appeared before the Committee on October 13, to correct an
impression that might be gathered from the evidence given on page 571, with
reference to the drug MER~-29.

The Committee proceeded to the consideration of the submission made by
Charles E. Frosst & Co.

The Chairman introduced Mr. James E. Frosst who introduced the mem-
bers of his company and read a prepared statement.

Mr. Frosst was examined on the brief. He was assisted by Dr. Stuart, Mr.
Coffin, Dr. Ibberson and Mr. Blanch.

With reference to a question asked by Mr. Howe (Hamilton South), about
different selling prices of drugs being exported to other countries, this informa-
tion being unavailable, Mr. Frosst agreed to supply it in writing in the near
future.

Agreed,—That the submission by Charles E. Frosst & Co. be printed as an
appendix to this day’s proceedings. (See Appendix “A”)

Mr. Frosst was further examined.
Mr. Laidlaw also asked questions, more specifically, on patents.

The Chairman thanked Charles E. Frosst & Co. for their submission and
the officials of the Company for the information supplied to the Members.

At 11.55 a.m. the Committee adjourned to 9.30 a.m. Thursday, Novem-
ber 3.

Gabrielle Savard,
Clerk of the Committee.
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EVIDENCE
(Recorded by Electronic Apparatus)

TuEspAY, November 1, 1966.

The CHAIRMAN: Gentlemen, we will proceed with this morning’s meeting.

First of all, I have a letter from Mr. Wilson, who appeared before the
committee, to correct an impression that might be gathered from his evidence.
On reading the evidence over I agree with him that an incorrect assumption
could be made. I think, in all fairness, we should read his letter into the record.

“Dear Dr. Harley:

May I be permitted, in an issue of the proceedings, to correct an
impression that can be gathered from my words as they appear on page
571 of the proceedings of the Special Committee on Drug Costs and Prices.

From my reference to Canadian Government communications, in-
cluding communications of the Department of Health and Welfare, it can
very well appear that these communications referred to the product
MER-29.

This is a mistake. The product was not mentioned in any Government
communication. It was withdrawn by the Company on its own initiative.

Yours very truly,
(sgd.) “Lawrence Wilson”

This morning we have with us the representatives of the Charles E. Frosst
and Company from Montreal. I will call on Mr. James Frosst to introduce the
delegation and make an opening statement.

Mr. JAMES E. FrossT (President, Charles E. Frosst & Co.): I would like to
introduce members of our company who are here with me today and who will be

only too pleased to answer questions in more specialized areas which may be
raised.

Dr. R. S. Stuart is our Director of Research. Dr. Stuart, who attended the
University of New Brunswick and received his advanced degrees from the
University of Toronto, is a specialist in organic chemistry. He has had wide
experience in research and development both with the National Research
Council and in the pharmaceutical and allied industries.

Mr. A. F. Coffin, our Vice President—Sales, is a graduate pharmacist from
the University of Alberta who, for a number of years, owned and operated a
pharmacy in Medicine Hat. A member of our Board of Directors, he has been
with the company for 20 years.
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Dr. J. R. Ibberson is our Executive Medical Director. Dr. Ibberson took his
pre-medical training at the University of Saskatchewan and graduated in medi-
cine from Queens University, Kingston. Until recently he was a busy general
practitioner and has been President of the Council of the College of Physicians &
Surgeons of Alberta.

Mr. J. M. Blanch, Vice President—Finance, also a member of our Board of
Directors, is a Chartered Accountant who graduated from the University of
Toronto. He has been with the company 22 years.

I appreciate that, after many days of deliberation and questioning, members
of the Committee are well aware of the structure of the pharmaceutical manu-
facturing industry and the way in which it does business. As an introduction
to our discussions today, I would, however, like to make one or two comments
to pin-point certain aspects of the brief.

We, at Frosst, believe that competition in the pharmaceutical industry
results in drug prices that are both fair and reasonable. In terms of the real cost
of drugs—the work hours needed to buy a certain product—Canadian prices are
the second lowest in the world. However, we do appreciate the position of
indigent Canadians who may have to face long periods of medication, the total
cost of which is high in relation to their incomes. We believe those people are
entitled to receive life-giving medication at prices they can afford—just as they
should receive food and the other necessities of life. We recognize there will be
difficulties in evolving a system to help indigent people but, as we have said in
our brief, we are willing to co-operate with your Committee and the Govern-
ment in helping to solve those problems.

Members of the Committee have raised questions about the relationship of
internationally-based pharmaceutical manufacturers and their Canadian opera-
tions. As a company which became part of an international group last year, I can
say from experience that our relationship with Merck and Co., Inc. has, in fact,
helped to strengthen our Canadian operation and has given us the added advan-
tage of the availability of a tremendous research organization.

Charles E. Frosst & Co. was lost to Canadian ownership for two reasons. My
grandfather founded the company just before the beginning of the century.
Control passed to the second generation of the Frosst family, who for many years
were responsible for administration of the company and held the majority of the
shares. They realized, two or three years ago, that they faced two major
problems.

Frosst, as a company, has always been research-oriented. But it became
apparent that we would need much more effort, and hence either more money or
resources, than we could generate as a company in order to assure continued
growth. Secondly, the major shareholders faced the possibility, due to estate
taxes, of having to sell the company at a time that might be inopportune both
to the family and other shareholders.

A number of offers were made for the company, although no firm offers
came from Canadian sources. We finally chose Merck & Co. Inc. because it was
a major research-oriented international company that offered Frosst the right
climate for future development. Since then we have expanded, making available




November 1, 1966 DRUG COSTS AND PRICES 975

more jobs of a technical nature to Canadians. We are also plannmg to move into
new export fields.

I think your Committee will be interested to know that I have recently
recommended to our parent company, Merck, that in the next five years we
spend in excess of ten million dollars in new production, office and research
facilities in Canada. This is considerably more money than Frosst, by itself,
could have invested.

As I have said, Frosst has always placed emphasis on research-—not just
clinical and product research but on fundamental research. During this coming
year we are planning to increase our research operating budget by 20 per cent to
a total of over a million dollars. Of this total some 71 per cent will be spent on
fundamental research in the areas of the cardiovaseular and nervous systems
and basic chemistry and biology. This, I believe, will be an investment on
fundamental research which is among the highest, if not the highest, in Canada.

This brings me to the all-important question of patents. Suggestions have
been made by some Committee members that in return for improved patent
protection in Canada, there should be more research by Canadian-based compa-
nies. Certainly, Frosst would like to see the patent laws strengthened and, if they
were, I know that given a continuingly favourable economic climate we would
expand our research budget even further.

I also appreciate that the main object of this Committee is to look at the
prices of drugs from the point of view of the consumer. One way of reducing
prices is by removal of the Federal Sales Tax. If this happens, the full extent
of the tax which we collect will immediately be removed from all our products
that are affected.

We will be very pleased to go through the brief and answer any questions
that you may have. If we do not have detailed answers immediately available,
we will certainly supply them to the Committee as soon as possible.

Thank you, gentlemen.

The CHAIRMAN: Thank you, Mr. Frosst. The meeting is open for ques-
tioning.

Mr. IsABELLE: Mr. Frosst you mentioned in your brief on page 4 what you
paid in wages in 1965 compared to what you paid in wages in 1946. You said that
the purchases of goods and services increased from $2 million in 1946 to $4

million but there is no mention of the profit in 1965 compared to the profit in
1946.

Mr. FrossT: I do not know if Mr. Blanch has figures showing the profit we
made in 1946; that may have been a lean year. I know we had a few back in
those times. But percentagewise rather than dollars, I do not believe we have
ever had a year where we were over 8 per cent. Is that correct?

Mr. J. M. BrancH (Vice President—Finance, Charles E. Frosst & Co):
Unfortunately I do not have the figures back to 1946.

Mr. FrossT: We will supply them.
Mr. BLANCH: The earliest figures that I have here go back to 1956.

Mr. IsABELLE: If you had lean years it may be interesting to know that. You
said that your purchases outside of Canada were principally for chemicals which
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were unavailable in this country. If I understand correctly, you have been
purchased by an American firm.

Mr. FrossT: Merck and Company, yes. Merck and Co. Inc. is the parent
company.

Mr. IsaBELLE: Do you think that the same policy will continue, or do you
intend to change it?

Mr. FrossT: Merck is a chemical manufacturer but right at the moment we
are buying just as we have in the past with the exception of one chemical,
protriptylline, which we buy from them—but they are the only ones that make
it, so we have no choice.

Mr. IsABELLE: You said that you have nine Ph.D’s working in the company. I
do not know what a Ph.D. could do in a company. Is it to write the script or
write the formula or to write memoirs?

Mr. FrossT: No. I will ask Dr. Stuart, our Director of Research, to answer
that one.

Mr. R. S. StuarT (Director of Research): These are the people who do our
day to day fundamental research in chemistry, biology and pharmacology.

Mr. IsABELLE: Does that Ph.D. mean a Doctor of Philosophy?
Mr. STUART: Doctor of Philosophy, yes.

Mr. O’KEEFE: Mr. Frosst, do you think the cost of drugs in Canada is too
high now? :

Mr. Frosst: I think, as I stated before, that drug prices are reasonable in
Canada for the majority of Canadians. I used the word “indigent” here, and that
may be the wrong term. There may be a segment of the population with an
income of, say, “x” thousand dollars a year who fall into that category and for
them, just as anything else, they are too expensive.

Mr. O’KEErFE: But only for those?

Mr. FrossT: Yes. Certainly, in comparison—of course, I am using compari-
sons again—we do come out, in terms of hours that people have to work to buy
their drugs in Canada, the second lowest in the world.

Mr. O’KEEFE: On page 12, Mr. Frosst, I note that Frosst sells some of its
products to hospitals at a lower price than that charged to pharmacists. How
much lower?

Mr. FrossT: I will just answer briefly and then I will let my specialist, Mr.
Coffin, get into the act. They vary. There is not a set differential between the
price we charge the pharmacist and what we sell to a hospital because these are
promotional prices. I will ask Mr. Coffin if he would like to elaborate on that.

Mr. A. F. CorrFiN (Vice President—Sales, Charles E. Frosst & Co): As Mr.
Frosst said, the reason we sell to hospitals at a lower price than we do to
pharmacists is purely for promotional reasons. We have found over the years
that this is one of the most valuable methods of promoting our products and the
most reasonable. It is the one that gives us the most mileage for our dollar of any
of the limited number of promotional methods that are available to us. If we
have our products used in a hospital, the interns and the residents and the staff
doctors get to know what they are and they tend to prescribe them outside.
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We have certain products that we feel lend themselves to this type of
promotion and the price is entirely dependent on what we have to sell them for
to get them into the hospitals, and may bear no relationship to cost at all.

Mr. O’KEEFE: I do not quite understand that. You said it bears no relation-
ship to costs.

Mr. CorrFIN: It is determined by the competition. If one of our competitors
lowers the price and we feel that it is important to have it in there, we would sell
it below cost, and in some cases, we do.

Mr. O’KEEFE: Are those drugs not based on tenders? Are there those that
are not based on tenders?

Mr. CorFIN: Sometimes they are and sometimes they are not.
Mr. O’KEEFE: Then how do you know that a competitor is selling at a lower
price?

Mr. CorFIN: Because we have probably lost one order. We see the competi-
tor’s product in the hospital and the next time we know we have to go down a
little lower if we want to get back in there.

Mr. MAcKASEY: What do you charge the loss to?
Mr. FrosstT: It is in the cost of goods.

Mr. MACKASEY: It is in the cost of goods. What do you mean in the cost of
goods? I am sorry, Mr. O’Keefe.

Mr. Corrin: Well, we have certain built-in costs of manufacturing the
product and we get so much return. It just lowers our return for the goods.

As an accounting procedure we have often thought that it would be prefera-
ble possibly to charge it to advertising but, as a matter of practice, we have not
charged it to advertising and promotion.

Mr. MACKASEY: On your balance sheet it must show up somewhere. You
could not do it indefinitely.

Mr. CorriN: It shows as lowered return.
Mr. FrossT: Mr. Blanch, our Vice President of Finance will explain that.

Mr. BLaNncH: It is part of our cost for sales. In other words, the product sold
to the hospitals is included in our sales, and the cost applicable to those sales
appears in the cost of sales, so that it reduces the margin that is available to us.

Mr. MACKRASEY: Advertising and marketing are part of the cost of sales.
Mr. BrAaNncH: That is right.

Mr. MACKASEY: You must be more specific when you make your balance
sheet.

Mr. BrLancH: I beg your pardon; it is charged to manufacturing costs, just

the same way as any other sale which is made to any other outlet. The sale and
the cost of sales.

Mr. MACKRASEY: Not that I am a stickler for detail, but you cannot very well
charge it to manufacturing costs or you would get a distorted value of what the
drug cost you when you are basing your price. You mark-up, I presume, on
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manufacturing costs. I understand that what you are saying is that because you
sell into the hospitals at a loss, if necessary, and because you are then charging
this loss to manufacturing costs, you are spreading the hospital subsidy to the
general public. The man who goes to the drug store on the corner is paying,
indirectly, for the subsidy of the product you are selling to the hospitals at a
loss.

Mr. FrossT: Oh, definitely, sure, naturally.
Mr. MackASEY: I would like to get that clear. In other words, the man who
goes into the drug store to buy your Frosst products, one single prescription, is

absorbing indirectly a promotion of the loss-leader—if you want to call it that
—to the hospitals?

Mr. FrossT: As of today, if we went out and decided to sell at even lower
prices to hospitals to meet competition, we are not going to raise our prices to
the drug store. So it is difficult to say. He is paying for it. But if we decide we
will make less profit this year and sell to hospitals at lower prices because
eventually this is going to bring in more sales, we are not necessarily going to
raise the prices to the druggists.

Mr. O’KEEFE: Nor are you necessarily going to lower them, Mr. Frosst.

Mr. FrossT: We have not raised prices over the years while we have had an
economy which has been going ahead by leaps and bounds, and to be able to
keep prices where they are may be just as good as a price reduction.

Mr. O’KEEFE: There are people who would disagree very strongly with you,
sir.

Mr. FrossT: Yes, I am sure.

Mr. O’KEErFE: I will not pursue it any further. On page 16 of your brief is a
statement that Federal sales tax for the year 1965 was $791,000. How do you
think it would affect the cost of drugs to the consumer if the federal sales tax
were removed? What would the savings be? Do you have any figures on that?

Mr. FrossT: We would take it off our prices immediately. Let us not get
down to decimal points, but on a dollar item—

Mr. O’KEErFE: How much would the savings be on a ten dollar item?

Mr. FROSST: On a ten dollar item?

Mr. O’KEEFE: Yes, because there are very few items that sell at less than ten
dollars.

Mr. FrossT: Our biggest business is with a 55 cent item. On a ten dollar item
it is five per cent, or 50 cents.

Mr. O’KEEFE: Thank you.

Mr. Howe (Hamilton South): Mr. Frosst, what percentage of your drugs do
you sell to hospitals at this reduced rate?

Mr. FrossT: It is less than 10 per cent.

Mr. Howe (Hamilton South): Even if it is less than 10 per cent, if the whole
thing were averaged out at one price would this not lower the price of drugs to
the consumer?
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Mr. FrossT: Mr. Coffin has some figures on that. It certainly will not do very
much, but I will let him answer.

Mr. A. F. CoFrFiN (Vice President—Sales, Charles E. Frosst & Co.): Dr.
Howe, I think that, on the contrary, it would increase the cost of drugs be-
cause, as I mentioned before, we feel that this is one of the most economical
and highest leverage methods of promoting our drugs that we have available
to us, and from which we recover basically the cost of our promotion.

If we did not do this—if we raised our price to the level of the drug store
—we would be right out of the hospital business. This would not necessarily
cripple the company, but we would not get any hospital business. Therefore
we would have to spend probably two or three times this amount of money to
get the same leverage on advertising in other media, so I would suggest that it
would probably raise the cost of drugs and not lower the cost. This is one of
the most economical, most effective, highest-leverage promotional methods and
techniques that we have available to us.

Mr. Howe (Hamilton South): Then to reverse the question, if you were to
lower the prices of all your drugs to the prices at which you sell them to the
hospitals, where would you stand then?

Mr. Corrin: We would be out of business.

Mr. BranD: To pursue that just a little further, Mr. Coffin, are you aware
that one drug company, (Canadian), has done exactly this? Where
they used to sell at below cost to hospitals, they have quite recently raised prices
to the level at which they sell to pharmacies?

Mr. FrossT: Yes, I think I know of one company, and I will not use the
name. I do not believe that all products lend themselves to the type of promotion
that we get out of a certain line of products, such as our analgesics, we will say,
where we always want to be competitive. But I am aware of them.

We have a second consideration here—it is not our first reason for low
hospital prices but it does add up. These products get into the outdoor clinics at
much lower prices and this enables treatment of low income people at a much
lower price.

We are working with a mix right now which appears to be ideal. If we
increase the amount we sell to the hospital, if it became 20 or 30 per cent, or as
was suggested we balance prices with drug store prices, then we would have to
raise hospital prices. We could lower others, but marginally. The way we stand
now, I would say hospital sales are about 10 per cent.

Mr. BrRAND: There is something interesting at the bottom of page 15. You
say, regarding the breakdown of the domestic pharmaceutical sales dollar:

In reviewing these figures you should be aware that Frosst sells
directly to pharmacists across Canada and less than six per cent of its
business is done through independent drug wholesalers. Our own ex-
penses of wholesaling are therefore included in our operating costs.

If you sold all—let us speculate for a moment—your drugs through a
wholesaler, do you think this would increase the cost to the pharmacists and
hence to the consumer?
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Mr. Frosst: I think I am going to ask Mr. Coffin and Mr. Blanch to elaborate
on this after, because I am sure over the years we have looked at direct selling
versus selling through a wholesaler. I think we do a more economical job. I am
not saying that they do not do an economical job, but we are out looking after
ourselves when we wholesale, as against a number of others.

Mr. BRanNDp: What you are saying is that you can sell more cheaply to the
pharmacist if you by-pass the wholesaler?

Mr. FrossT: I would like to think so.

Mr. CorrFIN: Dr. Brand, this is probably true. I think you are probably
reasonably aware of the type of business we are in, which is quite competitive.
We are not in the same type of business as some of the other companies who
have solely prescription items—which are more or less unique products—and it
is possibly more economical for them to distribute through a jobber than to set
up a chain of distribution centres themselves.

In our case, over the years we have found with our ethical over the counter
lines, and so on, that it is necessary for us to place our own stocks in drug stores,
and we have found it much better. Statistically we have analyzed this, as Mr.
Frosst said, on a number of occasions, and we have found that we can do our
distribution cheaper and we think, better than we could hire the wholesaler to
do it for us.

Mr. BranD: What six per cent of your business is done through the in-
dependent drug wholesalers? !

Mr. CorFIN: All of the independent drug wholesalers handle our product. In
every city were we do not have a distribution outlet they often get emergency
calls for emergency prescription products which they do not have and it is a
little quicker to get them from the wholesale, even though they pay a little
higher price for them than they do from us. So there is always a certain amount
that goes through the wholesale house.

Mr. Howe (Hamilton South): Do they sell it at the same price?
Mr. CorriN: No, they do not.

Mr. BranD: I think that answers the question alright, but I get the impres-
sion you are trying to get some of the others off the hook there when you say, on
account of your across the counter items, you felt it was better to sell direct. In
actual fact, you sell your prescription items direct as well.

Mr. CorFIN: Oh, yes, we sell our prescription items as well but, Dr. Brand,
we have outlets in Vancouver, Calgary, Winnipeg, Toronto and Montreal, and
you have to be a company with a pretty sizeable volume for it to be economical
for this type of set up. If you are a smaller company it just would not be
economical.

Mr. BranD: How many companies do you think have the same sort of
volume that you have in Canada today?

Mr. CorrFiN: There is one slightly larger, who also distributes the same as we
do, and there are a couple slightly smaller. One of them distributes the same way
as we do. From then on they scale down. According to surveys we are the second
largest in Canada.
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Mr. Howe (Hamilton South): How much higher does the druggist sell an
item that he has bought from the wholesaler than one he has bought from you?

Mr. CorrFiIN: I doubt if he sells it any higher.

Mr. HowE (Hamilton South): That was my question a moment ago, does he
sell it higher, and you said, yes.

Mr. CorrFIN: I am sorry, I misunderstood you. I thought you meant, does the
wholesaler sell it higher. I doubt if the druggist does because, in general, the
products he is buying are prescription products. They may be for a repeat on
which he has set the price the first time round and he is not able to sell them any
higher. Most druggists use our pricing set up as the basis for their pricing.

Mr. Howe (Hamilton South): Well then, logically, you must sell your items
to the wholesaler at a lesser price than you sell to the druggist.

Mr. CorFrFIN: Slightly less on prescription items. Not so on over the counter
sales. To be specific, 5 per cent less to the wholesaler.

Mr. BrRanD: I hear you have been involved in prepackaging or at least in
some sections of it. I understand your company does some prepackaging; in other
words, what you make up at the factory is the same package that is used in
selling to the consumer—such as the 60 c.c. package of Trulfacillin, or something
like that.

Mr. FrossT: Yes, that would sometimes be so in tablet packaging. You
produce what you think would be the most popular prescription size.

Mr. BRAND: I am thinking of the liquids particularly.
Mr. FrossT: Definitely.

Mr. BRAND: You sell in bulk as well.

Mr. CoFFIN: Yes.

Mr. BranDp: Now which is cheaper from your viewpoint. There was quite a
discussion on this the other day and since you do both perhaps you could give us
the benefit of your experience in selling both ways.

Mr. CorriN: Well, we were able to sell per c.c. somewhat cheaper in the bulk
packaging. Our bulk packages are pounds, for instance, of Trulfacillin, which you
mentioned as a product, and this sells at somewhat less per c.c. than do the 60 c.c.
or the 100 c.c. bottles. However, by the time the druggist packages it and puts it
in his bottle, it may not turn out to be very much different; possibly it is slightly
cheaper. We did a lot of soul searching regarding that particular product as to
whether or not we would put it in a bulk bottle because of stability. We had to
be satisfied and do a lot of stability testing to be sure that it would stay stable
sufficiently long on the druggist’s shelf to warrant putting it in a bulk bottle.

Mr. BraND: So those who are not in on the know as to how these are
packaged, as you say, by the druggist, would you agree that by this you mean
pouring from a large bottle into a smaller one and putting a label on it.

Mr. CorFFIN: Yes.
Mr. BRaND: Yes, thank you. Do you think the reasonable way to do business

then is to use, say, your 60 c.c. or 100 c.c. bottles—certainly that is the way most
of them are sold nowadays.
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Mr. CorrFiN: Yes, I think it is because we do not honestly feel, except in a
dispensary that has a pretty fair turn-over, they ought to have bulk bottles of
some of those products because of the short stability. We try to encourage the
sale of the smaller bottle for safety reasons rather than economy.

Mr. BRAND: Do you suggest to the pharmacists the price they should charge?

Mr. Corrin: We have a suggested list on all of our products, or most all of
them—any that might be used in a unit we do—we do not always have a
suggested price for the bulk packages. This is a suggested list; we have no way of
controlling whether or not he uses it—and in most cases I do not think he does.
However, we have done many surveys with pharmacists to see what their
reaction would be if we dropped this and the vast majority of pharmacists have
asked us to leave it on as a guide.

Mr. FrossT: Until such time as they all use a cost plus method there will be
a need for us to carry a suggested list, but after that it will not be necessary.

Mr. BRanD: What do you suppose a cost plus method of pricing would do to
the cost of your 55 cent item?

Mr. Corrin: Well I am thinking of 222’s and I question whether or not that
one would be prescribed.

Mr. BranD: 292’s then. If you go on a cost plus, where you take the
wholesale cost plus a percentage—

Mr. FrossT: Our cost to them plus, yes.
Mr. BRAND: —do you think this would increase the cost of a dozen 292’s?

Mr. FrossT: I do not know what dispensing fee they are going to settle on as
adequate to cover their professional charges, so I cannot answer that.

Mr. BRanD: Well let us say then, for example, that the dispensary fee is $2.
What would be the approximate wholesale cost of twelve 292’s?

Mr. FrossT: I do not think that anybody at present is getting, say, $2.25 for a
dozen 292’s.

Mr. BranD: That was one of the suggested ones in the brief from the
druggists, and that is the only reason I mention it.

Mr. CorriN: This cost plus for products that are of a low range will tend to
increase the prescription price of cheaper products and reduce the price of higher
priced ones. Now whether this is desirable or not is really not in our field.

Mr. Branb: I think it is in your field to say whether you sell mostly drugs
which are in the low cost field or in the high cost field.

Mr. FrossT: In the low cost field. Our average return per package is less
than a dollar.

Mr. BRaND: Thank you very much.

Mr. Howe (Hamilton South): There are some drug stores that have taken
the obvious dividing line of $5 on items over $5 sold on a cost plus $2 per
prescription basis and left the drugs below that at their present price and have
managed to succeed in doing this, which has simply lowered the price of the
higher priced drugs and left the others where they are.
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- Mr. CorrFin: I do not know how the pharmacist makes out on that but it
certainly would appear to be more equitable, if they can.

Mr. Howe (Hamilton South): There are two or three drug stores in Ha-
milton that have successfully done this for at least four years now that I know of
and they are still in business. One of the stores of which I speak is strictly a
prescription store. They do nothing but dispense prescriptions; they have no
across the counter items at all and none of the various home commodities—they
simply dispense prescriptions.

Mr. FrossT: I would expect that they do a fairly large volume.

Mr. Howe (Hamilton South): The volume obviously has built up and they
are managing to survive at this rate.

Mr. BrRAND: I wonder if we could give the committee some idea of the
suggested retail price for, say, two of your most commonly used products—and I
will mention Trulfacillin again because it is most certainly one.of your high
volume items, and certainly 292’s.

Mr. CorrFIN: The 60 c.c. size of the 3-200 strength of Trulfacillin is $1.90 and
that is the biggest one we have. I am afraid I neglected to bring a price list along
with me and I cannot go through the list for you, but that is one that I recall.

Mr. BrRanD: Would a prescription of a dozen 292’s retail at the suggested
retail price of about $1.25?

Mr. CorrFIN: We do not have a suggested retail that would be applicable
because we do not now manufacture anything smaller than a bottle of 100
in 292’s.

Mr. BRAND: Well let us say that it is about $1.25.

Mr. Corrin: I think that is probably around the average price range.

Mr. BrRAND: Now the question arises, do you think those prices are too high
for those two particular products?

Mr. FrossT: No I do not think they are. We are selling what we consider
quality pharmaceuticals. There are a number of things that are involved in the
manufacture; the formula is an A, P, C and C but that does not mean that an A,
P, C and C is necessarily a 292. I do not have the formula card here but we want
to make sure that these disintegrate at a certain time; that they have a certain
amount of stability; that there is no odour or at least a minimum of odour of
A.S.A.; that they do not mottle—there are a number of things involved. We
" would like to think we sell quality pharmaceuticals at reasonable prices.

Mr. O’KeErFE: What percentage of the cost is in your suggested mark-up to
the drugs.

Mr. Corrin: If I understand you correctly, we sell to the druggist at our
suggested list less 40 per cent. In certain cases, where large quantities are
involved, there may be an additional small discount, but the basic rate is our
suggested list, less 40 per cent. Does that answer your question. I am not sure I
understood it.

Mr. O’KEEFE: That is just exactly what I wanted to know.
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Mr. Howe (Hamilton South): Mr. Chairman, may I ask a question. Mr.
Frosst, do you export any drugs from Canada?

Mr. FrossT: Yes we do.

Mr. Howe (Hamilton Scuth): Which of your export drugs would you say
was your largest one, just so we might pick one.

Mr. FrossT: Now I want to define export; that is where we actually export
from Canada as against manufacturing in other countries then.

Mr. Howe (Hamilton South): Yes.
Mr. FrossT: At the moment it is pretty well the West Indies for phar-

maceuticals and it is the United States and Europe for some chemicals that we
manufacture.

Mr. Howe (Hamilton South): Could you name one just for the sake of
giving me one.

Mr. FrossT: I would say Falapen is the biggest one, in the West Indies, at
the moment.

The CHAIRMAN: And this is a brand of penicillin?
Mr. FrossT: Yes, long acting penicillin.

Mr. Howe (Hamilton South): Is it correct that Falapen is exported by you
to different companies in the form of a fully manufactured bottled item ready
for sale?

Mr. FrossT: Yes. I believe we are still finishing that in Canada; certain
products are being manufactured in the West Indies now but I do not think
Falapen is yet.

Mr. BLancH: Falapen is shipped in finished form and to the West Indies and
other markets it is shipped in bulk.

Mr. Howe (Hamilton South): What I am trying to establish here is the base
line price as Falapen leaves your company to be consumed in Canada and to be
sold in other countries. Can you give me the price as it leaves your factory to
various countries as compared to the price when it leaves your factory and is
sold in Canada?

Mr. FrossT: I have not that price but I can get it for you. We were looking
at Falapen and I believe that it is sold at a higher price in the Middle East than it
is in Canada.

Mr. Howe (Hamilton South): You missed my question. I want to know the
price at which it leaves your factory. I will ask a more general question. When
Falapen leaves your factory does it leave at exactly the same price to every
‘country, as it does to Canada?

Mr. Frosst: I cannot answer that one. I can get it for you though.

Mr. Howe (Hamilton South): When would you be able to get it for me. This
is your only day here. Is this going to be available to us.

Mr. FrossT: Oh yes, we will make this available to you.
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Mr. Howe (Hamilton South): I do not mind if it is Falapen or something
else. I will let you pick the drug because you export them in a fully manufac-
tured form and it has to leave your factory at a certain price. The price I am
interested in is what it leaves your factory at to be sold in Canada, to be sold in
the United States, to be sold in Italy, to be sold in other Eurepean countries, the
West Indies, England or wherever it is sold—specifically the price that goes to
each country.

Mr. CorrIN: Dr. Howe, you must bear in mind, on these prices, that the price
we sell at in Canada includes all of our promotional expenses, distribution
expenses and so on, whereas when we send it in bulk to these other countries
somebody else is paying all of those costs. So, we would have to do a little—

Mr. FrossT: There will be a reason if there are variations in prices.

Mr. HowE (Hamilton South): You mean you are charging all the promo-
tional costs to the Canadian drug market and not charging any of it to other
markets?

Mr. FrossT: No, I do not think this is what Mr. Coffin means. In the
Philippines, for instance, we sell in bulk to another company, and we have no
relationship to this other company except they pay us a royalty to sell Falapen.
The royalty is built into the price. We have whatever our manufacturing cost is
plus the royalty and that is what we sell them at. They in turn are promoting in
the Philippines, and spending their money. It is just as if we were a custom
manufacturer in this particular case and being paid a royalty for making the
product. The markets are different and this is another thing that is not even
comparable. We get our manufacturing cost back plus a royalty, which we think
is fair. ;

Mr. Howe (Hamilton South): But, leaving Canada out of it there are
variations even between countries that they are sold to.

Mr. FrossT: Yes, I would say they sell Falapen competitively with other
products in the Caribbean and competitively with other products in the Middle
East and the market situation might be entirely different.

Mr. Howe (Hamilton South): So your marketing costs or manufacturing
costs should not vary whether you send it to the Philippines or sent it to Italy.

Mr. FrossT: No; that is correct.

Mr. HowE (Hamilton South): But there is a difference in those prices as the
products leave your factory?

" Mr. FROSST: Well, if we are selling it to another company, which is the
particular case in the Philippines, we are getting paid a royalty. When we sell it
in the bottles of 100 or whatever it is out of Montreal to such and such a drug
store in the West Indies they have a list price less discount, the same as we have
in Canada.

Mr. Howe (Hamilton South): But you will be able to provide us with these
figures for the different selling prices from your factory to the various countries
that you export to?

Mr. FROSST: Yes.
25073—2
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Mr. Howe (Hamilton South): I have one other question that is not related to
that in any way. I was late coming in and I do not know if it was brought up that
the Hall Commission report recommended that promotional costs should remain
within 15 per cent. If other drug companies were to agree to do this could you go
along with them and lower your promotional costs to 15 per cent?

Mr. FrossT: If this was a directive.

Mr. Howe (Hamilton South): No, not if it was a directive; if it were
voluntary?

Mr. FrossT: If it was voluntary and the whole industry was doing it, yes.
Mr. HowE (Hamilton South): You could do it?

Mr. FrossT: If it was voluntary—you used the word “voluntary”—and they
all agreed to it, we would certainly agree.

Mr. Howe (Hamilton South): The other companies told us they could not do
it.

Mr. FrossT: I am making the supposition that the other 99.9 per cent do it.

Mr. Howe (Hamilton South): So am I, and that is my point. This is the

question I have asked other companies and they said no, they could not operate
at 15 per cent, that they had to have a rate which was up as high as_30 per cent.

Mr. FrossT: Well I am saying if we had to we would. Let me put it that way.

Mr. Howe (Hamilton South): Well I did not ask that question. I said would
you if the others agreed to on a voluntary basis?

Mr. FrossT: Well, I am like the others. I said if they all did it, and I was
sitting there, we would probably try it, but I am not saying it would be the most
economical way to sell our drugs.

Mr. Howe (Hamilton South): Why would this destroy the economy of the
sale price by lowering your over-all promotional cost, if everybody did it—not if
you did it by yourself. I could see a rise in cost if you alone were to do it, but if
everybody did it why would this increase the price of drugs?

Mr. CorFiN: Dr. Howe, I would like to say a word or two on this subject.
Over the years we have done what we felt was a necessary job to promote our
products in the conditions as they exist and the cost of this seems to run a little
over 20 per cent for us. However, as Mr. Frosst indicated, if we were compulsori-
ly limited—this is a little more practical situation, and I think you are just
whistling by the graveyard if you think you are going to get everybody to agree
to this—by law to do that, with our volume we could possibly do a fair job, of
disseminating the necessary information to doctors with 15 per cent of our
volume; but you have just sounded the death knell of small companies who
might want to start and have not built up the type of volume we have. If you had
a company doing $100,000 in volume, on 15 per cent it could hardly publish a
price list.

Mr. Howe (Hamilton South): In your particular instance, if your company
could on a voluntary basis, if it were law, you would have to—and I was not
suggesting that.
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Mr. FrossT: Well, I think you would become hard pressed in the introduec-
tion of new products.

Mr. CorrIN: How do we know what the sales of new products are going to
be in order to say 15 per cent?

Mr. Howe (Hamilton South): Well this is an over-all 15 per cent. If you
introduced a new drug you could put 20 per cent on it and cut the others down to
14 per cent and you would still accomplish the over-all of 15 per cent. We are
talking about the over-all. Your figures are an over-all price of promotional
expense, not limited. I am sure you have some drugs that go higher than 20-odd
per cent and some of them would go lower. Well, you still end up with 15 per
cent. And if you introduce a new drug—you concentrate on drugs whether they
are new or seasonal—and raise this 20 per cent at the seasonal time or when you
introduce a new drug but, by the same token the others go down because they
are not seasonally applicable. So this still does not prevent you going over 15 per
cent on one in the same way you are doing now.

Mr. BranNcH: May I ask a simple question? You are assuming this would
have no effect on the sales volume?

Mr. Howe (Hamilton South): I am not assuming anything; I was asking a
question. There was no assumption.

Mr. BrRanD: May I ask a supplementary question. If in fact you were limited
to the 15 per cent, what effect would this have on your cost to hospitals?

Mr. Frosst: I think we would find the best promotion available within the
budget. We would have to look at the marketing mix and many things.

Mr. CorrFIN: If we were limited to a percentage of cost for promotion and
advertising we certainly would be interested in retaining this hospital leverage,
which we do not charge to promotion.

Mr. BrAND: One other supplementary question which has absolutely no
relationship to anything we are talking about. I am curious to know what you
call 292’s in Lebanon, that it all?

Mr. FrossT: They are 292’s in Lebanon. There is a 222 restaurant over there,
as a matter of interest. Apparently it is a place where Caesar stayed.

Mr. Howe (Hamilton South): Was it named 222 at that time? I did not know
you had been manufacturing that long.

Mr. FrossT: That was to let people know that he was there, was it not?

Mr. MAcKASEY: Have you recovered all the research costs of a drug that
existed in Caesar’s time?

The CHaiRMAN: Could I ask a question for clarification? You say you
export drugs to the Middle East, but do you not also have a factory in the
Middle East?

Mr. FrossT: No, we do not export now, we manufacture in the Middle East.

Mr. MACLEAN (Queens): At the bottom of page 14 it states:

Out to total 1965 company sales of $10,006,000, domestic human phar-
maceutical sales were $8,680,220.
25073—2}
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What is the meaning of the word “domestic” in this useage? Does this mean
non-export items?

Mr. FrossT: Yes, that is correct. We export to the West Indies, and there
are other chemical sales we make in the export market.

Mr. MAcLEAN (Queens): So the difference between these two figures, rough-
ly $1,300,000, is made up of export sales of pharmaceuticals, is it, or is there
something else included?

Mr. FrossT: Pharmaceuticals and chemicals.

Mr. MACLEAN (Queens): And chemicals, I see. So the $8 million includes all
your sales in Canada of both prescription drugs and non-prescription prepara-
tions.

Mr. FrossT: That is correct.

Mr. MACLEAN (Queens): What, roughly in general terms, is the relationship
of the percentage of your total sales which are made up of prescription drugs and
what part is non-prescription drugs?

Mr. FrossT: Perhaps Mr. Coffin could do some fast mental calculating, but I
would say somewhere around 35 per cent or 30 per cent O.T.C. and the balance
prescription.

The CHAIRMAN: O.T.C. means over the counter.

Mr. CorriN: We have a litle difficulty, Mr. MacLean, in distinguishing be-
tween the two because some of our products are both prescribed and they may be
sold over the counter and, indeed, are sold over the counter; 222’s, for example.
There are prescriptions for 222’s and they also may be sold over the counter. It is
a little difficult to really get down to a figure on this but I think that Mr. Frosst’s
figure of about one-third over the counter and two-thirds prescription is not too
far off.

Mr. MacLEAN (Queens): I was thinking chiefly of drugs that have to be
prescribed.

Mr. FrosstT: That is the way I was splitting it, not whether the non-pre-
scription drugs were prescribed or not.

Mr. CorriN: Well, the ones that actually demand a doctor’s prescription
would be down to about one-third, I would say, and two-thirds could be sold
over the counter.

Mr. FrROSST: Two-thirds?

Mr. CorrFiN: Yes. P.R. drugs and controlled and narcotics. I am not including
222’s.

Mr. FrossT: I am including 222’s as an O.T.C.
Mr. CorrFIiN: Well, we would not be more than—
Mr. FrossT: Well, we can give you the figure.

Mr. MACLEAN (Queens): I just wanted a rough idea. I do not have to have
the actual figures. I was leading up to another question. Have you any means in
your bookkeeping of determining the relative merchandising costs of the two
classifications? Which comes higher?
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Mr. FrossT: Let me say, first of all, the 222’s are a large proportion of the
O.T.C. segment and they cannot be advertised by law, so a large proportion of
promotion for them has to fall on the prescription items, our only method of
promotion—and this is always difficult for us to relate—is to detail our analgesic
line, the 292’s and the 282’s, and so on, to physicians along with 222’s in the hope
that he will recommend 222’s for somebody to take before he gets over to the
house to visit them if they have a cold, and then by word of mouth. There is
no other way to promote. We are not allowed to promote 222’s.

Mr. MacLEAN (Queens): Have you any public relations studies which would
give you any clue to when you reach consumer resistance on price, and is there a
tendency to reach a consumer resistance sooner in the categories of drugs which
are prescribed? I think, as with most commodities, the consumer has some
peculiar idea that he wants to get his necessities cheaply enough so that he can
splurge on the things in which he has a choice. It would seem to me that if you
raised the cost of over the counter drugs by, say, 10 per cent you would proba-
bly get less consumer resistance than you would if prescription drugs went up by
that amount. Is there any basis for such an assumption?

Mr. FrossT: We have not done a survey per se. We set our prices at what we
think are competitive in the O.T.C. items. I would be careful about raising O.T.C.
prices in certain areas without a survey.

Mr. CorrIN: About the only concrete thing I might tell you, Mr. MacLean, is
that we reduced the price a couple of years ago of one of our vitamin prepara-
tions, which is a sort of combination prescription-O.T.C. product, and the sales
immediately dropped off. We were trying it out to see if it would have a
beneficial effect on our sales, but it did not.

Mr. MAcLEAN (Queens): This was a non-prescription drug?

Mr. Corrin: That is right. However, it is very widely recommended by
doctors.

Mr. FrossT: I think it is very difficult to speak of this as a strictly O.T.C.
item. We hoped in this particular case the physician would recommend it oftener,
but vitamins are not as price sensitive as other drugs. What Mr. Coffin says is
true, we took as much as 30 per cent off the price and that is what we lost in
sales. We have been going down ever since. We reduced our sampling.

Mr. MacLEAN (Queens): Well, as a consumer of drugs, I think the average
person going into a drugstore to buy something over the counter will assume
that the price is what they want to pay and they will buy it. But if they go to the
drugstore to have a prescription filled, and they find usually that the price is
higher than they expected, whether it is or not, there is a tendency, I think, to
resist the price because it is something they have been told to get. They have no
choice in the matter, or little choice in the matter.

Mr. FrossT: I agree.

The CHAIRMAN: Gentlemen, before I pass to Mr. Mackasey, do you agree
that we should print today’s brief as part of today’s proceedings?

Some hon. MEMBERS: Agreed.
Mr. MAckASEY: I think Dr. Isabelle wants to ask a short supplementary first.
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Mr. IsaBELLE: I have a question and perhaps a suggestion at the same time.
On page 16, at the conclusion of your brief, you state:
Also we stand willing to participate in discussions with Federal and
Provincial Governments in the development of a plan for providing needy
persons with the drugs they require.

Are you aware that some companies are doing it right now? Because you
belong to private industry I think it would be a nice gesture on your part if you
would try to contact the Pharmaceutical Manufacturers Association of Canada
and make a plan and after that you could present your plan to the federal or
provincial government. In a democracy this should come from you, not from us.

Mr. FrossT: I agree on this.

Mr. MAcCKASEY: Mr. Chairman, I think Mr. Frosst mentioned that his goods
were sold to the druggist less 40 per cent. Have you ever done any spot check to
see whether this is the price at which the druggist sells it or whether they ignore
the recommended 40 per cent off and sell it higher than your recommended
selling price?

Mr. FrossT: Are you talking about prescription items?
Mr. MAcCKASEY: Yes, and over the counter.

Mr. FrossT: Well, on the over the counter items our suggested list is either
adhered to or it is cut.

Mr. MACKASEY: But never over?
Mr. FrossT: Never over.
Mr. MACKASEY: And on prescriptions?

Mr. FRrRosST: As there are various methods for pricing prescriptions and
every province is not the same, I could not say.

Mr. MAckASEY: Why I asked, Mr. Frosst, is last week I took the trouble to
take a prescription to three drug stores in Ottawa and I got a price of $12 at one,
$8 at another and $5 at a third. I am going to suggest to the Committee that these
three druggists be called before the Committee to explain how their problems
differ according to neighbourhoods, and the rest of it. I am wondering if we are
going after the right source of price cutting in going after the manufacturers
rather than the wholesaler or retailer.

I would like to compare your financial sheet on page 15 with the general
brief of the PMAC I presume you have that with you?

Mr. FrossT: Mr. Blanch, do you have it?
Mr. BLANCH: Yes.

Mr. MACKASEY: I note that your figures are fairly similar to that of the
industry, although you are lower on what we have been calling here marketing.

Mr. BLANCH: That is right.

Mr. MACKASEY: We spent a lot of time questioning the drug companies on
marketing, but according to the PMAC brief, which we have not managed to
refute or destroy or put a new interpretation on, at page 2 of section 2 the cost of
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marketing represents only 11 cents out of the prescription dollar and therefore,
Mr. Blanch, it would be lower in your own case?

Mr. BrancH: That is correct.

Mr. MACKASEY: Have you figured out what it would be? Of course, if you go
from 24 to 30 per cent it would be about 8 cents.

Mr. BLANCH: It is a question of the relationship of the selling prices of our
products to the final price to the public.

Mr. MACKASEY: Well, let me ask you as an accountant and then let us take
the brief and ignore yours for the moment. Since this marketing is supposedly
only 11 cents of the prescription dollar and if we cut it in half, as suggested by
the Hall Commission Report, we would only be saving 5% or 6 cents on the
prescription dollar.

Mr. BrancH: That is probably correct.

Mr. MAckASEY: Now, getting back to your own brief, if I may. On page 3—

The CHAIRMAN: For clarification, Mr. Mackasey was speaking about the 15
per cent levelled by the government.

Mr. MACKASEY: The point I am making is that the Hall Commission Report
made about 28 recommendations to reduce prices. As I see it, and based entirely
on the presentation of the PMAC, perhaps the most insignificant and ineffec-
tive way of reducing the price on drugs is to try and reduce the cost of
marketing, because it represents a relatively small part of the prescription
dollar. I think it is 11 cents on the whole prescription.

You say you manufacture in Columbia, Lima Peru and Beirut, Lebanon, for
which I commend you. Do you manufacture there under Frosst or under Merck?
‘Was this before or after—

Mr. FrossT: This was before.

Mr. MACKASEY: Are you familiar with the patent laws in these particular
countries?

Mr. FrossT: Not in detail. In most of these cases we have always had
partners in the country itself. We own the majority of the companies, but we
have partners there. There are patents in Colombia, certainly in Peru, and to an
extent in Beirut, Lebanon.

Mr. MACKASEY: When you say patents, do you mean—
Mr. FrossT: They are recognized.

Mr. MACKASEY: The Canadian patent is recognized?
Mr. FrossT: Yes.

Mr. MACKASEY: Would you say the climate in these countries is more
favourable for manufacturing than Canada?

Mr. FrossT: Most of these countries, particularly in Peru and Colombia, we
had to manufacture.

Mr. MACKASEY: Why did you have to manufacture?
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Mr. FrosST: Because if anyone else was manufacturing the product locally
and you did not manufacture it, I believe you could not import it. Is that right,
Mr. Blanch?

Mr. BLANCH: You either have to get in and manufacture or get out of the
business.

Mr. MACKASEY: That is exactly the point I have been trying to make on this
Committee since it started. In general Canada is very fair to the pharmaceutical
industry, but we do not have enough teeth in our law concerning manufacturing.
While your industry is asking for more patent protection, you are not guarantee-
ing this country any increase in manufacturing. Now, obviously you are manu-
facturing in certain countries because certain countries have said you either
manufacture here or someone else will, some all-Peruvian company or some
all-Colombian company. Do you know specifically which country has this law in
force?

Mr. FrossT: In the two areas we are in in Colombia and Peru that is in
effect. It is not in effect in the Middle East but we foresaw the possibility of an
Arab state union over there and therefore we built on that premise.

Mr. MackASEY: Dr. Howe asked you earlier about goods that you export and
in your answer you brought in the word “bulk”. Is anything shipped to these
countries in finished package form?

Mr. FrossT: In the West Indies I would say we sell in finished package form
wherever we can, but if someone else manufactures a product locally you have to
do it too, and we have set up to do that.

Mr. MACKASEY: The point I am getting at is I would like to see a comparison
of the prices at which you sell your finished package goods to these countries as
against your prices in Canada. When you say you ship in bulk we then get into
an ambiguous situation.

Mr. FrossT: The one in bulk I was talking about happened to be Falapen
that we ship in bulk to another pharmaceutical company. We are not in that
market. That is the way they purchase from us and they pay a royalty in the
price.

Mr. MACKASEY: This royalty in the price intrigues me. In other words, you
do sell them—theoretically at least or on the surface—at a lesser price than you
sell in Canada, and you are telling us that the difference between the price you
sell them and the price you sell to your Canadian outlets can be classified as
royalty payment? :

Mr. FrossT: No, because, as we all know, the cost of the ingredients bears
small relationship to the end price, and if this other company is doing business in
the Philippines, such as we are doing in Canada, they have all these other costs
which must be included in their selling price. I cannot give you their selling
price, but I would say it probably is not lower.

Mr. MACKRASEY: To make it easier, Mr. Frosst, are the goods you ship in
completed package form sold higher or lower? Is the invoice higher or lower to
Canadians?

Mr. FrossT: I have not got that price.
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Mr. MACKASEY: I do not need the specific price, but surely you as pres.ident
of the company know whether that invoice is higher or lower than the invoice to
Canadian outlets.

Mr. FrossT: I am talking about the West Indies now, and some of the
Falapen still comes from Montreal. If we sell directly from here to some drug
store in the West Indies, I think their price would be higher.

Mr. MackaSEY: Do you ship directly to a drug store in these countries or
do you ship it to a selling agent?

Mr. FrossT: To a distributor.

Mr. MAcgrASEY: Until very recently these were the products of an all-
Canadian company doing its research in Canada, but as part of the phar-
maceutical family you had the same problem of recovering research, which is
normal. Many American firms have told us how they recover research costs.
They are recovered in grants, royalties, and so forth, to the parent company, but
in your case you are the parent company, or were until recently. How did you
regain the cost in your company?

Mr. FrosST: We got royalties out of Beirut, Lebanon. We expect we will get
royalties in the other countries we are going into.

Mr. BrancH: First of all we recover the costs through the selling prices to
these countries. Where we have special manufacturing arrangements there are
royalty arrangements between these countries for payments.

Mr. MACKASEY: In other words, your selling price to these far away compa-
nies must be considerably higher than in Canada because you have to add to
their buying cost the royalty fees you expect to recover?

Mr. FrossT: We sell very little Falapen to Colombia, Peru or Lebanon. They
manufacture most of their products in those areas. Falapen may have been sold
directly—and this is one that keeps coming back—because of the patent
process we had. It is difficult to set up manufacturing in these countries. I believe
they are producing Falapen now in Colombia.

Mr. BLaNCH: No.
Mr. FrRossST: Where are they doing it?

Mr. BrancH: We are shipping it to Lima and to my knowledge there is no
other—

Mr. FrossT: This particular product is difficult to manufacture. Other than
that, these people are manufacturing in their own country. This one bulk export
I told you about is entirely different. It is a very small thing we are doing with
another company. It has nothing to do with our total export picture at all.

Mr. MACKASEY: I see an opportunity here of getting the whole picture in
reverse. Up until now we have been dealing with international companies who
have been charging sizable and probably legitimate amounts to their Canadian
subsidiaries to recover what is vaguely known—or specifically known, for that
matter—as research. In this Committee we obviously started out on the premise,
and the logical one, that one of the big intangibles, and one of the main costs to
the pharmaceutical firms, is the money devoted to research and the fact that it
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must be amortized over all products and must be amortized over many years. I
think this is true. Now, surely in the case of Frosst the same thing must have
worked in reverse for the goods you are exporting, the goods that were manu-
factured here. The research was done here until very recently.

Mr. FrosST: Yes, and it still is being done, and our research in Canada is
growing.

Mr. MACKASEY: Can royalties be recovered from Lebanon?

Mr. FrossT: And from Colombia and Peru, either in the form of dividends
or royalties.

Mr. MAckKASEY: How do you recover them? Do you recover them as an
additional mark-up on the product you are selling to your distributor?

Mr. FrossT: No, it is out of the net profit of the company, or royalties on
sales.

Mr. BraNcH: It is included in the price of the products which you ship to
them. In addition, you have a royalty arrangement on the total sales of Frosst
products in these countries.

Mr. MACKASEY: That is what I wanted to know. In other words, when you do
produce your prices, under no circumstances will the price to the Caribbean
countries or other countries be lower than the price you are selling to Canadian

firms. In other words, you are not dumping or you are not taking advantage of
Canada or Canadians. That is the point I am getting at. All these arguments you
have been giving us have convinced me that your price to your distributor
outside the country must be higher than to your distributor or to your druggist
in Canada.

Mr. BrancH: I would like to take a look at the actual price.

Mr. FrossT: I want to get the actual prices, but we do recover money in the
form:of royalties and dividends, which has helped to pay for our research in
Canada.

Mr. MACLEAN (Queens): I have a supplementary question. You say that
you manufacture in Peru, not for economic reasons, necessarily, but because the
Peruvian law requires it. Is that correct?

Mr. FrossT: It requires that if someone else is manufacturing the same
products there we also have to.

Mr. MACLEAN (Queens): In this case can you put the product manufac-
tured in Peru on the market as cheaply or more cheaply than if you manufac-
tured it in Canada and just exported it to Peru? In other words, looking at the
other side of the coin, is the cost of drugs to the Peruvian higher or lower
because of this requirement?

Mr. FroOssT: Because of the requirement?
Mr. MACLEAN (Queens): Yes.

Mr. FrossT: It can be higher. I have not got the price of goods down there
with me but I would say it could be higher.
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Mr. MACKASEY: The fact that is has to be manufactured in Peru increases the
cost to the consumer. In other words, if you could export directly into Peru from
your Canadian base, would it result in cheaper drugs in Peru?

Mr. BLANCH: It would depend upon the duty going into the country.

Mr. MACKASEY: If you keep saying “it would depend”, it does not answer
Mr. MacLean’s question. The fact that the Peruvian government has a law which
says that any product that is manufactured in Peru cannot be imported into
Peru, you must open another manufacturing firm in Peru—is that the law?

Mr. BLaNcH: Yes.
Mr. MACKASEY: —do you think this results in a higher cost or a lower cost?

Mr. FrossT: I would have to get the figures but I believe probably it could
be higher.

Mr. MACKASEY: In other words, manufacturing costs. Does that not lead to
another recommendation of the Hall Commission Report, which I presume you
are against? I notice you gentlemen smiling. That report recommends that the
Patent Act be amended to extend compulsory licence to include the licensing of
imports, the quality of such imported drugs to be assured by the food and drug
committee. In other words, is recommendation 67 of the Hall Commission a le-
gitimate and logical one, that is, that we increase importations into this country.
If Peru permitted the indiscriminate importation of drugs manufactured outside
Peru it would drive the cost of drugs down. Is the same thing true in Canada?

Mr. FrossT: If it is consistent with quality and the fact that the food and
Drug Committee has approved where the product comes from and where it is
manufactured, and it passes all the tests that we feel Canadian physicians want
to have when they prescribe it so that it will give them the security they need,
and provided the product is not patented in Canada. This has been the right of
everyone up until now.

Mr. MACKASEY: Let us presume that source is a well known European one
like Merck Sharp & Dohme, Smith Kline & French, Hoffman-LaRoche, or any one
of the other companies, would you not say their drug would meet our standards?

Mr. FrossT: Yes, I would expect they would meet our standards.

Mr. MACKASEY: I am not trying to put words into your mouth, but would you
not also go on to say that it would also destroy the industry as it exists?

Mr. Frosst: That is correct.
Mr. MAckAsSEY: Would you like to elaborate on that?

Mr. Howe (Hamilton South): Please excuse the interruption, but would that
lower the price of drugs?

Mr. FrossT: I am not prepared to say, but it certainly would be—

Mr. Howe (Hamilton South): If patent restrictions were lifted and the Food
and Drug Committee were assured of quality control of imported drugs from
countries where there are no patents, such as Italy and Yugoslavia, what effect
would this have on the price of drugs to Canadians?

Mr. FrossT: If this is the type of society or climate, or the way Canada
wants to go not only in our industry but in recognition of all patents—they are
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not going to recognize them and therefore ours will not be recognized in other
countries— and this is the climate they want to live in I would say possibly you
might get them in cheaper to begin with, but I do not think that is going to be
the final result.

Mr. MAckASEY: I would like to go on the record, Mr. Frosst, that I do not
approve of these recommendations of the Food and Drug committee because I
think you do have a manufacturing industry in Canada, but I think the industry
has got to police itself to some extent to kep prices within reason or these types
of suggestions will ultimately come into existence to the detriment of destroying
an industry that does hire thousands of people and spends millions of dollars in
the country.

The CHAIRMAN: I assume when you said Food and Drug committee you
really meant the Hall Commission Report.

Mr. MAackASEY: The Hall Commission Report, I am sorry.

Mr. Chairman, I have just one further question. You are now part of the
Merck & Company family. Does that mean, practically, that you are in competi-
tion in Canada with Merck Sharp & Dohme?

Mr. FrossT: Yes, we most definitely are.

Mr. MACKASEY: Are there any areas where you are in direct competition? Do
they produce an equivalent to 222 or Ostoco?

Mr. FrossT: No, they do not. Many companies looked at us and we chose, as
I said, one that was heavily research oriented. The other criterion was that the
product mix did not conflict.

Mr. MAckasey: Now, Mr. Frosst, you spoke about research. I understand
your firm has done a lot of research in Canada and I think you are to be
commended for it. Will your research facilities in Canada remain independent
from those of Merck Sharp & Dohme in Canada?

Mr. FrossT: I will let Ron Stuart answer that. We definitely have a research
unit at Frosst; we had one before and we have one now under Merck and of
necessity we will be growing in Canada, so there is no duplication of effort. We
are tied in with $40 million worth of research that Merck is doing in the United
States.

_ Mr. MACKASEY: Yes, but I am speaking of Canada now. Would you at any
time pool your research facilities with Merck Sharp & Dohme in Canada?

Mr. FrRossT: Yes. We did not conflict with their research before. Dr. Stuart,
would you explain how it operated prior to that time? Dr. Stuart was with
Merck. We had a vacancy at the time that the merger came along and he took
over as our director of research.

Mr. STUART: Since the merger took place, our research at Merck Sharp &
Dohme in Canada has actually been incorporated into the Frosst research group.
Now, I might, for clarification explain how our research operates opposite the
research in the United States. Our research is a part of that $40 million. We have
chosen to operate in co-operation rather than in competition with them. In other
words, we have chosen projects that are not being worked on by our research
groups in the United States and these projects are, in essence, as important as
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any other single project in the whole Merck research organization. We have also
chosen to emphasize more particularly in Canada the fundamental aspects of
research than in any other research group. The reason is that the Frosst research
team that we acquired, and the additions we have made to it, have made it
possible for us to build a fine team of chemists and biologists who are capable of
doing fundamental research in the two principal fields which we mentioned.

Approximately 16 per cent of our effort is on fundamental chemistry and
biology, which is not specifically orientated towards any product or any disease,
which I think is a pretty good record.

Mr. MACKASEY: Sixteen per cent in Canada?

Mr. STUART: Sixteen per cent of our effort in Canada is on fundamental
chemistry and biology.

Mr. MACKASEY: May I interrupt you there. When you say “our effort”, would
you be more specific. Who do you mean by that? Is it Frosst’s effort or Merck
Sharp & Dohme’s effort?

Mr. STUART: I should say “Frosst” instead of “our”, because as part of the
over-all Merck research management I have to stop and think and clarify it
myself. The Frosst effort in Canada, as Mr. Frosst pointed out in his introduction,
is 71 per cent fundamental research, and of that 71 per cent 16 per cent of the
whole is in fundamental chemistry and biology. The other two pieces are
directed toward the cardiovascular field and the nervous system.

Mr. MACKASEY: The point is, sir, that sooner or later, and properly so, the
cost of research gets back to the consumer. It goes into the cost of every product.
This is the whole story. I am trying to find out if this research facility that now
exists in Montreal—you are just speaking about Frosst—is in conjunction with
Merck Sharp & Dohme and another one of the Merck family, or is it independ-
ent?

Mr. STUART: You mean Merck Sharp & Dohme of Canada?
Mr. MACKASEY: Yes.

Mr. STUART: Merck Sharp & Dohme research is part of the whole Merck
research, so is Frosst research part of the whole Merck research.

Mr. MACKASEY: How is the cost of the research apportioned to your product

and to Merck Sharp & Dohme’s product, because Mr. Frosst tells us you are both
competitors?

Mr. STUART: Well, I would prefer that the financial people answer that part
of the question, but I will say that as the projects we are working on are for
products that will be useful anywhere in the world wherever they are sold,
whether it be in the United States, Canada, or elsewhere, then the selling price
will have to cover the research that is put into them. Perhaps Mr. Blanch or
someone could tell you exactly where the immediate money comes from.

Mr. MAckaAsEy: Have you followed what I am trying to find out?
Mr. BLAncH: I would like you to rephrase your question, Mr. Mackasey.

Mr. MackaAsey: Well, obviously before the merger Frosst had a very vigor-
ous research division in Canada which, of course, recovered the cost of research
through the sale of its products and, according to the figures which you have
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provided, it obviously recovered even from exports through the medium of
royalties. Now, because of the absorption of Frosst in Merck & Company, which
is an international firm, we have the ambiguous situation of having two members
of the Merck & Company family in Canada; that is, Merck Sharp & Dohme and
Frosst.

Mr. BLANCH: That is correct.

Mr. MACKASEY: They are in competition with each other. First of all, did
that competition go right down to research facilities or are there pooled research
facilities?

Mr. BLaNcH: It is pooled research facilities.

Mr. MAcCKASEY: That is right. Now, if it is pooled research facilities, how do
you apportion the cost of research against Frosst Products and against Merck
Sharp & Dohme products?

Mr. BraNcH: The research which was done by Merck Sharp & Dohme in
Canada was on a particular field of products.

Mr. MACKASEY: I mean at the moment, never mind the past.

Mr. BraNncH: It so happens that we have not as yet had occasion to allocate
the research between the two individual companies.

Mr. MACKASEY: Is it because the business year is not completed?

Mr. BLANCH: It so happens we are just in the process of making the fiscal
years coincide, but that really is not a factor in the allocation of the research
projects. As far as Merck Sharp & Dohme are concerned, of course, their
products have come from research in the United States. The research which is
done in Canada at the present time is practically all related to the Frosst line of
products, but it is envisaged that we will have an arrangement between the
companies where we will be charging each company a share of the research work
which is applicable to their respective activities.

Mr. MAckASEY: How is it going to reflect in the product to the consumer?
How are you arbitrarily going to apportion this research over two products
which could be in competition with each other? There are bound to be some
Frosst products in competition with—

Mr. FrossT: May I say something on this? If a product is developed out of
the research unit in Canada, for instance, and it happens to fit into MSD of
Canada’s line better than ours, and if their men are more knowledgeable in the
particular field in which this product is developed, then they will get it.

Mr. MAckrAsSEY: When you say in their line, Mr. Frosst do you mean in their
selling line, their retail line, or what?

Mr. FrossT: Well, if it was a new diuretic, which they have been famous for,
it is more logical for their men to detail, it fits into the total line they are
detailing to the physician, then this product would probably go to MSD in
Canada and there will be a reflection in their price of so much for research. If it
went to Frosst it would be the other way.

Mr. MAckasey: Well, what you are saying is that the parent company,
Merck & Co. Inc., have two selling agents, two outlets, in Canada; Frosst and
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Merck Sharp & Dohme. They are going to allocate it to the company that suits
their financial picture best.

Mr. FrossT: Not the financial picture best; just how it would fit into their
total program best.

Mr. MackASEY: Which I imagine, in a private enterprise system, is the same
thing.

Mr. FrossT: Yes. We would pick the company which was going to make
more sales and the product would be given to that company?

Mr. MAcKASEY: The royalties that you have been collecting from outside the
country have, no doubt, lowered the cost of the Frosst operation, making your
product that much cheaper to the consumer. What will happen to these royalties
under the new set up?

Mr. FrossT: We expect to get royalties from Frosst products sold abroad.

Mr. MACKASEY: You expect to get them, but who is going to benefit from
them? Will it be Frosst organization, the Merck, Sharpe and Dohme organization,
or the Merck company?

Mr. FrossT: They will be paid into Charles E. Frosst.

Mr. BLaNncH: It will be the total Canadian operation.

Mr. MAcKASEY: The total Frosst Canadian operation?

Mr. BrancH: That is right.

Mr. MACKASEY: That is all for the moment, Mr. Chairman.

(Translation)

Mr. GoyeER: Mr. Chairman, before Frosst Company became part of Merck
Company, did you sell in the United States?

(English)

Mr. FrossT: Before we became part of Merck, did we sell products in the
United States? We exported some chemicals. I think this year it would be as
much as half a million dollars.

The history on it is that back in the thirties my grandfather, having come
from Richmond, Virginia, opened up a branch down there but with not very
many items. I suppose it was partly sentimental because he came from Rich-
mond, Virginia. When the war came along in 1939, and we could not travel there
and could not get the money to run it on the spot, it folded up at that time.

We had an experiment in Buffalo in 1952, which I think we can best term as
an artistic success but a financial failure. We then concentrated our efforts in
Canada and in our other export fields. We have always had an eye to the United
States, and we are certainly not ruling it out for the future, but with the
personnel we had we thought we had better concentrate our efforts in Canada.

(Translation)

Mr. GoyERr: Did you get any royalties from the United States?
(English)

Mr. FrossT: Did we get any royalties from the United States? No.
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(Translation)
Mr. GoYER: None whatsoever?

(English)
Mr. BLaNcH: No; because the products we were selling to the United States
were shipped on a straight export basis. It was all included in the selling price of

the product.

(Translation)

Mr. GoYER: When you were operating alone, did you sell royalties to other
countries, or, in other words, patent rights. I had better say patent right for
operations.

(English)

Mr. BLancH: We received royalties from other companies on the sale of
Frosst products in these foreign countries where we had manufacturing facilities.
Of course, in those manufacturing countries we had partners, and it was on a
straight manufacturing licence basis that we were operating there.

(Translation)

Mr. GoYER: Yes, precisely. Did you simply sell patent rights without manu-
facturing in any given country. Did you, for instance, sell patent rights to Great
Britain, Switzerland, France or elsewhere in those countries, rather than in
countries in which you had to manufacture?

(English)

Mr. BrancH: Yes; we sold patented drugs to Great Britain. The price at
which we sold those drugs included what we considered would be a fair price for
the product and, in one instance, there was an additional royalty on the sales of
those products in the country in which they were sold.

(Translation)

Mr. GoveR: Now that you are operating together with Merck Company, will
your sales in the other countries or the royalties you receive from them be
favouring subsidiaries of the Merck Company?

(English)

Mr. FrossT: I think I heard a couple of questions there, but we are
operating, as we have in the past, in our export countries. We are manufacturing
Frosst products and selling Frosst products.

(Translation)
Mr. GoyERr: Do you, at the present time, sell to subsidiaries outside the
United States, do you sell your products to subsidiaries?

(English)

Mr. FrossT: Most of the countries where we sell, the manufacturing is done
there. I think I mentioned earlier that Falapen had been an exception because it
was a special process.

(Translation)
Mr. GoYER: Do you have business relations with the Merck subsidiaries?
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(English)

Mr. FrossT: Yes, we have a manufacturing unit in Beirut, Lebanon, and
they do not have one. We will probably manufacture their products for them
there. .

(Translation)

Mr. GoyER: Yes, but what I mean is this. Do you yourselves, have business
relations with those Merck subsidiaries which are already set up? Has the fact
that you have become part of the Merck Company opened new markets for
Frosst?

(English)

Mr. FrossT: Definitely; we are going to expand in the export field much
faster than we expanded before.
(Translation)

Mr. GoyvErR: Have you concluded any agreements with the subsidiaries
concerning the royalties which you receive or does that go into a melting pot?
(English)

Mr. FrossT: No; but certainly our intentions are that if Merck is helping us
get into a market where our products are sold there will be some royalty
arrangement.

(Translation)

Mr. GOYER: Are the arrangements clearly defined at the present time?
(English)

Mr. FrossT: No, they are not.

(Translation)

Mr. GoYER: Have you made any arrangements with the parent company,
Merck, to the effect of having to pay any given amount for inter-company
services rendered, or in order to cover overhead costs which the parent company
has to assume?

(English)

Mr. FrossT: We are not paying any fee at the moment.
(Translation)

Mr. GoyER: Do you foresee that you may have to pay such costs?
(English)

Mr. BrancH: We foresee that there is the possibility of having certain
inter-company costs charged to the Canadian company, which is only a natural
inter-company operation. In other words, we will pay for those services which
are performed in Canada.

(Translation)

Mr. GovER: What is the type of services that you expect to receive from the
parent company?

{(English)

Mr. FrossT: Certain auditing services, too.
25073—3



1002 DRUG COSTS AND PRICES November 1, 1966

Mr. BrLaNcH: There are financial services, there can be marketing services,
there are what you might term general management services for the Canadian
company; but these have not been defined. As you well know, there is the usual
argument between the various government sources to make sure that the charges
are properly allocated to the various countries, and then we get into difficulties
between the government bodies and the various taxing authorities in these
countries.

(Translation)

Mr. GoyER: Would you have any objection to submitting to a disclosure law
concerning the relations that you as a subsidiary have with the parent company,
Merck?

(English)
Mr. FrossT: No, not at all.

(Translation)

Mr. GoyYeER: You have given percentages in regard to the expenses paid
through your sales. It appears that you devote 32 per cent to professional
representation services and that, further, it might be necessary for you to pay an
additional amount in this respect to the parent company. Do you believe that this
figure of 32 per cent—it might even be larger than that—is a normal one as
compared, for example, to the amount you devote to research: 8 per cent? Or to
general manufacturing costs: 29 per cent? Do you think that this proportion of
expenses is normal in any given industry?

(English)
The CHAIRMAN: May I ask a question? You mentioned the figure of 32 per
cent. Did you get that figure by adding the 24 and the 7.7?

Mr. GoYER: Yes; by adding the 24 and the 7.7.
The CHAIRMAN: The 7.7 is part of the 24? It is just broken down?

Mr. FrossT: It is the last figure, advertising and promotion, 7.7, and it is
broken down.

(Translation)

Mr. GoYER: In any case could I ask a question? Do you think that this figure
of 24.7 per cent, to which you might have to add, as you say, certain extra
marketing costs payable to your parent company, is a normal figure as compared
to manufacturing or research costs. These seem to be proportionately very much
smaller.

(English)

Mr. FrossT: I would say, first of all, that we are not going to have any
additional charges to our marketing cost in the domestic division. I think that
when Mr. Blanch said that there may be marketing costs, it would be on an
international basis where they are in a country which has nothing to do with our
domestic sales in Canada.

(Translation)
Mr. GoyeRr: Does that mean that you will have to pay for marketing costs
that would not apply to the Canadian market?
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(English)
Mr. BLANCH: Any cost which we would pay to the parent company for
services rendered would be applicable to the Canadian market.

Mr. FrossT: But not specifically marketing.
Mr. BrancH: Not specifically marketing.

Mr. FrossT: Not at all. We have our own marketing set up, and the charges
are allocated accordingly. We direct our own marketing activities. Merck does
not direct the marketing activities of our products. Management fee, possibly; we
do not pay anything at the moment, though.

(Translation) _
Mr. Goyer: In relation to the amount that you direct to research, which is

8.3 per cent, do you calculate in that 8.3 per cent whatever you receive through
tax reductions from the Federal Government under the research item?

(English)

Mr. BrancH: Unfortunately, we have not been good recipients of the re-
search incentives here in Canada because we were unfortunaté enough to in-
crease our research laboratories in the year 1961, which was the base year. We
have been trying ever since to increase the research expenditures to offset the
capital expenditures which were incurred in that year.

In 1965 we did receive a small amount of tax benefit from the incentives. We
are hoping that in subsequent years, when the new incentive program is finally

announced by the government, we will be more fortunate in receiving some
benefit.

Mr. MACKASEY: May I ask a supplementary question? Would you not be
better off then with outright grants for research? Your firm would be better off
with a grant than with the tax incentive?

Mr. BrancH: Well, it depends: so long as the base year is not a fixed year;
but it did so happen that in 1961 we did have major capital expenditures which
a number of other companies also had, and it has affected very seriously the
amount of benefit which we have received under the research incentive.

(Translation)

Mr. GoyEeRr: If patent regulations were made stricter in Canada, would that
enable you to lower the professional service representation costs, because you
would meet less severe competition, at least in the first years?

(English)

Mr. CorrFIN: I would doubt very much if it would affect our company. Our
professional sales representatives perform two services. They detail doctors and
take information to doctors and bring back information to the company from
doctors, but, in addition, they service drugstores and they service hospitals. It is
about a fifty-fifty split. About half of the cost you see here—this 13.4 per
cent—is devoted to the detail function, and about half of it is devoted to
servicing drugstores. Under our system of operation we still have to have that. I
would question very much whether a change in patent laws would really cause

us to need less detailmen, because the large majority of our products, contrary
25073—3}
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to those of some other companies, are fairly open; they are competitive. I doubt
if it would affect ours very much.

We think we need this many detailmen to do an adequate job. It might have
some other effect, but I do not think that it would affect the size of our detail
force.

Mr. FrossT: I think we do an adequate job of calling on physicians, with the
size of force we have now and, therefore, if, over the years, we could double our
sales we are certainly not going to double our cost of representation and, in
effect, your total marketing costs should be a much lesser percentage of your
dollar than they are now.

We have built an organization which is capable of increasing its volume
without increasing its cost. Therefore, your percentages could come down.

(Translation)

Mr. GoyeR: But do you see or foresee or can you conceive in any way that if
the Government helped your industry towards decreasing the cost of drugs, you
could, in turn, through good management decrease your production or marketing
costs? Is there not a possibility of an inter-relationship between what we on the
outside can do and your side can do?

(English)

Mr. CorFiN: I think I understand your question. I am sorry, but I have not
got ‘a ready answer. One of the greatest things which would tend to make it
possible to reduce the cost of drugs would be to increase the volume. If we could,
as Mr. Frosst said, double our volume, then, since a great many of our costs are
fixed costs of doing business in the Canadian climate, our costs would not
automatically double.

However, I do not—

(Translation)

Mr. GoyeERr: May I just interrupt at this point? It is nevertheless rather
surprising to see that when a Canadian company goes into American hands, for
instance,—it is of necessity to broaden its market, expand its operations and
expand its research possibilities—there is never felt any decrease in the cost of
drugs. If you say that if you were able to double the volume then you could
decrease costs, then does not the fact that you have merged with Merck, which is
as you said, is a very strong international company, mean that you could
automatically decrease the cost of drugs?

(English)

Mr. CorrFIN: It is quite possible that it may, on certain products. However, I
take a little issue with, the statement that as the volume increases there has been
no evidence of a decrease in the price of drugs. We have quite a number of
products, which I could list for you, for which, as the volume has gone up, our
prices have gone down. I might mention the one which was referred to some
time ago, Trulfacillin. As the volume has gone up we have had three or four
decreases in the price of this drug, to the point that it now sells for somewhat
less than half what it did when we first introduced it with a very small volume.
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The prime reason for expanding research is to keep abreast of new develop-
ments and to develop new drugs for the health and well-being of the public, and
also on which, hopefully, we might make a profit. j

(Translation)

Mr. GovEeR: Yes, I understand very well that the more you concentrate
research nowadays, the more you can spread out the cost for it, that is obvious.
But it is surprising to note that the Canadian companies, when they were purely
Canadian, had to operate in circumstances that were not easy, granted, but
nevertheless there were some profits and profits increased and they compensated
the owner of the company. Immediately, and that we note from our own figures,.
we note that between 1946 and 1965 you were able to double the number of your
employees. Therefore it was an enormus expansion for a company which started
to operate in 1898. But the fact that you merged is not only your case—with an
ever larger company in order to, I hope, not only get profit out of the Canadian
company but also to derive benefit from the scientific point of view and market-
ing. I wonder how it is possible that in the pharmaceutical industry we do not
see a benefit also at the level of the consumer, whereas in other industries when
mergers occur the cost decreases and it is the consumer who benefits. ;

In your company there is a standstill. There is almost the same percentage
of profit even in the case of a merger; but then one suddenly notices that there
are additional costs because of inter-company charges, dividends. The fact that
you expand does not in any way give you the possibility to produce on a less
costly basis. Does that mean lack of imagination or do some profits go where they
should not go?

(English)

Mr. FrossT: Actually, it has only been a year and a bit. We have not felt this
expansion internationally; we are looking forward to it internationally. As far as
domestically is concerned, we are the same company as we were before. We have
a line of products different from Merck.

It is not a case of the two getting together on one line and being able to do
something for less. We are an entirely different sales organization. We have not
been swallowed up. That was not our intention when the family disposed of the
business. We wanted to continue as Frosst in this country and around the world,
and this was one of the requirements of the person who was going to purchase
our business, that we did not lose our identity or stop operating as Charles E.
Frosst & Co.

(Translation)

Mr. Goyer: I certainly do not want to blame Frosst for having sold out to
Merck, that is the owners’ business, that is not our business, although we may
deplore it. Frosst which was, shall we say, an average company, has merged with

a very large international company and yet it cannot manage to decrease its cost
to provide some benefit for the consumer. Is that in conflict with our economy if

we say the more we can spread out the overhead costs of a company, the larger a
company is, the lower its production costs and the better the consequences for
marketing. That is to say, you can put new products on the market at the same
time as your former products, because you have merged with a large company
already in operation which will help you put new drugs on the market.
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Mr. Frosst: I would say that we hoped to see some savings in costs because
of the merger even if we had stood still; but as we are growing, and as we pay
more wages and everything else, perhaps that is where the saving is; we do not
have to increase our prices. Where it is going to be feasible to reduce prices, we
certainly will, but if we can even hold the line in this economy, then, as a
relationship, prices in effect are lower even if we hold them the way they are.
We expect to see some savings because of the merger. We have not seen them all
yet because we have not been together long enough.

(Translation)
- Mr. Goyer: I am afraid that the savings you are going to effect will have to

be paid out in lump sums, termed “inter-company costs” which in the long rum
disappear from our market.

(English)
Mr. FrosST: At the moment we are not paying any.

(Translation)

Mr. GoYER: You foresee that the possibility exists. All you have to establish
now is the agreement, according to the statement of one of your officials.
(English)

Mr. FrossT: May I say that if it is a product out of Merck research in the
United States—and we have one we are marketing now, Protriptyline, which the
Frosst organization, got from Merck, & Co. we are not paying a royalty at the
moment. But I am not saying that maybe we will not; just as, if we develop
something out of Canada which goes to Merck in some other part of the world,
there will be a royalty paid to us.

The CHAIRMAN: Could you spell that Protriptyline.

Mr. FrossT: Protriptyline, p-r-o—you are selling it, Mr. Coffin.

Mr. CoFFIN: I can pronounce it!

Mr. MACKASEY: May I ask Mr. Frosst a question while you are getting your
spelling straightened out? Different firms which have appeared before us have
handled this question of financial arrangement with the parent company in
different ways. I think Hoffman-LaRoche show no royalties—or perhaps it was
Smith Kline and French—but they do show—and I will read it to you—“Int-
er-company service charges, included as part of the costs of general administra-
tion, amount to approximately $500,000 on an annual basis. This payment
represents a proportionate share of the management services provided by the
international division of Smith Kiline and French.” Do you have, in your agree-
ment, something built in like this?

Mr. FrossT: Nothing.

(Translation)

Mr. GoyeRr: Did Merck Company operate its research on a centralized or a
decentralized basis before you became part of that company?
(English)

Mr. FrossT: Dr. Stuart, I think, can best answer that, having been with
Merck.

Mr. STUART: Merck has operated on a decentralized basis since 1953, when it
merged with Sharp and Dohme. They had two laboratories, one in Rahway, New
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Jersey, which is not far from New York, and the other in West Point, Pennsyl-
vania, which is not far from Philadelphia.

Merck has done research in Canada since 1953 as Merck, Sharp and Dohme
of Canada, so that also was, if you like, a diversion.

Frosst research was added last year. Merck has opened a laboratory in
England. It has a laboratory operating in Australia, and possibly will be opening
in other countries. Therefore, I think the answer is that Merck does not intend to
centralize research.

Mr. A. W. Laipraw (Legal Cousel): Mr. Chairman, if I may, I would like to
pursue certain questions relating to patents, which were initiated by Dr. Howe
and followed up by Mr. Mackasey and now by Mr. Goyer.

In your merger with Merck, Mr. Frosst, were the Frosst patents assigned to
Merck?

Mr. FrossT: I do not think so. I was not going to give you a fast answer, but
I am pretty sure they were not.

Mr. LamrLaw: It was not part of the merger agreement that the patents
would be included?

Mr. FrossT: No, the patents are still in the Frosst name.

Mr. LAIDLAW: Since your merger, are you licensed by Merck in so far as
concerns patents which are created, or instituted, in the United States?

Mr. FrossT: I mentioned Protriptyline which is one of the drugs that came
out of their research, which we are marketing.

Mr. LaprAw: In other words, you are operating under your own patents, as
well as under licence from Merck with respect to other patents; am I correct?

Mr. FrossT: Yes. Dr. Stuart informs me that the patent on Protriptyline has
not been granted yet; but let me say that a product on which they have a patent
would be licensed to us if we sold it.

Mr. LamLAw: Would this not be the situation, then, that your parent
company would license its patents throughout the world to the various subsidi-
ary companies of Merck?

Mr. FrossT: This is a question really that Merck could answer better than I
could. I do not know.

Mr. LaipLaw: The reason I pointed it out really for the committee is that the
world market, I assume, in this particular industry, and probably with Merck as
well, is divided up into certain patent areas, and certain companies connected
with Merck are limited to the manufacture of those particular drugs in specific
and certain areas. I suggest to you—and I would like to know if this is true—that
if this is so your export activity cannot really be largely increased. You are
exporting now to the West Indies and to certain smaller South American
countries, but presumably you are not entitled to export to perhaps France or to
the United Kingdom because of the fact that in France and in the United
Kingdom your sister corporation—if I can call it that—has the licence?

Mr. FrossST: You are talking about one product out of 200 at the moment.
All our products,.I would say, without exception are saleable in those countries.
We could sell up in France, if we had the people and the time and the inclination.

Mr. LApLAW: In all countries in the world?
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! Mr. FrossT: Most of our lines are very competitive. In the case of patented
items that we have, and where we have the patent in force, we can sell in other
countries. We are not prevented from going into these countries because of any—

Mr. LADLAW: You would not be prevented by patents?

Mr. FrossT: Not at all.

Mr. LArpLAw: You are not prevented from expanding your export activities?
Mr. FrossT: Not at all.

Mr. LapLaw: I have another question, Mr. Frosst: I wonder if I could have
some specific information on your 217 tablets and your 222 tablets? I assume that
you have had patents on both these products, or have patents?

Mr. FrossT: There are no patents on them. There are trade marks on them,
but there are no patents on APC or on APC and C.

Mr. LAapLAW: No patents whatsoever?
Mr. FrossT: No.

Mr. Laipnaw: Has the price, since you have introduced these tablets, gone
down markedly at all? You state on page 5 that these products are now being
imitated. As the growth of these so-called imitations grew has your company’s
price gone down—the company’s?

Mr. FrossT: No, it has not gone down. I cannot think of the last price
increase. I know that when the sales tax went up we increased 222’s. We did not
increase our total line. We put a lot of it on 222’s and we did not change our list
on the balance of our prescription items. But we have not had price increases in
40-odd years. I do not know whether it went up five cents or not back some-
where before my time. I could say that this is still the free choice of the public, to
pay that price or buy something else. They are not locked into that price, in any
way at all.

Mr. LaipLAW: But not being in a patented situation, competition in this
particular area has brought down the price, perhaps has it?

Mr. FrossT: Well, it certainly held it where it is over the years. There is a
lot of competition in this field, as you know. There are TV advertised products
and everything else, and we cannot advertise this product.

Mr. LamnLAw: Has the Commissioner of Patents ever granted to a third party
a compulsory licence for any Merck product?

Mr. FrROsST: You are asking a question which I cannot answer.

Mr. LATDLAW: You do not know the answer to that question right now. Have
you granted, Mr. Frosst, voluntarily licences for any of your products to any
people?

Mr. FrossT: Falapen; but not in this country, nor have we been approached.

Mr. LaipLAW: In other words, you are not worrying too much, as some other
companies were worrying, about Section 41(3) of the Patent Act?

Mr. FrossT: Without using any sort of legal terminology, our position on
patents, if I can state it in layman’s language, is that we think that, in exchange
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for a patent granted, a person must perform a certain function in Canada with
that product.

We also think it should not be abused. If I may take two particular cases:
first, if a manufacturer is granted a patent, and after a reasonable length of
time—a number of years—he is not marketing it in Canada then I think that a
compulsory licence should be granted to somebody who wants to fulfil that need
in Canada, in exchange for a fair equitable royalty for the man’s invention.

The second situation is this: he is marketing in Canada, but after a reasona-
ble length of time he is not manufacturing it in Canada. If somebody else wants
to assume that responsibility of manufacturing, which he claims the other man is
not fulfilling—if he wants to fulfil that responsibility, then he should be granted
a compulsory licence; again, in exchange for an equitable royalty.

I think that is basically it.

Mr. LatpLaw: Thank you, Mr. Frosst. I have one final question and it relates
to two statements made on page 8 of your brief. At the bottom of paragraph 2
you say that “the risk of obsolescence within a short period is exceptionally
high.” and yet in the immediately following paragraph you state that “the
pharmaceutical industry in recent years could not have developed without the
patent protection that made possible industry’s sizable and continuous invest-
ment in comprehensive research and development.” My question is this: Is the
17-year period, this term of patent protection that we have in Canada too long,
considering the type of obsolescence you refer to in paragraph 2?

Mr. FrossT: I do not want to say what is too long, but from my experience I
doubt if many companies have had the benefit of 17 years. Some other product
has probably replaced the original one’s usefulness.

Mr. LampLaw: That was what I was curious to know. You have a good
product in the first year, but 17 years later you can have all the patent protection
in the world on it but presumably the product will be outmoded.

Mr. FrossT: Yes, I agree with you.
Mr. LAbLAW: That is all, Mr. Chairman.

Mr. BRaND: I would like to pursue that a little further. Do you have a patent
on Danilone?

Mr. FrossT: Danilone is an anticoagulent. No, we do not have a patent on it.
We developed it, though.

We have today Climacteron it is a patented product—one of the ingredients,
Falapen, is a patented process in so far as the Polymer 37 coating is concerned.

Mr. BRAND: Does anyone else manufacture Danilone except yourselves?
Mr. FrossT: I think it was listed by a few other companies.

Mr. CorrFin: Parke-Davis had it listed, but I believe they have gone off the
market. There are a couple of other companies—smaller houses—who sell it. I do
not know whether they manufacture it.

Mr. FrossT: I do not know whether they manufacture it.
Mr. CorrFiN: I do not know where they get it but they sell it.
Mr. MACKASEY: Where do you think they might get it?
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Mr. CorFiN: It is pretty hard to tell. It is manufactured for them, I am sure,
by some custom manufacturer of which there are a number. The people who sell
it do not operate their own manufacturing so they must buy it from someone.

Mr. MACKASEY: Are these custom manufacturers Canadian.

Mr. CorFIN: They may or they may not be. There are a few in Canada. It is
pretty hard for us to tell you where they get it, because we do not know.

Mr. BRAND: In the matter of the development of this drug, I am curious
about why it is not patented. Is it because the process was not patentable? Is that
what you mean?

Mr. FrosST: The work was done in France, I think. I am not sure where it
was done. This is quite some time ago. What we did was to develop a process for
manufacturing it economically. We did not really discover the drug.

Mr. BRAND: You did a lot of the actual research work on it. I know you did
some at the University of Saskatchewan.

Mr. FrossT: Yes, we did.
Mr. BranD: I would like to go back to the matter of research. A lot has been
made of research, and we hear a lot of very confusing things today. Eight point

three per cent research and development: Does that development include build-
ing new plants, or is that strictly research that 8.3 per cent?

Mr. FrossT: I think we have a breakdown of that figure. Mr. Blanch, are
there any lab improvements in that? We have not built any—?

Mr. BLancH: That would include the current operating costs of the research
laboratory, but it certainly does not include the capital costs of the research.

Mr. BranD: That is why I did not know what you meant by development.
Let us say that you quit research completely. What difference would this
make to the cost to the consumer on the dollar presecription?

Mr. FrossT: Let us assume that it is double. I would be half of that. It would
be 4.15.

Mr. BRAND: That is all. As you probably realize, after perusing some of the
previous minutes of the committee, a very cogent point has been made against
some of the generic manufacturers, that one of the reasons why their costs are so
much lower is because they do not do any research. If it is a matter of only 4.15,
would this argument hold water in this regard? It does not seem to be very
much. Surely their costs are quite a bit lower than 4.15 per cent?

Mr. FrossT: I suppose so if I were alone and did not want to research and
did not want to spend the money in making the physicians of Canada aware of a
new product, its indications and counter-indications, and build in the quality
standards that we have I could lower costs. Research is only part of this total
mix. Under circumstances not very long ago, I might have got away with
whacking some of these things out in the garage somewhere and taking the
chance whether they were going to work correctly or not. But I could have
sold them and I could have sold them at the prices at which some other people
are selling them.
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Mr. CorriN: I think one of the things, Dr. Brand, that we should bear in
mind here is that the generic houses are, by and large, only interested and only
able to function, in those products for which somebody has created a substantial
market.

I think that if Frosst, Merck, or anyone else, were to offer most of the houses
a brand new drug, no matter how good it may be, if it was at all competitive but
had no marketing they would not be interested in it at all. They are interested in
them only after somebody else has spent a great deal of money creating the
market, creating a sale, at which time it is feasible for them to go in with no
expenditures and substantially reduce the price. However, there would be no
new drugs under that circumstance.

Mr. BranD: I believe, Mr. Frosst, you made the statement that it is really
cheaper to import drugs providing the import duties were not too high. Did you
make that statement?

Mr. FrossT: No, I did not make that statement. I said that they might come
in cheaper.

This has been an avenue open to anybody in the past, so long as the drug
was not patented and met FDA requirements.

Mr. MACKASEY: Supplementary to Dr. Brand’s question, and more as a point
of clarification: In all fairness to the firms, Dr. Brand, which have appeared,
they have not stated that the only difference between their costs and the
generic costs was research.

Mr. BranD: I think they made that point, Mr. Mackasey.

Mr. MACKASEY: I think the generic firms themselves emphasize that they can
market their product at a lot less than 30 per cent. They did point out some of
the reasons and the ways in which they do cut down. I think one of them was the
advertisement in the Pharmacopoeia, as I recall.

The CHAIRMAN: Are there any other questions, gentlemen? If not, I would
like to thank the Frosst Company for coming before us this morning to present
their brief and answer our questions.

Mr. MACKASEY: Mr. Chairman, who are the next witnesses, may I ask?
The CHAIRMAN: On Thursday, Parke, Davis and Company.

Mr. MACKASEY: When do we intend to have representatives of PMAC back?
I ask this because at the time they presented this brief we skipped entirely their
very detailed section on patents.

The CHAIRMAN: The twenty fourth of November. At that time we also
expect to have representatives of Canadian drug manufacturers—in other
words, some of the generic manufacturers—to discuss the same thing, and
possibly one or two individuals who are also interested in the same thing.

Mr. MACKASEY: All at the same meeting?
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The CHAIRMAN: I would certainly think that they would all be in attend-
ance at the same meeting, but the exact format of the meeting, we have not as
yet worked out.

Mr. BRAND: Is our good friend Dr. Wright coming next week?

The CHAIRMAN: Yes; Dr. Wright has accepted our invitation for the eigthth
of November.

The meeting is adjourned.
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Gentlemen:

I am pleased to have this opportunity of appearing before your Committee
on behalf of Charles E. Frosst & Co., a company that my grandfather founded in
Montreal at the turn of this century. Our growth since then and our experience
as manufacturers of high quality pharmaceuticals can, I hope, throw some light
upon aspects of the pharmaceutical industry that are not always clearly under-
stood.

At the outset, I shall point out that my description of our Company is based
largely on facts and statistics that pertained as of May 31, 1965. In mid-1965
Frosst became part of Merck & Co., Inc., an outstanding and heavily research-
oriented international pharmaceutical and chemical company based in the United
States.

We entered into an agreement with Merck because it was easily demonstra-
ble that the joining of our companies would be mutually beneficial and that
Frosst’s ability to serve both the Canadian medical profession and the people of
Canada would clearly be broadened and the expansion of its export business
could be accelerated.

Lo

Over the past 15 months our own research facilities in Canada have been
expanded and our total staff increased. We are now benefiting from joint
research with Merck, a company backed by an annual research operating budget
of U.S. $40 million. In the international field our export activites are also
expanding.

I would emphasize, however, that the managerial philosophy and the stand-
ards of professionalism that governed the activites of Charles E. Frosst & Co.
before the agreement and which we share in common with Merck, continue to
guide our company today.

= atle

BACKGROUND OF THE COMPANY

Charles E. Frosst founded the company bearing his name in Montreal in
1899 to produce prescription medicines and other pharmaceutical products. The
Company’s original plant was located on Lagauchetiere Street in the heart of one
of the oldest business sections of the city. As the business grew, Frosst expanded
its facilities by annexing space in nearby buildings. To permit further expansion,
the Company moved to its present headquarters in Westmount, Montreal, at
the beginning of 1926.

The Company’s continued growth is reflected in the seven major additions
made at the Westmount location, the most recent being completed in 1965.
Today, facilities for research, production, administration and other office services
cover an area of 175,000 square feet. Frosst maintains a network of sales offices,
warehouses and depots in Toronto, Winnipeg, Calgary and Vancouver. Abroad,
Frosst products are manufactured in Bogota, Colombia; Lima, Peru; and Beirut,
Lebanon. In addition, export sales are made from Montreal to the West Indies,
the United Kingdom and other countries.
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Frosst experienced its greatest growth period following World War II when
employment in Canada climbed from fewer than 200 in 1946 to more than 500 in
1965. The bulk of these—420—were employed in Quebec province; but we also
had 48 employees in Ontario, 18 in Alberta, 16 in British Columbia, 7 in the
Atlantic provinces, 6 in Manitoba, and 5 in Saskatchewan.

More than a quarter of our employees—I141—held university degrees
including 4 M.D.’s, 9 Ph.D’s, 7 with Master’s Degrees in Science, 26 with Bache-
lor of Science Degrees and 80 who had their Bachelor Degrees in Pharmacy.

Wages paid by the Company in 1965 totalled $3,434,000 compared, for
example, with $836,000 in 1946. Purchases of goods and services increased from
$2,261,000 in 1946 to $4,512,000 in 1965. Since both wages and purchases made in
Canada contribute to the nation’s economy, it is worth noting that approximately
$3,755,000, or over 80 per cent of the 1965 purchase figure, went for materials or
services bought in Canada. Purchases outside of Canada were principally for
chemicals which were unavailable in this country.

Py
PRODUCTS
Charles E. Frosst & Co. makes and markets more than 200 different products
in Canada in more than 500 package sizes. The products fall into five general
groups:

Analgesics:

Frosst is the largest producer in Canada of ethical products for the relief of
pain. Company scientists developed the formula for the product known in
Canada as “217” Tablets in 1910 and, a year later, that for another pain-relieving
product, “222” Tablets. These products are now imitated in many countries
under a variety of trade names.

Chemotherapy and Antibiotics:

These consist of sulfanamide preparations, penicillin preparations, combina-
tions of sulfa drugs with penicillin, and tetracycline preparations.

Vitamins and Minerals:

Since 1928, when the Company became the first producer of synthetic
vitamin D in Canada, Frosst has developed a comprehensive group of vitamin
and vitamin and mineral preparations suitable for various age groups.

g
Hormones:

Following basic research work in Europe, Charles E. Frosst & Co. began
manufacture of testosterone, estradiol and progesterone at a time when these
were little more than laboratory novelties. The Company’s activity in this field
led to production of naturally occurring conjugated estrogens of equine origin,
and to their stabilization and standardization.

Other Therapeutic Preparations:

Among numerous other Frosst products are anti-coagulants for oral admin-
istration; a non-barbiturate hypnotic; products for the relief of nasal congestion,
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hay fever and other allergies; and products for the treatment of hyperacidity and
gastric and duodenal ulcers.

%4
RESEARCH

Over eight per cent of the Charles E. Frosst & Co. pharmaceutical sales
dollar is spent for research, continuing a tradition in this field that dates from
the earliest days of the Company. The research and development staff, as of May
31, 1965, totalled 54, including 9 Ph.D’s and four medical doctors.

Today, our research and development staff has grown to 77. Among current
research projects are those directed to the development of new psycho-
therapeutic drugs, cardiovascular drugs, anti-cancer compounds and the im-
provement of hormone products.

The Company operates the only laboratory producing radio-active phar-
maceuticals in Canada. Under licence from the Canadian government, radio-
active drugs of rapidly changing potency are standardized daily and delivered by
air to major hospitals across the country. Other compounds are synthesized with
more stable radio-active isotopes.

Research in the pharmaceutical field has become particularly complex, re-
quiring a broad variety of disciplines and skills, as well as a major financial
investment. Our company participated in the preparation of the chart, presented
with the Pharmaceutical Manufacturers Association of Canada (PMAC) brief,

g

which showed the evolution of a product from the time it is conceived until the
drug reaches the patient. This chart, “New Drug Submission for F. & D.D. in
Canada” is Appendix H of the PMAC brief.

The incentive for such research is the desire of scientists to understand the
unknown and to see their knowledge applied in ways that are beneficial to
mankind. The incentive for such investment has been and remains the oppor-
tunity to make a profit commensurate with the financial risk inherent in a field
where only one candidate compound in several thousand becomes a product, and
where the risk of obsolescence within a short period is exceptionally high.

In the Company’s opinion, based upon its experience, the pattern of product
research that has characterized the pharmaceutical industry in recent years
could not have developed without the patent protection that made possible
industry’s sizable and continuous investment in comprehensive research and
development. These investments, in both personnel and money, that are made
today, are for products that will help cure diseases in the years to come.

Tignd

MANUFACTURING AND QUALITY CONTROL

The standards that govern manufacturing and the control tests that verify
quality are designed by Company scientists and pharmacists during the develop-
mental phase of a product’s history. Scientific quality tests are applied scrupu-

lously to all basic materials, to in-process materials at important points in
25073—4
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manufacturing, and to the finished products themselves. To mention two exam-
ples, one Frosst product, “222” Tablets, is backed up by 263 different quality
control tests, 71 of which are analytical. “OSTOCO”, a liquid vitamin drop
preparation for infants, undergoes 303 different tests during manufacturing, 107
of which are analytical. At Frosst, the cost of quality control alone is over seven
per cent of manufacturing cost. Making prescription medicines to the highest
standards involves much more than careful scientific policy, however. It requires
a sense of responsibility on the part of the individuals who participate in the
manufacturing process and a company policy that precludes expediency and
insists on excellence. The complete manufacturing history of any Frosst phar-
maceutical item can be reconstructed readily through its identifying control
number. We keep a record of all tests performed during manufacturing, of the
personnel who conducted the tests, of the persons responsible for each phase of
manufacturing and packaging, and of the equipment used. In keeping with the
tradition developed over its nearly 70 years of making products to meet the
professional need of medicine, Frosst makes product reliability the first of its
manufacturing guidelines.

= 102

MARKETING

Frosst’s experience has demonstrated that the Company’s most effective
method for keeping the practicing physician abreast of the advantages and
limitations of its new and established products is through its professional service
representatives. The field force in Canada, including zone and district sales
managers, numbers 90 men, most of whom are graduate pharmacists. They spend
about half their time calling on physicians and dentists and the other half
servicing hospitals and pharmacies.

Continuously trained to discuss Frosst products thoroughly, the men visit
approximately 16,000 practicing Canadian physicians on an average of four times
each year. This liaison with the medical profession enables us to exchange
information that is helpful both to the doctors and ourselves. The majority of
doctors welcome the opportunity to discuss new pharmaceutical products and
also to provide our representatives with information on our products already in
use.

In visits to pharmacists it is the responsibility of the representatives to give
information on new Frosst products or new information regarding old ones. Our
representatives also help maintain adequate up-to-date inventories of Frosst

=14 =

products in the 6,000 retail outlets used by doctors and patients. It is Frosst
practice to make sure its prescription products are available, even in areas where
the demand may be negligible, and the Company accepts the return for credit of
any dated item that has not been sold before its shelf life expires and in addition
will accept for full or partial credit any non-dated product depending on age.
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In terms of the Frosst domestic pharmaceutical sales dollar, the field force in
1965 cost 13.4 per cent. This figure includes salaries to highly qualified profes-
sional men, extensive and continuing training courses for them and travel
expenses in maintaining a service to physicians, hospitals and pharmacists even
in the remotest areas of our country.

Other promotional expenses includes samples delivered to physicians only
upon request, which account for 2.7 per cent of the sales dollar, and advertising,
in which we invest 5 per cent of the sales dollar.

=jo

Frosst believes that pharmaceutical advertising performs a necessary func-
tion in informing physicians concerning new drugs and new information about
old drugs; moreover, by helping to create a broader market, it makes possible
increased production that, in turn, has often contributed to the lowering of
prices.

Frosst sells some of its products to hospitals at a lower price than that
charged to pharmacists. Experience has shown that products used in hospitals
become known to staff physicians, residents and interns. The products to which
they become accustomed in hospitals are the ones they prescribe in their prac-
tice. Our costs are not always a determining factor in setting these prices. We
compete for the hospital business at prices which are sometimes below cost and
consider this activity as part of the promotion of our products to the professional
staff. Our sales to hospitals account for less than 10 per cent of our total volume.

Liggas

We have been criticized by retail pharmacists for this practice. We feel it is
justified because it

(1) advertises our product and creates sales for the pharmacist.

(2) aids in keeping hospital costs down and makes it possible for them to
supply medicines to indigent out-patients at less than their normal
price.

Essentially, however, the price of each Frosst product results from the
interplay of many factors, including:

—The competitive situation.

—Potential market.

—Support of our continuing research and development costs.

—A reasonable profit during the product’s lifetime.

—Ingredient and manufacturing costs.

—Production overheads.

—Introductory promotional costs, literature, detail effort, advertising and

free trial medication.
—A share of the Company’s administration costs.
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i
SALES, PROFIT AND PRICING

Over the last five years, the Frosst Company’s sales and profit picture has
improved in a gradual but encouraging fashion, as shown by the published
financial results for all the activities of the Company.

1961 1962 1963 1964 1965

Thousands of Dollars

Sales (including F.S.T.) ....... 9,099 9,695 9,838 10,276 10,797
Federal Sales Taxes ............ 699 719 708 750 791
Sales (excluding F.S.T.) ....... 8,400 8,976 9,130 9,526 10,006
Profit Before Taxes ............ 1,172 1,295 1,235 1,359 1,547
OOt IATIEr. TaXes . /o s st s s 644 722 694 718 803

The Company’s profits after taxes are eight per cent on sales—in line with
PMAC figures—and 16.3 per cent on shareholders’ equity. Our rate of profit
reflects the cost of doing business in a limited market such as Canada, the kind of
industry we are in, which involves high risks of many kinds including product
obsolescence, and our relatively heavy long-term commitment to research.

Out of total 1965 company sales of $10,006,000, domestic human phar-
maceutical sales were $8,680,220. The breakdown of the domestic-phar-
maceutical sales dollar for the year was as follows:

-

Breakdown of Frosst Domestic Pharmaceutical Sales Dollar—1965

%
Manufacturing o s Vg o, I Tt o St Ly 29.8
Distributing and Warehousing Costs .............. 7.5
Professional Service Representation,
Marketing and Medical Information ............. 24.7
%
Field Sales EXPENSe i i« i slars st Batmitons 13.4
Administration of Marketing, Selling and
Advertising ‘Functions ... zikos jid e skl 3.6
Advertising and Promotion ............cc00u. T
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%
Medical and Pharmaceutical
BAVEEUSING .. ool o SPIH S I8 Thliiwible 2.7
Dizeet, IRl . . 70 e T S ety L e 0.7
BATAPLES '\ & 5o s 0w srere wia sttiearebaia oRelaate e 160l aile 2.9
Medical Exhibits, Space and Other ........ 1.6
i |
Research and Development® i« . jed BOGIRS S8 00 . 8.3
Manufacturing Administration, Order Processing,

Financial Services and General Administration ... 12.5
TOCOMIC TAREOE . .1 e sinie i om m oo el e te et ain s o s s e 8.8
Earnings om0 Fii. . . MmNy, | 00 Rl | . A 8.4

100.0%

In reviewing these figures you should be aware that Frosst sells directly
to pharmacists across Canada and less than 6% of its business is done through
independent drug wholesalers. Our own expenses of wholesaling are therefore
included in our operating costs.

O

CONCLUSION

In your proceedings, the effect of Federal Sales Tax on the Cost of Drugs has
been brought to your attention. For Frosst, the total amount of Federal Sales
Tax for the year 1965 was $791,000. If drugs are exempted from the Federal
Sales Tax, the prices of our products will be reduced to the full extent of the
sales tax applicable.

The Pharmaceutical Manufacturers Association of Canada (PMAC) of which
we have been a member since its formation in 1914, has made recommendations
to your Committee. We support these recommendations. Also we stand willing to
participate in discussions with Federal and Provincial Governments in the
development of a plan for providing needy persons with the drugs they require.
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SPECIAL COMMITTEE ON DRUG COSTS AND PRICES
Chairman: Mr. Harry C. Harley
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe)

Mr. Brand,

Mr. Clancy,

Mr. Cété (Dorchester),

Mr. Enns,

*Mr. Forrestall,

Mr. Goyer,

Mr. Howe (Hamilton
South),

Mr. Howe (Wellington-
Huron),

Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

and
Hymmen, Mrs. Rideout,
Isabelle, Mr. Roxburgh,
Johnston, Mr. Rynard,
MacDonald (Prince), Mr. Tardif,
Mackasey, Mr. Whelan,

MacLean (Queens), Mr. Yanakis—24.
O’Keefe, '
Orlikow,

(Quorum 10)

Gabrielle Savard,
Clerk of the Committee.

*Replaced Mr. Noble on November 2.




ORDER OF REFERENCE
‘WEDNESDAY, November 2, 1966.

Ordered,—That the name of Mr. Forrestall be substituted for that of Mr.
Noble on the Special Committee on Drug Costs and Prices.

Attest.

LEON-J. RAYMOND,
The Clerk of the House of Commons.
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MINUTES OF PROCEEDINGS =~

THURSDAY, November 3, 1966.
(22)

The Special Committee on Drug Costs and Prices met this day at 9.50 a.m.
The Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Brand, Enns, Harley, Howe (Hamilton South),
Isabelle, MacDonald (Prince), MacLean (Queens), Tardif.

In attendance: Representing Parke, Davis & Company, Ltd. Mr. Clifford A.
Rogers, Vice-President and Managing Director of Montreal; Mr. Gordon M.
Stockwell, Manager—Accounting, of Brockville, Ontario; Mr. John M. Godfrey,
Q.C., Legal Counsel, of Toronto.

Also in attendance: Mr. A. M. Laidlaw, Q.C., of Ottawa, Legal Counsel for
the Committee.

The Chairman referred to a communication received from Smith Kline &
French Inter-American Corporation of Montreal, supplying, at the Committee’s
request on October 27, material dealing with the relative potencies of “Stelazine”
and other trifluoperazine tablets.

Agreed,—That a copy of this information be made available to the Members
of the Committee.

The Committee proceeded to the consideration of the Brief presented by
Parke, Davis & Company, Ltd.

The Chairman introduced Mr. Rogers who introduced his colleagues.

Mr. Laidlaw opened the questioning dealing more particularly with patents
and royalties.

Mr. Rogers supplied information; he was assisted by Messrs. Stockwell and
Godfrey.

Agreed,—That the brief of Parke, Davis & Company Ltd., with the exception
of Appendix 6, being the Annual Report for 1965 of Parke, Davis & Company,
Detroit, Michigan, be printed as part of today’s proceedings. (See Appendix “A”)

The Committee resumed the examination of the officials of the Company.

Mr. Laidlaw asked further questions.

The questioning being concluded, the Chairman thanked Parke, Davis &
Company, Ltd. and their representatives for having presented a brief and for the
information provided to the Members of the Committee.
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Mr. Rogers reiterated the invitation of his Company to visit its plant at
Brockville.

At 11.25 a.m. the Committee adjourned to 9.30 a.m., Tuesday November 8.

Gabrielle Savard,
Clerk of the Committee.




EVIDENCE
(Recorded by Electronic Apparatus)

® (9.50 am.)
THURSDAY, November 3, 1966.

The CHAIRMAN: Gentlemen, we will proceed with the meeting.

During the representations made by Smith Kline & French, they were asked
to provide some material dealing with the relative potencies of stelazine and
other trifluoperazine tablets. They mentioned that they would provide this
material to the Committee. I have the material here. It is very lengthy. I think it
is obvious that it goes into great detail, and that it could not be reproduced as
part of the Minutes of this meeting. What I would suggest is that I have it
reproduced on the photocopy machine and see that each member gets a copy of
it. If anyone wants to discuss it, or take certain portions out of it as being
relevant, perhaps we could do that later. Would that be satisfactory?

Some hon. MEMBERS: Agreed.

The CHAIRMAN: We have with us today the representatives of Parke, Davis
& Company, Ltd., who have come to present their brief. We will ask the vice
president of the Canadian operation, Mr. Rogers, to introduce his colleagues.

Mr. CLIFFORD A. RoGERs (Vice President and Managing Director, Parke,
Davis & Company Ltd.): Thank you kindly, Dr. Harley. Ladies and gentlemen,
we prepared this brief knowing full well the importance of this Committee and
the problems you are faced with. We have tried to give you as much information
as possible to be helpful in your coming to a successful conclusion in your
deliberations. There is no fore-statement. The brief in itself is a complete
statement.

Here with me this morning are Mr. Gordon Stockwell, the manager of our
accounting department, and Mr. John Godfrey of the firm of Campbell, Godfrey

and Lewtas. Mr. Godfrey is representing us through his legal affiliation with the
company.

The CHAIRMAN: The meeting is now open for questioning.

Mr. A. W. LaipLAw (Legal Counsel for the Committee): I wonder if I could
start the questioning by referring to the patent position of Parke, Davis &
Company?

My first question deals with pages 5, 6 and 7 in which are listed a certain
number of drugs which have been introduced by the Park, Davis firm. Who holds
the actual patents of these particular drugs?

Mr. RoGeERrs: Parke, Davis & Company holds the patent on adrenalin, ma-
pharsen, dilantin and benadryl; Parke, Davis & Company Ltd., holds the patent

on chloromycetin; and Parke, Davis & Company holds the patent on vanquin
and ponstan.

Mr. LAampLAW: Now, Parke, Davis & Company is the Canadian subsidiary—
1027
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Mr. RoGeRs: Parke, Davis & Company, Ltd. is the Canadian company. Parke,
Davis & Company is the parent.

Mr. LaipLaw: I see. Therefore, in your particular situation, Mr. Rogers, the
Canadian firm holds some patents and in addition receives licences with
respect to other drugs from the parent firm. Is that correct?

Mr. RoGeErs: Would you please restate that question? Did you say Parke,
Davis & Company, Ltd.?

Mr. LAIDLAW: Does the Canadian firm hold certain patents?

Mr. RoGERS: Only on chloramphenicol, chloromycetin.

Mr. LatpLaw: I see.

Mr. RoGeRS: All the others are owned by Parke, Davis & Company.

Mr. LamipLAW: This means you are licenced to manufacture in Canada from
your parent firm?

Mr. RoceRs: That is right.

Mr. LamprLaw: Do you pay royalties for these licences?

Mr. ROGERS: Yes.

Mr. Lamraw: Could you give me an estimate of how much your royalties
are per year to your parent firm?

Mr. RoGers: They vary from year to year, but covering the year of 1965, in
this brief, our total royalties paid, were $216,133 but those were not all paid to
Parke, Davis. Pardon me; the $216,133 was to Parke, Davis.

Mr. LaipLAW: And then there were other royalties paid to other firms?

Mr. RoGeERs: Very minimal royalties on other products which we manufac-
ture under licence from the inventor.

Mr. Lamraw: What would be the percentage, Mr. Rogers, on the manufac-
turer’s dollar, of the royalties you pay—that is, your total royalties?

Mr. RoGeRS: The total is 2.288 per cent.

Mr. Lamraw: Thank you. With respect to mapharsen, the second drug
listed on page 5, which, you stated, is now obsolescent, could you tell me the

period of time from the date the patent issued until the date it became obsoles-
cent—this particular drug?

Mr. RoGers: This would only be guessing—I have not the figures—but the
original clinical investigation work was done in Canada in 1932, and I believe we
marketed it for the first time in 1934, and about 1940 it was finished. Those are
not factual figures, but that is a close summary of what happened.

Mr. LAIDLAW: That is an example of what happens in the drug industry.

Mr. RoGeRs: That is right.

Mr. Lamraw: Therefore, you cannot get the benefit, in some instances at
least, of the full term of your patents?

Mr. RoGERS: Oh, definitely not.
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Mr. Howe (Hamilton South): Why would it have become obsolete in 19407
Penicillin did not come in in 1940.

Mr. RoGers: All right, doctor; it was a guess on my part. When did penicillin
come in?

Mr. Howe (Hamilton South): I used it first in the air force in 1943.
Mr. RoGeRS: That is when mapharsen became obsolescent, then.

Mr. Howe (Hamilton South): I was not quibbling over years, t_)ut I was
wondering if there was some intervening drug before the use of penicillin?

Mr. RoGeRs: No; my dates were wrong.

Mr. LAIDLAW: Mr. Rogers, you probably do not have the information with
you, but I wonder if you could supply the Committee with the dates these
various patents were issued with respect to the drugs cited on these pages? I am
rather curious to know whether or not the terms of some of them have expired?

Mr. RoceRrs: I do not have the date that the patent was issued, but I do have
the dates when the drug was first introduced for sale, and the intervening period
would be, perhaps, two years, or six months. Adrenalin was marketed in 1900;
mapharsen was first marketed in 1935—I was wrong there; dilantin sodium in
1937; benadryl in 1945; chloromycetin in 1949; vanquin in 1960; and ponstan in
1966.

Mr. LAabLAw: Therefore, all the patents are now in the public domain with
the exception of the last one or two?

Mr. RoGeRs: Chloromycetin will remain under full patent for, I think, two
more years.

Mr. LaipLAw: Would you be able to supply the Committee with the price at
which you sold these drugs during the time they were patented and when the
patent ceased?

Mr. RoGers: In the case of lilantin, we sell it for more money now than
when we originally patented it.

Mr. LatpLaw: And your explanation for that is labour costs?

Mr. RoGers: Well, yes; you must remember that such a product as dilantin
sodium fits into a catastrophic disease, and a person who takes it practically
takes it for a lifetime. When we priced it in 1937 we and everybody in this
country were earning about 25 per cent of what we are earning today, and
naturally all of our costs have gone up since those years. We have had to increase
the price of dilantin 21 per cent which is very, very nominal compared to the
costs of other commodities which have gone up around the country. You can-
not blame it all on labour. Packaging and all of these things, as you know, have
gone up in price, and that is why dilantin sodium has gone up in price.

Benadryl has also gone up in price for the same reason since it was
introduced.

Mr. Howe (Hamilton South): Could you not increase volume in these drugs
to compensate for the other increased costs, or improve the manufacturing
methods and distribution and so on?
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Mr. RoGeRs: Well, it would compensate to a degree, but not sufficiently.

Mr. LADLAW: Another question relating to your section on patents, general-
ly, which starts at page 12 of your brief, Mr. Rogers: In the presentation of your
views relating to compulsory licence application, which in your opinion, should
be abolished—this compulsory licensing provision—you state, and I quote from
your brief on page 13: “Under Section 41(3) his patent is subject to the grant of
compulsory licences bearing only a modest royalty almost as a matter of right.” I
would like to ask you: If legislation could be introduced where an appropriate
royalty was granted under the compulsory licensing system would your objec-
tion fall to the ground? Because, if this were so, presumably the licencee, having
to pay you a reasonable royalty rather than a pittance, as it was referred to
earlier before this Committee, would start at least at a disadvantage to the
amount of the royalty paid. Would you have any objection to that?

Mr. RoGers: First, I think I would have to know what would be an
appropriate amount.

Mr. LamoLaw: I would suggest that an appropriate royalty would perhaps be
the same form of royalty as is paid under voluntary licensing, which has been
done by the drug companies.

Mr. RoGeRs: I do not think I can answer that question, because I do not
know. I would have to give that a considerable amount of thought.

Mr. LaipLaw: Has Parke, Davis—the Canadian firm—been subjected to any
compulsory licence applications.

Mr. RoGeRs: Oh, yes.
Mr. LAIDLAW: How many sir?

Mr. RoGeRrs: I think, off the top of my head, three—benadryl, dilantin
sodium and chloromycetin. Those are the three.

Mr. LaipLaw: When this was done, and when the licencees presumably were
operating under the licence, did your business suffer at all with particular,
reference to the three applications?

Mr. RoGeRs: Tremendously with respect to chloromycetin.

Mr. Lampraw: Could we have figures on how much the drop in business was
on that particular drug, and the others which are affected by licencees.

Mr. RoGers: Well, there was not enough business in the others for the
licencee to work them.

Mr. LAIDLAW: So the licencee received the licence but did not work under it.

Mr. RoGERS: There was not enough volume. It was not a good ‘“steal” you
might say.

Mr. LampLAaw: I will not make any comment on that word.

Mr. HoweE (Hamilton South): Does a manufacturer of generic chloram-
phenicol eat into Parke, Davis’ business to any great extent.

Mr. RoGeRs: The manufacture of unlicensed chloramphenicol—yes, it has
hurt us severely.
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Mr. Howe (Hamilton-South): You say unlicensed; was this compulsory
licensing, or strictly unlicensed?

Mr. RoGers: Well, unfortunately when you grant a compulsory licence
apparently a lot of people get the idea that everybody can license it. I think that
over 45 or 50 different organizations and firms have brought in unlicensed
chloramphenicol to this country. We have to protect our patent rights and I do
not know how many court cases we have had over it. The cost to us has been
tremendous to protect our patent.

Mr. Howe (Hamilton South): Are these being manufactured in Canada, or
being manufactured outside of Canada, or both?

Mr. RoGeRs: They were manufactured outside of Canada, unlicensed.

Mr. Howe (Hamilton-South): In other words, they were granted a compul-
sory licence to manufacture outside the country.

Mr. RoGeRs: No; our licence covers only Canadian manufacture.

Mr. Howe (Hamilton South): So that the only protection you had against it
then was the anti-dumping duty?

Mr. RoceRrs: I do not know where the protection was, because we have never
been able to get any on it. They just dump it into the country here, they run it
around all over and sell it at ridiculous prices. They do not try to distribute it
through legitimate channels. That is, they do not look after the druggist in
Portage la Prairie or in North Bay. They just go to large accounts who will
consume a great quantity. They are not interested in any servicing, or anything.

Mr. Howe (Hamilton-South): In other words, they are just simply capital-
izing on the information which you have given out. They do not have to do the
promotion; all they have to do is say: “We are selling it at ‘X’ per cent less than
Parke, Davis sell its for,” and this is their sales value.

Mr. RoGeRs: That is their entire sales presentation.

Mr. Howe (Hamilton-South): You feel that the patent laws of this country
are not sufficiently binding, or protective, to the drug companies?

Mr. RoGERS: Absolutely not.

Mr. Howe (Hamilton-South): Well, where do you figure that the anti-
dumping duty comes into this. There is quite a protection there to the drug
manufacturers within the country, is there not?

Mr. RoGers: Not to my knowledge; it has not worked so far as chloram-
phenicol is concerned.

Mr. Howe (Hamilton-South): The anti-dumping duty prevents the import
of anything of a class or kind that is being made and sold in Canada by Canadian
manufacturers. This is the actual wording of it.

Mr. RoGeERs: They are brought in at the fair market value of the country
which they are in. That is Italy, and some of it comes from Hong Kong. Heaven
only knows where it comes from. Some, I presume, comes from Red China and
there are no patent rights there.

‘Mr. HQWE (Hamilton-South): No; you are talking about patent rights. I am
talking strictly about anti-dumping duty which is supposed to protect the
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Canadian manufacturer against an outside country importing into this country a
manufactured product of a class or kind that is being manufactured in Canada.
In other words, are you saying that there is no protection in this, or that it is not
being enforced—that this can be dumped in and they can undersell a Canadian
manufacturer?

Mr. RoGeRs: The price is set on the fair market value in the original country
in which the product is sold.

Mr. Howe (Hamilton-South): In other words, it is not at your selling price;
it is at the price at which it is being considered it should be sold?

Mr. RoGERs: Yes; it is not at our selling price. It is at the imported—

Mr. Howe (Hamilton-South): In other words, the government then rates
what it should sell for, rather than what you sell it for?

Mr. RoGeRrs: No, no.
Mr. Howe (Hamilton-South): Perhaps I misunderstood your answer.

Mr. RoGERs: Not the Canadian government; the government of the country
where it originated. I do not think they have anything to do with it. But they
cannot sell if in Canada for less than what they sell it at in their country—Italy,
or Hong Kong, or wherever it may be.

Mr. Howe (Hamilton-South): Do you mean, then, that the anti-dum;_;ing
duty applies only to the price that it would sell for in the country in which it is
manufactured?

Mr. RoGERS: Where it originates; that is right.

Mr. Howe (Hamilton-South): So that any drug manufactured anywhere, in
spite of this anti-dumping duty, can be bought and undersell Canadian prices?
This is not my interpretation of this legal point. I do not pretend to be a lawyer
but my understanding of it was that this was a protection to the Canadian drug
manufacturers, that a drug could not be brought in and undersold without being
subjected to this anti-dumping provision of any drug of class or kind that is
manufactured in Canada; and this class, of course, gives you a great, wide scope
as far as protection is concerned. I have possibly misinterpreted this legal aspect
of it.

Mr. RoGeRrs: Mr. Godfrey, would you answer that, please?

Mr. JoHN M. GODFREY, Q.C. (Legal Counsel, Toronto) : My understanding of
dumping duty is that the country which is exporting into Canada cannot dump
its product into Canada—that is, sell it in Canada—at less than it is being sold
for in that particular country. Therefore, if it is being bought in from Italy it is
the fair market value in Italy that counts. It has no relationship to what it sells
for in Canada whatsoever. They have no patent laws in Italy; therefore, if things
are being sold very cheaply in Italy they can bring them into Canada at exactly
the same price and not be subjected to dumping duty.

Mr. Howe (Hamilton South): Then why can they be sold so much more
cheaply in Italy? Is it because they are simply copying and do not have the
expenses which lead up to the discovery of the drug and its promotion? In other
words, it does not have any promotion costs and it does not have any patent
royalties to pay, and this is why they can undersell?
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Mr. GoprREY: That is right.

Mr. ENNs: May I just follow this up? Supposing a new drug is developed by
Parke, Davis this year, or has been within the last few years, and in Canada and
on the North American continent there is some patent protection which will
cover this product for a given period of time, is it possible that during this same
time and within a short time someone can manufacture this new drug in Italy
without any development costs, research, promotion and so forth and sell it in
Canada while the patent is valid?

Mr. RogeRs: Yes; that is, if it has been already approved by the Food and
Drug Directorate.

Mr. Enns: Let us assume everything is legal and you believe you have a
patent on a drug. Along comes a manufacturer in another country, who, if you
want to use the term copies the product and brings it back to your customers
over here and they get it for so much less. Is this going on, or can this happen
now?

Mr. RoGeRS: Oh, it does happen all the time, and it is up to us to protect our
patent and to take legal action against that person as an infringer against the
Canadian patent. He is infringing the Canadian patent.

Mr. Enns: Of course.

Mr. RoGeRS: But the government does not protect us. We must take this man
to court and prove we are right.

Mr. EnNNs: So that you are involved in court costs, court procedures and so
forth. And you have found this not always to be a successful pursuit?

Mr. RogeERs: Well, not always.

Mr. Howe (Hamilton South): Your patent only protects your mode of
manufacture, as I understand it. It does not patent the end product?

Mr. RoGeRs: That is right.

Mr. Howe (Hamilton South): Therefore, you are not infringing on a patent
right if the process of arriving at it is different whether it be in Canada or
outside of Canada. They cannot import a drug that is manufactured by the same
process in another country. It is a matter of innovating a different process and
arriving at the same chemical, and marketing it. They have not then infringed on
your patent rights?

Mr. RoGeERs: That is right. You can only patent a process in Canada, so if
they can make drug X by another process—an absolutely different process—then
I do not think you could approach them as infringers.

Mr. Howe (Hamilton South): They are not infringing on your patent rights
as they are established.

Mr. RoGERS: No.

Mr. Howe (Hamilton South): Therefore, if the process is different there is
no point in incurring a lot of court costs trying to stop it, because they have not
contravened any law so far as the patent right is concerned. It is your contention
that the patent should extend to the end product rather than just the process?
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Mr. ROGERS: Oh, definitely.

Mr. TARDIF: Some pharmaceutical firms in Canada have branches in Europe,
I presume?

Mr. ROGERS: Yes.

Mr. TARDIF: If some pharmaceutical firm in Canada discovers a new drug
and patents it and manufactures very little of it in Canada and establishes a
price which is comparatively high, then allows its European firm to manu-
facture the same drug at a much lower cost because there is no patent protection,
or there is a lower cost of labour, do they bring the drug into Canada and sell
it at the Canadian established price, or do they sell it at the established price at
the European factory which made it?

Mr. RoGeRsS: That is quite a question, Mr. Tardif. Let me see if I can get this
straight.

Mr. TARDIF: If you will give me quite an answer I will be quite happy!

Mr. RoGERS: You mean if we manufacture product “A” in Canada and sell it

for $10 a unit could we manufacture the same thing in Britain to sell for $5 a
unit and then bring it back here?

Mr. TARDIF: You patent it in Canada. You discover a new drug, you patent it
in Canada and you manufacture very little of it so that the price, of necessity,
will be high. After you manufacture a little of it in Canada, the price is $15 per
hundred, we will say. You have a factory in Hong Kong and the labour in Hong
Kong is very cheap and there you can manufacture it for $2. Instead of continu-
ing to manufacture this in Canada you manufacture it in Hong Kong and you
bring it into Canada for $2. What do you sell it for—$15?

Mr. RoGERs: I cannot answer that because I do not think Parke Davis would
do such a thing. We respect the countries we work in. We feel that all of us
should earn our living and manufacture the product in Canada wherever possi-
ble.

Mr. TarpIF: I would not want you to think that I feel you are unethical?

Mr. RoGERS: Oh, no. I could not answer.

Mr. TARrDIF: I was referring to other drug firms, not yours.

Mr. RoGERs: I cannot answer for others.

Mr. ISsABELLE: I am sure it could be done.

Mr. RoGeRs: I presume it could be done, but we have never practiced that,
Dr. Isabelle.

Mr. ISABELLE: No?

Mr. RoGERs: No.

Mr. Howe (Hamilton South): If I may, I am going to ask a question, which I
asked of a drug company at the last meeting we had. Do you manufacture here
and export any drugs?

Mr. RoGeErs: We do not export, although we have done a little this past
winter strictly on an experimental basis; and it is so infinitesimal that it has no

.
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bearing at this time. But we are experimenting, you might say, in the export
field.

Mr. Howe (Hamilton South): Then if I may ask a related question: does
your parent company export drugs?

Mr. RoGeRs: Definitely.

Mr. Howe (Hamilton South): Manufactured drugs?
Mr. RoGeErs: Oh, manufactured—finished?

Mr. Howe (Hamilton South): Yes.

Mr. RoGERS: We purchase some from our parent company, as we show in the
brief.

Mr. Howe (Hamilton South): Would it be possible for you to get me
figures—presuming you do not have them at hand—of the relative cost of drugs
being exported by your parent company to different countries?—the export
prices as they leave the United States compared one country to another?

Mr. RoGers: The only thing I can give you is the prices exported from the
United States to Canada as outlined very well in the Department of Industry
brochure, “Doing Business in Canada, Canadian Custom Duties. Department of
Industry, Ottawa,” prepared by the Department of Industry. It covers the
subject very nicely.

Mr. Howe (Hamilton South): Perhaps you do not understand my question.
There are certain drugs which leave your parent company, going to different
countries—Canada, England, countries in Europe, possibly down to South
America, and so on. Are they all at the same price as they leave the manufactur-
er to go to these various countries, or there is a difference in the prices to two
different countries?

Mr. RoGeRs: I do not know.
Mr. Howe (Hamilton South): Could this be found out for me?

Mr. RoGeERS: We could ask Detroit; but I imagine that the price would be the
same—the manufactured cost plus whatever the agreement is between the
countries as far as tariff and excise tax are concerned.

Mr. Howe (Hamilton South): I am not interested in that. I am interested in
the price at which it leaves your factory before any of that is added.

Mr. RoGeRs: Oh, no; it would probably be exactly the same price, because it
is distributed at our cost.

Mr. Howe (Hamilton South): Therefore, there would be no difference in the
manufacturer’s price as it leaves f.o.b. your factory in Detroit, going to every
country in the world? No matter where it went, this price would not vary?

Mr. RoGeRs: The actual cost of the drug, no.

Mr. TArDIF: You say that that drug would be shipped at cost price? That
would be to your other branches, or your other factories, of course?

Mr. RoGeErs: Plus whatever tariff regulations the country has to which it is
going.
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Mr. TArRDIF: How do you manage to make a profit at the end of the year
when you ship some of your goods at cost price? Does it reduce your profit? If
you ship a lot of goods out of your American factory—

Mr. ROGERS: Oh, it is refinished in the countries to which it goes. I am
thinking of a raw drug that perhaps has then to be formulated or tabulated in
capsules.

Mr. Howe (Hamilton South): But that was not my question. My question
referred to the finished product being exported, leaving your factory and going
to different countries?

Mr. TARDIF: Ready for use?

Mr. Howe (Hamilton South): Ready for use; f.o.b. Detroit, Parke, Davis
Company.

Mr. RoGERS: Such as certain biologicals for Canada which we bring in from
Detroit?

Mr. Howe (Hamilton South): Is there any difference as it leaves your
factory in Detroit for the different countries to which it goes, or is the price
identical as it leaves your factory to go to any country in the world?

Mr. RoGeRs: The price would be our cost price plus what arrangements
there are for tariffs in the countries it is going to. That is how it happens in
Canada. I do not know what happens when it goes to, say, Chile.

Mr. Howe (Hamilton South): Yes, well, that is what I am interested in.
Could you take one drug and find out from Detroit the price at which it leaves
the factory to go to different countries? Could you find this out, without refer-
ence to tariffs, or anything—before tariffs are added and before duties are
added? I do not care about transportation. I want the f.o.b. rate at the factory as
it leaves, with nothing added on. Is there any difference?

Mr. RoceErs: We will have to inquire.

Mr. Howe (Hamilton South): Could you do that for me?

Mr. RoGeRS: Certainly.

Mr. Howe (Hamilton South): I just wanted my question understood. Per-
haps I have not worded it too well, but perhaps it is clear now what it is that I
am interested in.

Mr. RoGeRs: If they are getting a better price than I am I would like to
know.

Mr. TARDIF: I am sorry I was late. I was wondering if your firm manufac-
tures drugs in any other country but the United States and Canada?

Mr. RoGeRs: In some 30 odd, or 40 countries.

The CHAIRMAN: Incidentally, gentlemen, before I forget, is it agreed that we
should print today’s brief as part of todays proceedings, with the exception of
Appendix 6 which is the financial statement and which I do not think would
reproduce very well. Is that agreed?

Some hon. MEMBERS: Agreed.
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Mr. IsaBELLE: What are you manufacturing at Brockville? You say that
Brockville is a good plant, one of the finest in the country, and I agree with this;
and also that you are proud of the calibre of the facilities, as is mentioned in the
brief. What kind of product are you manufacturing in Brockville?

Mr. RoGers: Well—
Mr. ISABELLE: Give me just two brand names.

Mr. RoGERs: We manufacture chloromycetin right from the ground up in
Brockville. We synthesize it, package it and everything else.

Mr. IsABELLE: You do everything there?

Mr. RoGers: Everything, yes.

Mr. ISABELLE: Do you ship this product into the United States?
Mr. RoGeRs: No.

Mr. IsABELLE: Just in Canada?

Mr. RoGers: It is just for Canadian consumption.

Mr. ISABELLE: Do you manufacture any product at Brockville that you ship
to the United States?

Mr. RoGeRs: No, none whatsoever.

Mr. IsABELLE: You are not manufacturing the same products as those that
are manufactured in Detroit?

Mr. RoGERs: Oh, yes; we manufacture the same products in Brockville that
we manufacture in Detroit and that we manufacture in Hounslow, England.

Mr. ISABELLE: Why is that? You are duplicating the manufacturing of one
product. Suppose we take benydryl. If you manufacture benydryl in the United
States and you manufacture benydryl in Canada you would be manufacturing
the same kind of product. Do you not think this might increase the price of
drugs?

Mr. RoGeRs: No; we buy pure benydryl in bulk. It is synthesized in Holland,
Michigan, in our synthetic plant there, near Detroit; and we buy that as bulk
chemical. We bring it to Brockville where we encapsulate it, or put it in tablets
and ointment and all the rest of it.

Mr. ISABELLE: In other words, you buy the raw substance at the same place?
Mr. RoGeRrs: That is right.

Mr. ISABELLE: Which is near Detroit in the United States; is that correct?
Mr. RoGers: We buy it from Detroit, yes—the raw material.

The CHAIRMAN: But not chloromycetin?

Mr. RoGgers: Not chloromycetin.

Mr. IsaBELLE: No, I am talking about benydryl now. Is the price of benydryl
by the 50 mgm. capsule the same price in the United States as it is selling here?

Mr. RoGeRrs: I do not have the American catalogue here, but as a rule the
prices are very close with the exception of the 11 per cent sales tax.
25075—2
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Mr. IsABELLE: What do you mean by “very close”?

. Mr. RoGERS: Oh, within 1 or 2 per cent. I would have to have the American
catalogue, Dr. Isabelle.

Mr. IsaBELLE: It would be interesting to know, because I think the consumer
would be very interested in our asking that question. If you add on this 1 or 2
per cent to the 11 per cent sales tax it comes up to 12 per cent. I imagine—I am
not sure—that there is quite a difference of price, especially on benydryl,
between the United States and Canada. '

Mr. RoGeRrs: As I say, I do not have the comparison prices here; but I do not
think there is too much difference. That is covered in the PMAC brief also
although not specifically on our products; but there is not too much difference.
Some of our products in Canada sell cheaper than they do in the United States,
because we determine our own marketing policy in Canada, and some of our
products, I can tell you, Dr. Isabelle, sell for less. We were quite surprised to
find, when these things come up, that these is quite a variation in price.

Mr. IsaBELLE: Could you tell us if the total manufacturing cost of one
product in the United States is about the same as it is in Canada?

Mr. RoGeRs: In appendix 4 we have tried to bring this forth where we can
make the same product in the United States and Canada. We try to bring this out
on fine chemicals. This is a fine chemical very clearly, and we can buy it 70 per
cent cheaper in the United States and pay all these tariffs than we can manu-
facture it in Brockville.

Mr. IsaBeLLE: Why? Is it because you are in Brockville?

Mr. RoGeRs: No: because there is 13 times as much production in the United
States.

Mr. ISABELLE: Do you think if you were more protected it would help?
Have you read the Hilliard Report?

Mr. ROGERS: Yes.
Mr. IsABELLE: Do you agree with the Hilliard Report?
Mr. RoGeRsS: I certainly do.

Mr. IsaBELLE: Do you think it might have the effect of reducing the price of
drugs to the consumer in the long run?

Mr. RoceRrs: Again, this is hard question to answer because by the time it
possibly became effective the costs of production would have gone up again. If
you compared today’s prices and when this law became effective—whenever it
was—the advantage would be lost. At the same time, we would have to assume
that it would materially help to prevent the price from going higher.

Mr. IsABELLE: Still dealing with the same matter, do you thing we should
change the idea of calling a new drug a new drug? Suppose, through your
research, you became an innovator and you find a certain new drug and it is
classified under “new drugs” by the Food and Drug Act. “After four or five
years it becomes what we call an old drug, and everybody can copy it and
can manufacture it in Italy, or Hong Kong, or anywhere. Do you think that
this five years—which is not in the law, but the general rule, that within four

e~
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or five years a new drug becomes an old drug—which is a crazy idea to me—
if that were extended, or if we put it in writing in the law to extend it from
four years to ten years on a new drug, you could cut the price after five years
by half of what it is selling for now. Do you understand?

Mr. Rocers: I absolutely do. First of all, if the patent ran for the full 17
years, with no compulsory licencing, there would be no necessity for any action
on the part of Food and Drug. You would have full protection, and it would then
depend on the type of drug. Supposing it were a widely used drug, for which, as
in many instances, the volume goes up, we have reduced our prices, over the past
years—which is shown very plainly in appendix no. 1, yes that would be right,
because we would be able to reduce the cost when production went up.

Mr. IsaBELLE: You would not say by half?
Mr. RoGeRs: It would depend; we have reduced some of them by half.
Mr. IsaBELLE: Thank you.

Mr. BranD: Mr. Rogers, what specific product are you talking about in
appendix 4.

Mr. Rocers: Well, there is competition here.

Mr. BrRAND: It says here: “...to the best of my knowledge, it is not offered
for sale by anyone else in Canada. ..”. Where is your competition?

Mr. RoGers: I know; but the simple reason is that it is a field of discussion
into which I would not want to enter at this time. I will tell you on your own,
doctor.

Mr. BRAND: That is fine. I just wondered why it was not mentioned.

According to this you would agree, then, that it is much cheaper to import
from the United States, and you can sell this certain product to the Canadian
public more cheaply than by producing it in your plant at Brockville?

Mr. RoGeRs: This is an absolute fact; but if we get production up so that we
can produce it and do it as economically in Brockville as we can by bringing it in
and paying the tariff, we will then do it, because this is Parke Davis policy. If we
can get it in Canada we will get it in Canada, but we are going to buy the highest
quality raw materials wherever in the world they are obtainable at the best
price.

Mr. BrRanD: Despite that, in order to keep the Brockville plant going and
provide a little stimulus to your industry here, you kept producing it in Brock-
ville. Therefore, if it was cost alone you could just bring it in and forget about
Brockville, I suppose.

Mr. RoGers: No. If it is more economical for us to bring it in, we will
bring it in, if there is a variation of 70 per cent, as there is in this case; possibly
on 10 or 15 per cent, no.

Mr. BrAND: Sir, I noticed you said you had two choices to make, manufac-
ture in Brockville and increase your selling price or import from the United
States without increasing your price.

Mr. RoGeRrs: That is right.
25075—2}
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Mr. BRanD: We had a little excitement engendered here a few months ago
over one of your products chloramphenicol. One of those who have a compulsory
licence to produce this drug made a few statements about it and I wondered if
you agreed with it, such as, in your literature and in the Vademecum you point
out a lot of the problems associated with improper use of the drug and the
statement was made to this Committee that a lot of this was not really true. You
did not really believe it. What do you think about the selling of choramphen-
ical or chloromycetin under your trade name?

Mr. RoGers: We feel that we should give the medical profession in the form
of literature, or in the Vademecum, or whatever we tell about the drug, a full
disclosure and the side reactions, the dosage and its uses and everything. Tell the
whole story and tell the truth. The only way we can do it is to see that the
literature gets into the doctors’ hands.

Mr. BranD: Do you think it would be dangerous for someone who did
not know about it to use this drug and some of these others produced by another
firm, Empire, I believe, is the one concerned, where they do not provide this
type of information.

Mr. RoGeRS: It could be dangerous if the doctor did not have our informa-
tion.

Mr. BRanND: Was this not prompted by an incident in the States a few years
ago which caused the withdrawal of chloromycetin from the market and investi-
gation to be done by your company before its re-release?

Mr. RoGeERs: Chloromycetin has never been withdrawn from the market
since it was introduced.

Mr. BRAND: When one of the first compulsory licences for chloramphenicol
was granted and it was produced under the trade name, I believe, of mycinol at a
lower price, you did reduce your prices accordingly, did you not, to meet this
competition?

Mr. RoGeRrs: We had to, yes.

Mr. BRaND: Did it result in any loss to your company to reduce your price?

Mr. RoGERS: Several millions.

Mr. BranD: Is this still continuing or are you back making money on
chloromycetin?

Mr. RoGeRs: We never lost any money but we reduced our profit considera-
bly.

Mr. BRAND: But you still made a profit?

Mr. RoGeERS: We still are making a profit on chloromycetin.

Mr. BRAND: At the time you had to do that did you feel that you had
recovered enough of the costs of producing this drug to justify this drop in
price?

Mr. RoGeRs: No. It set us back in Canada from further expansion, and we
are just now coming up to the point where we can possibly start to expand
again.
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Mr. ISABELLE: On the same subject, if you did not lose any money that
means that you were making too much money with it.

Mr. RoGeRS: No, we lost considerable money.
Mr. ISABELLE: Oh!

Mr. RoGERS: And in losing that money it cut back our expansion plans that
we had programmed at that time, and it is unfortunate. We could have expanded
into other allied fields which we were not able to do.

Mr. IsaBELLE: I thought you were saying that you have made less profit.

Mr. BrAND: Is chloramphenicol one of the drugs that came into Canada
under false pretences and was labelled as tetracycline or something?

Mr. RoGeRs: That is what I understand. I believe it was the tetracyline that
had chloramphenicol in it. It is in the records here some place.

Mr. BRAND: Do you think the standards required under 74GP1 are adequate?
Mr. RoGeErs: We do not personally ourselves. We go a little further.

Mr. Branp: What do you think would be more in line with what you
consider quality control? Do you think there are insufficient—I do not know how
to phrase this—points required under 74GP1?

Mr. Rocers: Dr. Brand, I do not feel that there are any of us here who can
give you or this Committee a clearcut answer, the answer that you want, to this.
I would be very glad to have you discuss this with our quality control manager,
Mr. McCalla, in Brockville. I am sure he would even be pleased to come up here
and sit down and talk to you some day on this. To get into this whole field,
although one should be completely familiar, I am not, but you cannot be familiar
with every operation in our plant.

Mr. BranD: No, I can appreciate that. I was thinking it would be useful for
the Committee to have some idea of what additional safeguards should be built
into this from the viewpoint of suggestions that this Committee may make in the
future in the over-all picture of the cost of drugs and the quality. That is the
only reason I mentioned it. Are you familiar with the method used in Britain of
granting compulsory licences under the tribunal system?

Mr. RoGeRs: No, I am not.

Mr. BranD: Is any of your staff familiar with it? I can hardly ask any
questions on it then, can I, to see whether you approve of it or not? It seems that
the drug firms in Great Britain are much more satisfied with that method than
the present method of fighting through the courts for the granting of licences.

Mr. RoGgers: I am not in a position to comment, Dr. Brand, although,
England is our second oldest establishment after Canada, outside of the United
States. We run a fairly autonomous organization. Canada looks after its affairs
and lets Britain worry about their troubles. I have not got into a discussion
with our people on that at all.

Mr. BRAND: Somebody else can ask a question now. I have finished.

Mr. Howe (Hamilton South): I was just going to say, in line with what you
said on chloromycetin that you had to reduce your profit and this prevented
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expansion, in reverse would you say that when a patient buys a drug they are
subsidizing the future expansion of your drug company.

Mr. RoGeRs: I think when you buy anything today you are helping the
industries to expand in this world whether it is milk, eggs, automobiles, or what
it is. This is a free economy. You go out and sell things to increase production, so
it is just as true for drugs as it is for anything else.

Mr. Exnns: Well, mine is mostly an explanation of terms I suppose. In your
very readable 99th Annual Report, and I suppose one should congratulate you on
being in your centennial year as far as the company is concerned which is no
doubt a tribute to the record of public service your company has provided. On
page 1 of the brief at the bottom line you speak of the return of 4.3 per cent on
the investment, and then on Appendix 2 on page 20 again at the bottom, you
speak of the net income on earnings as 4.09 per cent. In the Annual Report you
speak of the net earnings as being 14.2 per cent. This might be apples and
oranges that are being confused.

Mr. RoGeRs: No, that report that you have, is for Parke, Davis and Company,

that is the parent Company, and it was put in there as a courtesy to this
Committee. -

Mr. ENNS: Oh, I see.

Mr. ROGERS: As the American parent it owns the entire world operation of
Parke, Davis. That is our entire disclosure to our stockholders, and it is put here
strictly as a courtesy to this Committee. The profit shown here in Canada of 4.3
per cent on investment is our return for our Canadian operations: that is Parke,
Davis and Company, Ltd. Because there is criticism that money goes back to the
parents in various nefarious ways. This is not so with Parke, Davis and Com-
pany. All is done within the laws of the land. Any money that Detroit gets has
been earned according to the tax structures of this country. These incidentally
have been audited by the revenue department.

Mr. ENNs: Yes. Does it follow then that the Canadian operation is less
profitable than the American one if there is an earning of 14.2 per cent, in the
total parent firm operation, and yet, in the Canadian structure there is only 4.
some per cent? Is this an indication or a reflection of a less profitable operation in
this country?

Mr. RoGeRrs: Well, actually, that is right. The profit is around 11 per cent but
we do pay income taxes of 6.86 per cent leaving our 4.9 per cent as net profit.

Mr. EnNs: I refer to Appendix No. 1. I thought this was a very interesting
comparison you had at the bottom, which says, the above, “referring to the tables
above”, represents an average hourly increase of 46.6¢ or 28.8 per cent, in the
hourly wage rates paid, and your average unit price in this time period had
reduced by 23.8 per cent.

Mr. RoGeRs: That is right.

Mr. ENNS: So your actual reduction is some 51 per cent really in the over-all
picture, is it not?

Mr. RoGeRs: Yes, efficiency came into the picture and we were able to—




November 3, 1966 DRUG COSTS AND PRICES 1043

Mr. ENNs: So in actual fact, over the years, you have been reducing your
prices generally speaking, is that right?

Mr. RoGeRs: Yes, we reduce them, and we sometimes have to increase them,
too.

Mr. BRAND: On the over-all picture, you have reduced the prices?
Mr. RoGERS: Oh, yes.

Mr. BranD: Despite the fact that our economy has gone skyrocketing? I
think that is very commendable. It is a feature of this report with which I was
very impressed. It is one of the few I have seen like this.

Mr. Howe (Hamilton South): Your promotional costs on drugs in per cent
in Appendix 2 on page 20, adding up what I consider to be promotional, come
to 6.73 per cent. I do not see any allowance there for your detail men.

Mr. RoGers: That is covered by marketing salaries. It actually comes to
18.9 per cent, if you consider all the promotional costs.

Mr. Howe (Hamilton South): Eighteen point nine?

Mr. RoGeRs: Yes, 18.9 per cent. If you add marketing salaries, marketing
travelling and so on.

Mr. Howe (Hamilton South): I see. I did not see that.

Mr. Rocers: It includes samples, including stock packages, representatives’
equipment—all that adds up to 18.9 per cent.

Mr. Howe (Hamilton South): Therefore, yours is considerably less than the
P.M.A.C. average of around 30 per cent?

Mr. Enns: That was not average, was it? They said that in some cases it goes
up to 31 per cent, but we have heard witnesses give us a figure well below that
30 per cent.

Mr. Howe (Hamilton South): Yes, but I said “average”. We have seen 29.9
from individual drug companies, and the Hall Commission Report, as you likely
know, recommended this could be done at 15 per cent. You certainly approach
that closer than anybody else has, and yet other drug companies have denied
that they could sell their drugs economically without using approximately 30 per
cent as their over-all promotional value. Yet you apparently have done it very
successfully at 18.9 per cent.

Mr. RoGERS: You must remember, Dr. Howe, that we are 100 years old, and
we have been 79 years in Canada. Have you ever had a detail man take a piece of
literature in an spend his time talking to you about adrenalin?

Mr. Howe (Hamilton South): No, that is true, with adrenalin. But you still
come out with new drugs and you still have to promote the sale of new drugs.
You still have to compete. You must be doing quite a competitive job on
chloromycetin, too. Even though it is well-established, you mentioned the com-
petition itself, so you have to do a selling job on that. Yet, apparently, with the
obstacles you have been up against you are still able to keep this within a
reasonable figure compared with some of the other drug companies, so you
demonstrate the fact that the 15 per cent the Hall commission report suggests
could be feasible, as you are so close to it.
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Mr. RoGeRs: It possibly could be feasible for us, but I would not want to
have to live under such a law. Suppose we brought out two—this is really
dreaming—outstanding drugs in one year. This would not be our figure. It would
be up, I would say, considerably. We would have to spend additional promotional
money on these two drugs in one year.

Mr. Howe (Hamilton South): In other words, you have not brought out
drugs recently which required this—

Mr. RoGERS: Yes, but they are only coming one at a time over a long period.
You see, we have 375 items in our catalogue. I know I should be taking a bow
that we are doing what the government thinks we should do, but this is not the
case, because we would not want to work under any limitations.

Mr. Howe (Hamilton South): You would not want to be bound by it.
Mr. RoGeRs: No, absolutely not.

Mr. Howe (Hamilton South): Even though you are able to do it under
ordinary circumstances.

Mr. RoGERS: Our marketing people might give us a wrong forecast of our
anticipated sales, and the cost that we set aside for promotion and advertising
and so on would then be thrown away out, and we would be penalized in the tax
field.

Mr. Howe (Hamilton South): Let us say, if other drug companies did it,
would it make it more feasible for you to be able to?
Mr. RoGERS: By law?

Mr. Howe (Hamilton South): I do not see where this enters the picture, but
let us put it on a voluntary basis for the sake of the question.

Mr. RoGeRs: I am sorry, I could not speak for the other drug companies.

Mr. Howe (Hamilton South): I said, if the other drug companies did, could
you? You would have less to go down than the others, so you would be more
likely to be able to.

Mr. RoGeRs: I think we would try to run our business the way we have in
the last 100 years. Regardless of what the other people do we try to run it our
way.

Mr. Howe (Hamilton South): I just said, could you or would you, if the
other drug companies did, that was all.

Mr. RoGeRs: I do not know.

Mr. BranDp: What you are saying, Mr. Rogers, is that the matter is an
extremely individual one. Is that correct?

Mr. RoGeRs: That is right.

Mr. BRAND: And as such, to have an arbitrary figure set would impose great
difficulties on the industry generally?

Mr. RoGeRS: That is my personal feeling.

Mr. MAcLEAN (Queens): In Appendix 2, you start out by saying, “During
1965 we invoiced our customers a total of $9,444,757” and so on. On what

s
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percentage of this was sales tax paid, or why is the percentage of sales tax 5.79
per cent of total sales?

Mr. RoGers: Generalizing, Mr. MacLean, a large percentage of our business
goes to hospitals where there is no sales tax. We do not collect sales tax for the
government from the hospitals. Then we work on a formula, due to the fact that
we do our own distribution. Another company’s products may go out through
a wholesale and give their price less their regular discount, less the wholesale
allowance, and they pay to the government the tax on what they charge the
wholesale. Since we do our own wholesaling or distributing, we work on the
formula 8.374 of our invoice on taxable merchandise; that is, to accounts where
we must collect the tax, but not from hospitals or anyone who is tax-exempt.

Mr. MACLEAN (Queens): Do you do your own distribution entirely, os is
some of your distribution done through wholesale companies?

Mr. RoGERS: Approximately, 10 to 12 per cent of our merchandise goes
through wholesales, across Canada.

Mr. MAcCLEAN (Queens): I notice that your main manufacturing plant—
perhaps your only one—in Canada is in Brockville. Originally, I believe you
manufactured in Walkerville?

Mr. RoGeERs: That is right.

Mr. MACLEAN (Queens): Is it a fair question to ask what were the deciding
factors as to the location in the first place, and the relocation in the second place?

‘ Mr. RoGeRs: The first location in Walkerville, goes back to 1879 or so, and I
do not think we can answer that one. But it was right across the river from
Detroit, so I suppose that they were almost mirror images, its convenience,
closeness. And Brockville is mid-point, we feel, in a real fine community be-
tween two of our largest markets, and we have reduced the transportion on
merchandised items considerably. We have not, really, because the transporta-
tion rates keep going up, and we have to just keep going to keep ahead of the
increases.

Mr. MAcLEAN (Queens): I have a question which is a very general thing,
but quite a bit of attention has been given to the possibility of retaining in
Canada the manufacture of a higher percentage of the drugs consumed in Can-
ada, and the general desirability from an economic point of view of manufac-
turing our own needs in Canada generally, including drugs.

To accomplish this such things as patents, duties and so on are required. Is
there any possibility that, as a result of this, the manufacturing of drugs and
drug research might spread from central Canada to such places as British
Columbia or Saskatchewan, or Newfoundland if you like? This is, perhaps, a
political problem, but people in the other eight provinces get very tired of being
under the impression that they are paying extra for drugs so that they will be
manufactured in Canada—whether that is correct or not—eternally for the
benefit of the economy of two provinces, in this case.

Mr. ROGER:: Mr. MacLean, I do not know of anyone in this room who has
more sympathy for you on that statement than I have, being a Saskatchewan
farm boy. I have often thought the same thing. But it is an economic factor, Mr.
MacLean.
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Mr. MAacLEAN (Queens): It is too great to expect it to be overcome?
Mr. RoGeRS: The economic factor?
Mr. MACLEAN (Queens): Yes.

Mr. RoGeRs: I believe so, owing to the way our population is spread out, the
vast areas we have in Canada. I think that research can be carried out any place,
but there must be a climate for it; you must be close to universities and other
research centres, so that there can be an exchange of information. These people
are working with only one commodity and that is brains, and they like to
have a lot of other researchers around to transfer information, and naturally
that is why research centres tend to go to large university centres.

Mr. MACLEAN (Queens): But there is development of the chemical industry
in places like Alberta—I am thinking now of industrial chemistry—and there is
a growth in the scientific population, if you like, of highly trained scientists in
some other areas in Canada. Now there are good universities in most provinces,
and so on.

Mr. Rocers: I would not want to make any prediction on that whatsoever,
but I presume that if our population ever got up to the 100 million that we would
have pharmaceutical companies spread all over Canada; however, distribution is
the main problem.

Mr. MACLEAN (Queens): The population in the United States is nearly 200
million, or something around that figure, is the drug research and manufacture
centred in one area of the United States or is it now becoming more widely
spread. Do you happen to know?

Mr. RoGers: Well it is fairly widely spread and it always has been to a
degree. Naturally, the original growth was in the east, in the New York area;
but I just noticed in a news clipping the other day that the second oldest
biological firm is located in California. We are the oldest in the United States,
and the Cutter people in California; they have been there for many years. There
are firms in Chicago, which is considered naturally the midwest of the United
States. We in Detroit, when we started there 100 years ago, were considered
upstarts; they would not even let us into the New York market.

Mr. MACLEAN (Queens): In the annual report of the parent company I
notice that in Australia your research laboratories are in a place I never heard
of, I must admit, but I presume this is a suburb of some large city.

Mr. RoGeRS: No, this is specialized research in the field of animal husbandry,
concerning sheep particularly, and there is no place in the world where there
are more sheep in one place than in Australia. That is the type of work we are
doing there, and climate; that is why we are there. You might say climate, and
not weather, but the factors are right for that kind of specialized research.

Mr. MACLEAN (Queens): I think I will pass for the moment.

Mr. Howe (Hamilton South): Was the move to Brockville made because of
the savings in transportation costs or were there other factors?

Mr. ROGERS: Actually, this is just from the top of my head, I was an
ordinary salesman you might say in those days when the move was made, but
the reason is that there were other factors, for instance, the climate, the people.
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You see our industry is not like putting hub-caps on automobiles and things of
that nature; you have to have a different temperament of person, and we felt
that the farm community around Brockville and the various areas there were
ideal and the fact that it is between Toronto and Montreal. There is an ideal
type of person there for this type of work and there is a ready, available market
for labour in that area too; it is one of the finest in Canada.

Mr. MACLEAN (Queens): I would think, as a layman, that perhaps in the
drug industry transportation distribution costs would be lower per dollar of
value than almost anything you could think of; is this true?

Mr. RoGERS: Our transportation costs were 2.73 per cent of our total sales
last year. Now I cannot compare that with groceries, sugar and so on. We do
prepay all our merchandise, whereas for example, if you were to buy a ton of
sugar you would pay for the freight on it from Montreal to Brockville; so I could
not give you any comparison.

Mr. MacLEAN (Queens): Now, in Appendix 2 there is no separate mention
of the cost of research in this—I suppose that is included in the first item, the
cost of goods sold.

Mr. RoGeRs: That is right, that is the figure we gave here a few moments
ago.

Mr. MACLEAN (Queens): Yes.

Mr. RoGeRs: It is in there, yes.

Mr. MAcLEAN (Queens): Now, what is the amount of research done by your
company as compared with this figure of $9 million and something. How does
that ratio compare with the amount of research done by the parent company or
by some other subsidiaries in other countries.

Mr. RoGERS: We get a real gift from the parent company in Canada. Our
charges are less I think than a lot of them, and they really give us a break on our
research.

Mr. MAcLEAN (Queens): In other words, you benefit economically and the
consumers of drugs in Canada benefit economically from research that is done
by the parent company in the United States or somewhere else.

Mr. RoGeERs: That would be my understanding in comparing these figures.

Mr. Branp: Would you agree that the generic firms sell some of these
products a lot cheaper than the others, the P.M.A.C. group for example.

Mr. RoGeRS: Yes, they do. I am speaking for ourselves.

Mr. BrRanND: Now, what do you suppose would be the result if we made it
feasible for such generic companies to sell as much as possible in Canada, what
do you think would happen to the large P.M.A.C. group?

Mr. RoGeRs: In five years I would not be here.

Mr. BRAND: I suppose that would mean something to the rest of the industry
as well.

Mr. RoGeRs: That is right.
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Mr. BRaND: Do you think the generic companies would be able to handle say
the—how many products is it you have, 300 and some products—would they be
interested in manufacturing all these, would you say?

Mr. RoGgeRs: To date they have only been interested in one or two.
Mr. BRAND: Is there a reason for this?

Mr. RoGeRS: Volume of business; ease of marketing to hospitals, govern-
ment sales, and so on.

Mr. BRAND: So you believe that the end result would be that the drug
industry as such, with the research and all, would be disappearing in the next
few years?

Mr. RoGeRs: Bluntly, it would be catastrophic to the people of Canada.

Mr. BRaND: Have you ever done any comparative studies on the various
products produced by these other firms on the compulsory licence, say chloram-
phenicol as an example, comparative studies as to quality or in vitro studies or
anything of that nature?

Mr. RoGeRs: Under compulsory licence?

Mr. BRAND: Yes.

Mr. RoGeRS: Yes we have.

Mr. BrRanD: Have you any results of any of these?
Mr. RoGeRs: Not available.

Mr. BraND: Not available at all? Why not?

Mr. RoGERS: The only one studied was chloramphenicol, and on chloram-
phenicol at the present time I think we have four of five cases pending on
litigation and we would not want to divulge any results of these things at this
time.

Mr. BranD: Do you deal with governments; that is, sell to governments?
Mr. RoGERS: Yes, definitely.

Mr. BranDp: What has been your experience in selling to the Canadian
government; do they buy just on price alone, or what?

Mr. RoGERS: Yes.

Mr. BrRaND: Do they make any inquiries as to quality of the products or are
any particular studies done say by the Department of National Defence, or
whoever purchases for them.

Mr. RoGeRs: Not to my knowledge, as long as you qualify for GP741A. There
may be tests done but not to my knowledge; however I am not saying they do
not, because I do not know.

Mr. BrRAND: There have been some persistent rumours that some of the
drugs purchased by the armed forces and used by the armed forces have been
proven to be of such quality that they have been quietly flushed down the
various service toilets particularly in Europe, because they were completely
unusable. Have you any knowledge of this?




November 3, 1966 DRUG COSTS AND PRICES 1049

Mr. RoGeRs: It is only hearsay.

Mr. BRAND: Then you have heard the rumours as well as I have.
Mr. RoGceRs: This has been reported by our salesmen.

Mr. BRAND: By your salesmen, where?

Mr. RoGers: In Canada.

Mr. BRAND: They do seem to buy on price without particular regard as to the
absolute quality of the nature of the drug. Do you think this is a good thing?

Mr. RoGers: I think that they should have in vitro studies and in vivo
studies as well.

Mr. BRaND: Thank you, that is the point I wanted to make.

Mr. IsABELLE: Do I understand that the hospitals throughout Canada are
sacrificing quality for price by buying generic drugs because I know that some of
the generic drugs are nearly poison, but nevertheless—

Mr. RoGers: I think I would have to fairly state that the majority of the
hospitals are very conscious of their obligation to the medical profession and the
patients and in most cases they will buy a high quality—

Mr. ISABELLE: Generic or—

Mr. RoGeRrs: Of our manufacture, but it does occur on occasion and I do not
think we could give you the names. Most of the hospitals we find have been
most fair.

Mr. Howe (Hamilton South): Do you sell at a lesser price to the government
than you do generally?

Mr. Rocers: We sell on tender to the government.

Mr. Howe (Hamilton South): Does the price work out to be less than the
general—

Mr. RoGERS: On occasion it does. It is a highly competitive field. We come to
a breaking point where we stop. I can tell you that we do not get too much
government business because we stop bidding fairly high.

Mr. Howe (Hamilton South): What percentage of your business is gov-
ernment business?

Mr. RoGeRrs: Federal? Less than 1 per cent.

Mr. Howe (Hamilton South): Negligible.

Mr. RoceRrs: That is right.

Mr. Howe (Hamilton South): In other words, you will not sell just on price

Mr. RoGcers: Heavens, no! Quality only.
Mr. LamLAw: There is a vary interesting statement, at least to me, on page
14 of the brief, Mr. Rogers, which reads as follows:

For almost any means of treatment, patented or unpatented, there is
an alternative or several alternatives.

Mr. Rogers, the Committee has been told repeatedly that each drug in itself,
regardless of who is the manufacturer of the drug, has a specific purpose and
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although the drug may have the same type of molecular structure, nevertheless,
the dilutant which is put in it or what it is mixed with has also an effect which
varies from patient to patient.

Now, if your statement is true, am I not correct in saying that perhaps the
high cost of drugs in this country is because of the intense competition between
the drug firms? Am I also correct in stating that perhaps the drug industry is
different from any other industry because an intense competition raises the
price, where under our free enterprise system which we have in Canada general-
ly the price becomes lower?

Mr. RoGERS: On the first one, Mr. Laidlaw, we are talking about two
different things. We are talking about a therapeutic class, that is to say, that
there is an alternative. Suppose I have an allergy for about six months or a year
the only antihistamine available to the medical profession in Canada was Ben-
adryl and now I suppose there are two dozen on the market or maybe more.
The doctor has a choice; he can use our Benadryl or he can use these other
products. So, if that is not competition I would like to know what it is.
Competition has reduced the cost of drugs in Canada.

Mr. LaipLaw: It would seem to me that the intense promotion which is
carried on by the various drug companies—and the figures seem to prove this
out—is raising the price because of the additional money spent.

Mr. RoGgeRrs: Not in Parke, Davis.

Mr. LaipLAW: I would like to refer to page 22 of the brief if I may Mr.
Chairman, and the question that has been well set out here of why a certain
product is imported into Canada rather than manufactured in Canada. I assume
that this particular product is patented in the United States and you have the
licence for this product in Canada. Am I correct?

Mr. RoceRs: The parent, Parke, Davis, holds the Canadian patent for this
product.

Mr. Lampraw: If your Canadian company holds the patent you are aware of
course that under Section 67 of the Patent Act you are required to manufacture
the product within three years. After a period of three years goes by that patent
can be impeached.

Mr. RoGeRs: I am not aware of that.

Mr. LamrLaw: How long has this particular product been patented in
Canada?

Mr. RoGeRs: Not too long. We can manufacture it in Brockville any time we
want to.
Mr. LATDLAW: It is just question of cost?

Mr. RoGERS: It is a question of economics. If you want to pay more money
for this we will manufacture it in Brockyville.

Mr. Lamraw: Do you realize that there may come a time when you will be
faced with this particular provision in the Patent Act, that you will be required
to manufacture here or you will lose your patent?

Mr. RocGeRs: I presume our patent attorneys are aware of this. I cannot
discuss this because I do not know.
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Mr. ISABELLE: Ybu have manufacturers in Japan; you have two, I think, in
Tokyo.

Mr. RoGERS: Yes.

Mr. IsaBELLE: Now, is that for domestic use.
Mr. RoGeRs: That is for domestic use in Japan.
Mr. IsABELLE: They cannot export.

Mr. Rocers: No, not to my knowledge. It might be exported to Korea or
some place but I do not know.

Mr. LamrLaw: Mr. Rogers, it has been stated several times before the
Committee that if more research was done in Canada, and which probably would
be done if the Patent Act were strengthened, this would improve the export
situation from Canada. Now, I am asking you if this is in fact possible, because of
the international patent system. In other words, you could not export to the
United Kingdom because your sister corporation in the United Kingdom has that
particular market, and so on. Do you have any comments to make on that point?

Mr. RoGeERs: Well, I have often looked at this. We have so many plants all
over the world I just do not know where we would export to.

Mr. Lamraw: Well, this is my point—you have made it precisely. The
international patent system prevents, to a great extent, the possibility of export-
ing Canadian drugs elsewhere in the world.

Mr. RoGers: But, if we had a Canadian product—I think the Ayerst people
gave a fine example here. At one time we use to export all the Cascara from
Canada to all our locations in the world. We extracted and exported it from here.
In the early days of natural vitamins, when Vitamin “B” was from wheat germ,
we extracted our wheat germ in Canada. But you can synthesize a chemical just
as well in Hounslow, England as you can in Brockville, Ontario.

Mr. LapLAw: Thank you very much, Mr. Rogers.

Mr. Howe (Hamilton South): Mr. Chairman, may I ask one question? In
every instance, as far as the ultimate retail price of the drug is concerned, does it
pay to manufacture what you do manufacture in Canada?

Mr. RoGeRs: Oh, definitely.

Mr. Howe (Hamilton South): Everyone of them pays. There would not be
any instance where importing rather than manufacturing them would be cheap-
er?

Mr. RoGeRrs: I cannot make a blunt statement “Yes” on that because we
review these every six months.

Mr. Howe (Hamilton South): So those which are cheaper to manufacture
elsewhere are as a general rule done and imported.

Mr. RoGERs: Yes, in a very small lot. There may be a reason for this—they
are hard to handle, contamination and special facilities which we do not have in
Brockville which would have to be built at a tremendous cost. It is much cheaper
to bring them if from our parent company. It is only a little over 8 per cent,
which is pointed out in our Appendix 3.
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Mr. Howe (Hamilton South): But that is not the general rule. With respect
to the ones which are manufactured here, there is an economic reason for doing
so?

Mr. ROGERS: Oh, yes.

Mr. IsaBELLE: Do you sell this product which you are manufacturing in
Brockville at the same price in Vancouver and in Ottawa?

Mr. ROGERS: Absolufely, and in Brockyville, too.
Mr. IsABELLE: You absorb the transportation.
Mr. RoGeRs: That is correct.

Mr. MACLEAN (Queens): I have a couple of supplementary questions. Could
you say in general terms what part of your business is devoted to prescription
drugs and what part is devoted to over the counter drugs, of your total sales?

Mr. RoGERS: I cannot give you an exact figure on that because we have some
real borderline ones. They just fit into two categories and it would be very hard.
Actually we have never done an exact study of that. Let us take a product like
hydrogen peroxide which has been made for I do not know many years, well
doctors use that product in their offices, hospitals use it and lay people buy it
over the counter in the drugstore. So, it is pretty hard for us to determine. We do
not know where it is going once it goes to the retail pharmacy. We know when it
is going to the hospital that it will be used by the medical profession and the
nurses in the hospital. But, when it goes to a drugstore do they send it to the
doctor’s office or does a lay person purchase it?

Mr. MACLEAN (Queens): Well, perhaps I can put my question in different
terms. What percentage of your business is devoted to pharmaceuticals that can
be given only by prescription? I just want a very rough figure.

Mr. RocgeRrs: I would say about 75 per cent. That is a rough estimate, too;
please do not hold m to that one.

Mr. MACLEAN (Queens): Now, with regard to the research aspect of your
operation, I suppose you supply new drugs that are still in the research stage to
research institutions, universities and this sort of thing.

Mr. RoGers: We started our first research in this division in Canada in
1932, and at the present time we have 11 compounds under investigation in
various clinics and with physicians who are connected with university centres
and hospitals. There are 11 under study in Canada at this time.

Mr. MacLEAN (Queens): Have you any drugs you have developed, which
are useful in the treatment of uncommon diseases, which you manufacture and
distribute at a loss because their cost of manufacture is high and the market is
very small?

Mr. RoGeRs: From my point of view we have too many.

Mr. MAcCLEAN (Queens): But you do have them?

Mr. RoGeERs: We have lots of them.

Mr. MacLEAN (Queens): Now, I have a question that has been asked before,
I think, of nearly every witness that has appeared before the committee. You
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have not been asked it yet. So, I guess I will ask you. In the light of your
distribution system could you give a specific example of the effect on the retail
price of one of your products if the federal sales tax was removed?

Mr. RoGeRs: You would almost have to choose an over the counter, product
let us say, an O.T.C. product. This is the way you would look at it. In our pricing
structure, our catalogue, let us say, this item lists for $1. The druggist then
receives a 40 per cent discount. It costs him 60 cents. Immediately on an order in
council, or whatever it takes to remove the 11 per cent sales tax, we would then
reduce our list price, I presume, in this case, by 10 per cent. 89 cents is rather
an awkward price but we might even go to the 89 cents. Let us say it is 10 per
cent. One of your members said he would rather talk of 10 per cent than 11
per cent because 10 per cent works out easier. Then our list price would be-
come 90 cents and it would cost the druggist 54 cents and the consumer would
pay 90 cents for it. But as in this brief, if this ever happens, the people of
Canada must be informed about this by the government of Canada, that they
cannot expect price reductions immediately because we cannot retrieve the
sales tax that has already been paid to us because the government has it, and
we cannot get it back from them, to give back to the druggist.

Mr. MAacLEAN (Queens): You mean there will be a transition period?

Mr. RoGeERs: That is right. There should be, in fairness to the retail pharma-
cist.

Mr. MAcLEAN (Queens): Yes, until his present stocks are sold. But, after
that, the full benefit would accrue presumably.

Mr. RoGers: Well, that is what we would hope.

Mr. BRAND: Mr. Chairman, in view of the fact we have heard a lot over the
past few meetings of this committee regarding compulsory licences and a lot of
different views, perhaps biased in a sense, and naturally so, and in view of the
fact that we have not so far before us anyone that is familiar with the tribunal
system of setting up compulsory licences in Britain, would it be possible, since
these are the ones who make the decision, to have some person from this tri-
bunal appear before the committee? I think it is of utmost importance and I
can carry this a little bit further. I do not know about the propriety of this, but
in this country the people who make the final decisions on this matter are
justices of the Supreme Court of Canada. What possibility is there of having
before us as witnesses one or two of these judges who have made decisions along
these lines to see what leads them in their interpretation of this to grant
compulsory licences.

The CHAIRMAN: I am not a lawyer but I doubt—we could probably ask Mr.
Laidlaw—whether you could get a justice of the court before a Committee to
answer questions as to why he did such and such a thing. I think this would be
highly unethical.

Mr. BrRanD: I was not thinking of just why he did it but the mechanisms
which in his interpretation, since they make the decisions, lead to this type of
decision. That is all I am interested in. Otherwise how are we going to know

except from a prejudicial viewpoint from either side.
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The CHAIRMAN: Somebody wants to make a comment but first I will make
two comments. First of all, I think the day that one of the drug companies was
before us, Hoffman-LaRoche, they did have a gentleman here who had come all
the way from England, who did make some comment on this during his presen-
tation and during the questioning, Mr. Hunter. As of Tuesday this gentleman
was still here, I know.

Mr. BranD: I quite realize this. I was suggesting someone from the actual
tribunal.

The CHAIRMAN: The other person we might wish to call would be the
Commissioner of Patents in Canada.

Mr. Howe (Hamilton South): Mr. Chairman, may I suggest in lieu of this or
move, as the case may be, that you call a meeting of the steering committee to
decide on our future witnesses.

The CHAIRMAN: I think on the 1st of December we do not have a meeting
scheduled and it had been my thought this might be a good day to get the
Committee together to have an in camera meeting to just decide what further
witnesses we should call and what direction we should pursue it further.

Mr. BranD: I do not see anything improper at all about calling a judge of
the Supreme Court before this Committee.

The CHAIRMAN: Would someone like to comment on that?

Mr. JouN M. GoprFreY (Legal Counsel, Toronto): There has just been a case
reported which I saw for the first time a couple of days ago. It was a Hoffman-
LaRoche case. Although it was decided some months ago it has just recently
been reported. The Supreme Court of Canada—I have only read it through
once—in effect said “we will not try and set what the royalty is; that is the job
of the Commissioner of Patents, unless he has proceeded on wrong principles
the onus is on somebody else, then we accept his royalty.” In that particular
case, although the drugs were being sold at retail by Hoffman-LaRoche, the
Commissioner of Patents established a price of 15 per cent on the bulk price
and not on what they actually sold. If they ever sold in bulk they would get
a royalty only on that bulk price which is much less than they would sell to
the wholesaler. But the Supreme Court of Canada did not specifically go into
the point. They said that is the job of the Commissioner of Patents and only
if he proceeds on the wrong principle and we cannot say he did in this par-
ticular case, so they really touch on the point.

Mr. LampLAw: Mr. Chairman, that was strictly interpreting the statute as it
is now. The interpretation now is settled and it can only be changed by amend-
ing the statute by legislation. But in the case the judgment is quite clear, it
strictly interprets section 41. There is no leeway in it now as I understand it
and I am sure Mr. Godfrey would agree with me, that the law is now settled
on that point unless it were changed by legislation.

The CHAIRMAN: Would you care to comment on the question whether a
justice should come to the Committee? I should say to the Committee that
because the Hall Commission report goes deeply into the question of costs we
did invite Mr. Justice Emmett Hall to appear before this Committee and he
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said it was not the practice to appear before the Committees, as the report
spoke for itself.

Mr. Branp: I think, however, practices have been changed in recent times.
The CHAIRMAN: Would you care to comment on that?

Mr. LADLAW: I would agree with you, Mr. Chairman. It is a case of trying to
ascertain what went on in the Justice’s mind at the time he was writing his
judgment and I do not think that would be appreciated.

The CHAIRMAN: I suggest that the Chairman will call a meeting of the
steering committee to consider all these problems.

Mr. BranD: The opinion, as I pointed out, is exactly what we are getting
now, opinions on two sides of the matter. I would like to hear it from the horse’s
mouth.

Mr. Howe (Hamilton South): Could you call this steering committee meet-
ing fairly soon because if we are running out of witnesses at the end of this
month it will take us a while to re-organize.

The CHAIRMAN: No, we are not running out of witnesses. The list I gave you
only went to the end of November. We are now up to at least the 15th of
December, with witnesses. I am afraid the list of witnesses is going to go on
forever rather than come to an end.

Mr. EnNs: Should we not look at this to see at what point we are gaining
new information. Surely there might be many that want to appear but if we are
not going to be helped or informed by the new witnesses, then perhaps we
should be more selective as we have heard more and more witnesses.

The CHAIRMAN: If it is the wish of the members of the steering committee,
who are actually here, we could call a steering committee meeting for 10 o’clock
tomorrow morning. Dr. Howe and Dr. Brand, would you care to have a steering
committee meeting tomorrow morning at 10 o’clock?

Mr. BRaAND: What day is tomorrow?
The CHAIRMAN: Friday.

Mr. BRaND: All day? That interferes with my French lesson, but it would be
un grand plaisir M. le President.

Mr. ENns: Dr. Isabelle just made a comment that might be of some help or
some use to us, and that was to hear from pharmacists because there are
different retail prices on similar produects.

The CHAIRMAN: The pharmacists have already made a presentation.

Mr. Enns: I know that, as an association they have, but is that as good as
you can do?

Mr. Howe (Hamilton South): Mr. Chairman, would it not be wise for
people on this Committee to make suggestions to their representative on the
steering committee rather than extend this meeting with suggestions?

The CHAIRMAN: Yes. Are there any other questions of the witnesses?

Mr. MACLEAN (Queens): I have one that I am afraid may be a bit naive

but which I would like to pose to Mr. Godfrey. The Patent Act includes patents
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of all descriptions and section 41 deals not only with drugs and pharmaceuticals
but with foods and so on. Would it be considered advantageous by the industry
if there were a separate section in the Patent Act dealing with pharmaceuticals
only, so that any peculiarities of the problems involved in the patent of processes
and patents of any sort having to do with drugs, could be separately dealt with
so that many things which do not apply to other types of patents would not be
confusing the legalistic problems involved.

Mr. GoprreY: I have never really given it that much thought but I would
not think it would be an advantage to separate foods and pharmaceuticals.
Thinking of them both separately some things that might apply to foods would
not apply to drugs.

Mr. MAcLEAN (Queens): There might be justification for having a different
procedure, for example, in the patenting of pharmaceuticals that might apply to
foods or something else.

Mr. GopFREY: You would not get the enormous research costs in food that
you do in drugs.

Mr. MacLEAN (Queens): I have the impression—I am not a lawyer—that
you have in the same basket apples and oranges sort of ad infinitum in the
Patent Act, and it must be extremely difficult to draw legislation, as has been
attempted here, which will have the desired effect on each category of product.

The CHAIRMAN: Are there any other questions of the witness? If there are
no other questions, we would thank Mr. Rogers and his associates for appearing
before us and presenting their brief this morning.

Mr. RoceRrs: Thank you very kindly Dr. Harley, for the great courtesy that
you and your Committee have shown to us. Although an invitation to visit our
facilities in Brockville which are only 65 miles from here is mentioned, in the
brief I would like to restate it, particularly for the younger members of this
committee. We would like you to come as a group or individually. Come any
time without warning because the place is always clean.

The CHAIRMAN: Rather than the younger members you mean the newer
members?

Mr. RocGeRs: Actually I should have said that because some of the older
Committee members have seen our plant.

The CHAIRMAN: The meeting is adjourned until Tuesday when we will have
before us the Empire Drug Company.




November 3, 1966 DRUG COSTS AND PRICES 1057

BRIEF FOR PARLIAMENTARY COMMITTEE
ON DRUG COSTS AND PRICES
BY PARKE, DAVIS & COMPANY, LTD.

Montreal, Quebec

Mr. Chairman and Members:

This submission is presented to the committee by Parke, Davis & Company,
Ltd. We have been specifically asked to comment on research, patents, and drug
costs, and will endeavour to direct our comments towards these most important
subjects. Before going further, we would like to assure you that we are fully
aware of the responsibilities of your committee and are most willing to be of
assistance to you.

Parke, Davis & Company, Ltd. maintains its Canadian Head Office in Mont-
real, with manufacturing facilities in Brockville, Ontario, and sales branches
and warehouses in Montreal, Toronto, Winnipeg, Edmonton, Vancouver, and we
have a distributorship in St. John’s, Newfoundland. The company is a wholly-
owned subsidiary of Parke, Davis & Company, Detroit, Michigan.

The property and buildings at our locations are owned by Parke, Davis &
Company, Ltd., with the exception of the Edmonton and Vancouver branches,
where we rent our premises.

As of December 31, 1965, our total investment in Canada was $8,959,000.,
and the net earnings (as shown in Appendix “2”) of $386,130 for that year, show
a return of 4.3 per cent on this investment.

We employ approximately 400 people, and practically all of these people,
including management, were born and educated in Canada. The few exceptions
would be those people who have recently arrived in this country from other
parts of the world. In 1965, we paid to our employees the amountt of $2,012,669.
in salaries and wages. In addition, the company provided employee benefits at a
cost of $124,644. These included unemployment insurance; group life, accidental
death and weekly sickness and accident insurance; workmen’s compensation;
hospital, surgical, medical and comprehensive (including drugs) premiums, and
retirement plan programs.

We recognize the needs of the communities in which we are located, and we
are proud of the calibre of our facilities. Our manufacturing plant at Brockville
is one of the finest in the country. We extend to you a hearty invitation to visit
our Brockville plant where you will be able to see, at first hand, a complete
pharmaceutical manufacturing operation.

Our operations are such that we make our own decisions regarding products
and marketing planning. It is also our decision as to where we purchase our raw
materials as long as they meet our rigid quality control standards. Our Brock-
ville operation employs approximately 50 per cent of our total personnel. The
remainder are located across Canada in the fields of distribution and selling.

One of the founders of Parke-Davis was a physician, pharmacist and chem-
ist. He founded this company, one hundred years ago, for the purpose of
manufacturing quality pharmaceuticals. The quality of our products is of the
highest standard, and this standard is maintained through rigid quality control
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methods. Not only are the products of our manufacture subject to quality
control, but also all printed literature, promotion material and our advertising.

RESEARCH

It is rather difficult to discuss research without involving the parent compa-
ny which, this year, is celebrating its hundredth anniversary having been estab-
lished in October of 1866 in Detroit, Michigan. Just twenty-one years later, in
1887, we began our first manufacturing operations in Canada. This makes
Parke-Davis the oldest pharmaceutical firm in Canada—a fact of which we are
very proud. We went on full-scale production in January 1 of 1891 in Walk-
erville, Ontario. We remained in Walkerville until 1956 when we opened our
present manufacturing facilities in Brockville, Ontario on June 15 of that year.

From its very inception our company has been oriented towards research. In
those early days, medical research was not devoted to chemical synthesis, gland
function or biological therapy. Botanical drugs engrossed the attention of physi-
cians. Our efforts were directed, for many years, to the discovery and study of
these agents.

We sent expeditions all over the world. One of the earliest was to the Pacific
Northwest, including British Columbia, and in 1877, we introduced Cascara
Sagrada, still a widely-used drug. The world’s source of supply is still the Pacific
Coast, ranging from Northern California to mid-British Columbia. As well as
discovering new drugs, possibly the greatest step forward was in 1879 when we
introduced CHEMICAL STANDARDIZATION for drugs. In 1897, we introduced
PHYSIOLOGICAL STANDARDIZATION. In 1901, we established the first or-
ganized systematic method of subjecting medical agents to CLINICAL PROOF
before marketing them. These three steps introduced by Parke-Davis are now
recognized as “musts” by reputable manufacturers before any pharmaceutical
preparation is offered for sale.

In 1893, we introduced “DESICCATED THYROID GLANDS” which is still
widely used by the medical profession. In 1894, we were the first to manufacture
and market biologicals on a commercial scale in North America. We hold
biological license No. 1 in Canada as well as in the United States. Parke-Davis
manufactures many life-saving vaccines and serums and the search continues for
new biologicals.

Prior to 1900, our research was not carried out under one roof. In that year,
it was realized that something more elaborate and complete was needed in the
way of a research laboratory and we established the first research laboratory for
industry in the Western Hemisphere. This laboratory was completed in 1902, and
has been enhanced by the addition of new research facilities at Ann Arbor,
Michigan.

These laboratories are augmented by research facilities in Hounslow, Eng-
land, Mittagong, Australia, and Rochester, Michigan. These are among the finest
homes of science throughout the world.

Transfer of research information from one centre to another, and from
country to country, has helped to raise health standards throughout the world by
making available to all peoples the results of our research. We, in Canada, have
always shared in the discoveries made in theése laboratories.

i i
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Some of the outstanding discoveries which have come from the Company’s
research laboratories are: [

“Adrenalin” (epinephrine hydrochloride)—Still a widely-used life-saving
drug to which physicians all over the world will testify.

“Mapharsen” (oxophenarsine hydrochloride)—This is mentioned primarily
to bring your attention to what can happen in the pharmaceutical industry. Prior
to the discovery of penicillin, a considerable amount of money was spent in
perfecting the ideal arsenical for the treatment of syphilis. From our research
laboratories came ‘“Mapharsen”, which, prior to the discovery and availability of
penicillin, was the most widely-used arsenical for the treatment of syphilis in the
world. Overnight, this drug was replaced with the more efficient penicillin,
which we also market.

“Dilantin” (diphenylhydantoin sodium)—It has been estimated that one
person out of every two hundred people living in Canada suffers from epilepsy.
Dilantin has been terméd the drug of choice for the treatment of the Grand Mal
type of seizure, which is the most prevalent and serious type of epilepsy. If it
were not for Dilantin, many people from all walks of life would not be able to
earn a living. Through continuing research, we developed several other anticon-
vulsants for the treatment of other types of seizures so that now we have a total
of five such products supplied in a total of fourteen product forms to accommo-
date the widest range of patient requirements.

From 1940 through 1966, increased labour costs have contributed to a 21%
increase in our price for an average year’s treatment with Dilantin. When you
compare this modest increase to the 1009, and 300% increases in the price of
such products as bread, milk, clothes, and automobiles, during the past twenty-
five years, you will agree that even in the face of spiralling costs, we have held
down the cost of our products for the treatment of Grand Mal epilepsy.

“Benadryl” (diphenhydramine hydrochloride)—This was the first antihista-
mine introduced to medicine in Canada and, although many more have followed,
it continues to play a very important part the treatment of allergies.

“Chloromycetin” (chloramphenicol)—This was one of the first wide-
spectrum antibiotics to be made available to the Medical profession and is still
regarded as an outstanding life-saving drug. Even after many years of clinical
use, it still retains an important position in medicine, and is unique in some
instances.

“Vanquin” (pyrvinium pamoate)—This product is an anthelmintic for the
treatment of pinworms. A Canadian physician who did considerable clinical
investigation with this drug called it a “cure”, a term which is rarely used to
describe the efficacy of a pharmaceutical product.

“Ponstan” (mefenamic acid)—Marketing of this new agent for the thera-
peutics of pain began in 1966. Ponstan represents another significant develop-
ment by Parke-Davis which will be widely accepted and used for many years
to come.

The foregoing are only some examples of the results of research. In our
catalogue listing some 375 products available to all people in Canada, are many
other products which are just as important, although not always as widely used
as some of the examples. Many of these are retained at the request of physicians
for the benefit of their patients even though the sales volume is very small. In
some instances it is not unusual for us to supply products at no charge, as in
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harc!shi-p cases. Also, there are many products which have come out of Parke-
Davis resear.'ch_ which do not appear in our present catalogue because they have
met a fate similar to that of “Mapharsen”—product obsolescence.

} That research is integral to the development of new or improved medica-
fcmns to treat disease is, I am sure, an accepted fact, that there are difficulties
inherent in successful research is also recognized. The extent of these problems,
however, is not immediately apparent, and I should like to devote some time in
expounding on this in a non-technical sense.

As indivcated‘ on the following chart, our overall research program yields
some 10-12 candidates annually. These candidates result from processing some
60,000-75,000 compounds and cultures.

DEVELOPMENT OF A NEW PRODUCT

(Showing Attrition as Candidates Advance)

Clinical
Investigation
(about 10-12

new candidates/yr.)

,////, Chemical Pharmacology \\\\\;
Toxicology and Pathology
(12-15 new candidates - Year)
1//// Product Development \\\\\
///// Secondary Pharmadology and Microbiology Evaluation \\\\5

Primary Pharmacology and Microbiology Screens k-

\\\\\frqgression of Candidate Drugs

Chemistry Microbial Technology Microbiology
(3,000 new cpds./yr.) (50,000 new cultu;gg/yr) (new vaccines & biologicals

As candidates advance, data accumulation accelerates on each candidate, but

number of promising candidates sharply decreases. Information on successful
candidates is eventually used for New Drug Application; information on less

successful is used in development of future candidates.

Our experience is probably comparable with that of other pharmaceutical
houses. It has been estimated that, based on total annual research costs, each new
pharmaceutical entity introduced over the past three years has required an
expenditure of approximately 16 million dollars.

The cost of research (in excess of $14 million for Parke-Davis in 1965) and
the necessity for a unified approach to obtain optimum value from the dollars
spent, results in the centralization of major research activities at Ann Arbor,
Detroit, and Rochester, Michigan, Hounslow, England, and in Mittagong, Aus-
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tralia. It is important to note however, that discoveries from these modern and
well-equipped research laboratories have always been made available to us.

Extensive clinical research programs have been carried out in Canada since
1932, under the direction of Parke-Davis Department of Clinical Investigation.
Over the years these programs have involved evaluation of a large number of
pharmaceuticals and biologicals in major medical institutions and clinics in
various areas throughout the country.

Research is a continuing matter with Parke-Davis. It does not end with the
marketing of a product. Many products that are now on the market are receiving
further study with the objective of providing new uses and improved per-
formance.

In summary, then, I should like to point out that:

1. Research is an absolute requirement to the discovery of new drugs
and the effective treatment of disease.

2. The field of medical science has broadened to the point that effective
research requires a considerable investment on a continuing basis.

3. Present products must pay for current research.

4. The more effective the research, the shorter the life of existing
products.

5. We in Canada benefit from research conducted by our parent compa-
ny, Parke, Davis & Company.

Research is very costly; but is also must be stated that it is very gratifying,
because our research has brought forth many health-giving and life-saving
drugs. Canadian physicians use these drugs according to medical needs, and they
are dispensed by the pharmacists in retail drug stores and hospitals of this
country according to the instructions of the physician. We, in Canada, are
fortunate to have such high-principled people in the professions of medicine and
pharmacy, and in the administration of our hospitals. It is only natural that this
would follow, due to the fine personnel that we have on our teaching staffs in our
schools and universities of this nation to prepare our professional people so
adequately.

PATENTS:

I am not a patent expert and consequently I have had to turn to our Legal
Department for assistance on this subject. They have provided me with the
following statement which expresses our views on the present Patent Act.

Our company firmly believes that a strong patent system is not only neces-
sary to encourage research and ensure continued scientific progress but also to
create and maintain a strong and sound local industry. We feel that the present
Canadian Patent Act is one of the important factors responsible for the small
amount of drug research and basic drug manufacturing carried out in our
country and that any further weakening of this Act would definitely be contrary
to the public interest. It is well known that drug research is extremely expensive
and that the odds of success are minimal. Obviously, no private institution or
individual can afford to create the research facilities, carry out the very expen-
sive research to devise, develop and thoroughly test a new drug, create the
facilities to produce the drug commercially, and bear the burden of acquainting
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the medical profession with the uses and limitation of the drug, unless he is
given some reasonable means by which he can recover his expenses and be
compensated for the risks involved. We submit that the present Patent Act does
not provide such necessary reasonable means since, for practical purposes, it
permits the grant of patents only on processes for making medicines and makes
even such limited patents subject to immediate compulsory licensing to almost
anyone applying for such a license.

We consequently endorse the views of the Pharmaceutical Manufacturers
Association of Canada, expressed in its submission of June 1966, that the Patent
Act should be revised to eliminate Section 41(3) and establish a properly
qualified tribunal to deal with compulsory license applications in those instances
where the patent is being abused, for example, by failure, in the absence of a
satisfactory reason, to manufacture locally. We are firmly convinced that if the
grant of compulsory licenses were limited to those instances where the patentee
failed without good reason to ensure manufacturing in this country, Canada
would soon have a strong basic industry capable not only of supplying our
domestic needs but export markets as well. However, under the present circum-
stances there is no incentive for a patentee to undertake manufacture in this
country. Under Section 41(3) his patent is subject to the grant of compulsory
licenses bearing only a modest royalty almost as a matter of right, regardless of
whether he is manufacturing in this country and whether his manufacture is
adequate to supply the market on reasonable terms. Thus, the present law seems
to benefit the copiers rather than the originators of new drugs.

Those who wish to see the present unsatisfactory state of affairs continue
will of course argue that restriction of the grant of compulsory licenses to those
cases where the patentee fails to manufacture locally would allow patentees to
produce locally and charge exorbitant prices for their products. Such an argu-
ment, however, will not bear critical examination.

When it comes to pricing of medicines it must be recognized that there are
practically no drugs which possess a therapeutic monopoly. For almost any
means of treatment, patented or unpatented, there is an alternative or several
alternatives and hence a patentee must price his product so as to be competitive
with these alternative treatments. Additionally, our present law prohibits the
grant of patents on substances prepared or produced by chemical process and
intended for food or medicine. As a practical matter, this means that anyone who
invents a new medicinal substance is only permitted to protect his process for
making it and that others are free to produce the identical substance by a process
other than the patented process. Modern chemical methods are so numerous and
diverse that there are many such other non-patented methods available, or
readily devisable. Thus the protection afforded to an inventor of a new medici-
nal, even if compulsory licenses were to be restricted to those instances where
the patentee does not manufacture locally, would largely be illusory rather than
real. In view of this we are of the opinion that if research and the establishment
of a strong local industry are to be encouraged it would be in the public interest
to modify the Patent Act to remove the prohibition of granting patents covering
new medicines and foods. Removal of this prohibition, I am told, is consistent
with the modern trend against such limitations as evidenced by the patent acts
enacted since World War II in Great Britain, Ireland, South Africa, New
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Zealand, the Philippines, and the proposed Common Market and Scandinavian
Patent Acts. 1 '

In summary, we believe that one simple and effective way for Canada to
encourage and stimulate local research on drugs and to provide the incentive for
the creation of a strong local drug manufacturing industry would be to revise the
present Canadian Patent Act to remove the restriction against the patenting of
new medicinal substances and to limit the grant of compulsory licenses to those
cases where the patentee fails, without a good reason, to ensure local manufac=
ture.

DRUG COSTS:

It is realized that your committee is charged with the responsibility of
exploring ways and means of reducing the cost of drugs. I believe, rather than
going into a long discussion on this important subject, if you will refer to the
appendices that are included in this brief, you will realize that Parke, Davis &
Company, Ltd. has tried to bring about a blend of reasonable prices, service,
availability of drugs and research. When prices have gone up, they have not
risen to the same degree as those of other commodities in the past number of
years. In general, newer drugs are reduced in price as volume of production
permits. Sometimes, older drugs must rise in price to compensate for increased
costs in supplies, labour and other influencing factors.

APPENDIX NO. 1 shows the comparison of our over-all unit selling prices
and as compared to our hourly labour costs for the years 1958 to the present
time.

APPENDIX NO. 2 shows the net profit that Parke, Davis & Company, Ltd.,
made in 1965. It should be mentioned that the parent purchased goods and
services in Canada which are not for resale here, but for use in other countries
represent a value of $116,770. This appendix also shows where we spent our
money, and in reviewing it, it is our belief that we have been most conserva-
tive in the promotion of our products. Never to be forgotten, however, is the
fact that without promotion drugs would not get into country-wide use. Promo-
tion basically informs the medical profession of the intended uses of drugs and
suggests to pharmacists that they should have the drugs available in anticipa-
tion of their being prescribed by doctors. THERE IS NOTHING MORE EX-
PENSIVE THAN A DRUG THAT IS NOT THERE WHEN NEEDED.

APPENDIX NO. 3 briefly covers the source of our products. It should be
noted that we maintain a very high Canadian content which will be increased as
conditions permit.

APPENDIX NO. 4 has been placed here solely for the purpose of illustrating
the reason why the development of the fine chemical industry in Canada has
been limited. However, as increasing research creates new possibilities, and as
the Canadian market grows, and is encouraged to grow, further development in
the fine chemical industry may be expected.

APPENDIX NO. 5 Here is shown what a pharmaceutical company, with a
net sale of $9,444,757. generated in taxes at all levels of government, in 1965.

APPENDIX NO. 6 We are including with this brief the 1965 Annual Etate-
ment of Parke, Davis & Company for your further information.

In conclusion, let us point out that all of this information is furnished in an
effort to cooperate with your committee and its valuable work. It is our opinion
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that when you have given careful study to this brief you will agree that
Parke, Davis & Company, Ltd. carries on a fair and equitable operation in
Canada and that our profits are consistent with our investment, taking into
consideration the risk inherent in marketing substances which do not have an
unlimited life.

Rest assured that we will continue to manufacture and make available to all
Canadians the products of our manufacture as efficiently as possible, but we shall
never allow economies to interfere with the quality of our products. This
assurance is given with the full knowledge that we are in a highly competitive
market and must always be looking for ways and means to reduce costs so that
we can remain competitive.

We support the recommendation proposed by the Pharmaceutical Manu-
facturers Association of Canada that the cost of drugs to the consumer can be
lowered by the elimination of the 119, sales tax. You may rest assured that we
will pass this savings on to our customers, if and when this tax is removed.

We would like to point out that in all fairness to the retail pharmacist the
people of Canada should be informed that they cannot expect this reduction
overnight because it would be impossible for us to adjust the prices of our
merchandise which would be on the pharmacists’ shelves at the time of such
legislation.

We support the recommendation of the Pharmaceutical Manufacturers
Association of Canada that patent laws be strengthened.

We will continue to explore the possibilities of enlarging our research in
Canada and these explorations would be greatly accelerated if we could be
assured that the patent laws would be strengthened.

We do hope that the information we have provided will be helpful to this
committee in bringing your work to a successful conclusion.
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Appendix No. 1
to the Brief

Comparison of Hourly Salaries of Production Workers
with the Average Unit Price Received for our Products
in 1958 with 1956:

As of December 31, 1958, the following average hourly wage rates were in effect:

Malbsarfice, . sl untain, sbeusgi $1.759 per hour
Fetaaleg L R, sas v, Sin)imd 15 1.456 per hour
Average AllHourly ........cc000n. 1.619 per hour

The rate as of June 30, 1966 is:

Male i, .u. o A (o O el et i Ao $2.262 per hour
Fetale : oees i saiicidad bas e 1.863 per hour
Average AllHourly ......co00uune 2.085 per hour

The above represents an average hourly increase of $.466 or 28.8 per cent.
In 1958, the average unit price received for our products was $1.859. In 1965,
the average unit price received for our products was $1.417?. This shows a
decrease in unit price of $.442 or 23.8 per cent.

@ The figure for 1966 will not be available until December 31, but the
figure shown here will be comparable.
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Appendix No. 2
to the Brief
NET EARNINGS

During 1965 we invoiced our customers a total of $9,444,757 and after the
following expenses and disbursements for the year we realized net income
of $386,130, or 4.09 per cent of the amount involved. .

g gk o Amount %

Cost of Goods Sold ..... Tetatets*a et st e e " a" 0 " 0 0 e "0 . $4,486,660 47.50
Marketing Salaries ...... Sotetetetetetatat ot et at ot ate S BIO'E 633,520 6.71
Marketing Travel EXpense .........ceeeevee.. 281,612 2.98
Transportation on Merchandise .............. 257,699 2.73
Samples, including Stock Packages .......... 174,981 1.85
Representatives’ Equipment and- Exhibits .... 18,959 0.20
Public Relations™ .Sl v slnae e ads o atite s b o 151,969 1,61
Advertising Journals (Med1ca1 Hosp1ta1

Nurses and Pharmaceutical) .............. 89,381 0.95
Advertising Retail Promotion ................ 129,667 1.3%7
Therapeutic Netes 25V, ©¥HAGT UG (0L B9 35,176 0.37
Patterns of Diseaseée |\ HEEHOURIEL S8 TG L0 66,500 0.70
Divect:Mail 5553, s Aldidines i o Lisk 34,119 0.36
Product Brochures, file cards and other

information media for Physicians .......... 110,604 dald
Branch '‘Operations % § .0 s, Ve slesaal hinad, 976,725 10.34
General and Administrative .......co000uenen 395,927 4.19
Discounts and Other Sales Adjustments ...... 20,606 0.23
Federal Sales ham £t v« sies s hitsswsiasn setitislsie 546,522 5.79
Income Pames . i e vee by b o e e e 648,000 6.86
INet InCOmMIE L {1 vn ste's s sles b ia eiae asialnals s ol aiats o 386,130 4.09

Total % i i5s $9,444,757 100.00
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Appendix No. 3
to the Brief

Our product line consists of 375 products which are packaged in 637 dosage
forms and package sizes (oral, parenteral, topical, in various sizes).

% of Packages % of Sales

Bulk imported from parent represents small lot
tablets or capsules; also certain steri-vials
and ampoules. These are then finished com-
pletely in Brockville and this is carried out
either due to special manufacturing proce-

dures or economic reasons ..........cco00. 18.2 8.9
Imported Finished from Parent—Biologicals .. 15.2 9:2
Imported Finished from Britain .............. 0.5 01

@ Completely Manufactured in Canada ........ 66.1 81.8
LOtat b .. o ke BT 100.0 100.0

© Source Raw Material—The majority of our raw materials are either
synthesized or extracted in Brockville or purchased from Canadian
suppliers; the balance is from various countries in the world.
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Appendix No. 4
to the Brief

FINE CHEMICALS

We are continually searching for ways and means to produce, or procure,
the fine chemicals which we require to formulate our products. Of course, the
number-one consideration is QUALITY AND PURITY. Thereafter comes the
ECONOMIC factor. Naturally, if the quality does not meet our standards, we are
not interested in the product, regardless of price. In Brockville, we are in a
position to synthesize fine chemicals, but in many instances, it is more economi-
cal to import them from our chemical plant in Holland, Michigan.

A certain product of ours, which we can completely synthesize in Brockville
is also synthesized by our parent company in the United States, and, to the best
of my knowledge, it is not offered for sale by anyone else in Canada—this
product provides a typical example.

We produced this product in Brockville for a period of eight months,
maintained a very close study, and during this period of time we gained
considerable know-how and our production yields compared most favourably
with any of our world wide locations, including the United States. During this
period, we were able to reduce our costs of manufacturing by approximately 30
per cent and had reached a point which we considered complete efficiency.

But, unfortunately, we could import this from the parent, pay the duty and
allow for the 7% per cent exchange on the Canadian dollar at a cost of 70 per cent
less than we could produce it in Brockville.

The question is WHY—it is a straight case of production. Our production lot
in the United States is slightly greater than thirteen times that of the required
production run in Canada. Yet it takes the same equipment, the same amount of
labour, the same supervision, the same clean-up time, the same employee fringe
benefits, the same non-production departments, such as Inventory Control,
Purchasing, etc., to make the larger lot in the United States as it does the small
lot in Canada. Hence these costs are multiplied by thirteen. Since our selling
price for this product was based on the American import cost, we now have two
choices to make—manufacture in Brockville and increase our selling price or
import from the United States without increasing our selling price.

Appendix No. 5
to the Brief

In 1965, Parke, Davis & Company, Ltd. paid to the Receiver General,
Provincial Treasurers and Treasurers of Municipalities, $1,809,727., representing
sales taxes, customs duties, income, property and withholding taxes. Through
purchase of supply and expense items, we indirectly paid federal, provincial
sales, and other taxes, but the amount of such taxes is not practical to obtain.

The payments were as follows:

FEASTHL © /iiera sty ininsl s catsre SIS IEL e I LR LNl $1,560,620

T PPOVIDEIRL. “5iwiv s o6 s sl s LSRR 154,826
DIUDICIPAL olevié ot o obre s s ateniar i R R 94,281
$1,809,727

We are not in a position to assess the full impact of our operation on the
economy of Canada, but the above schedule shows a considerable direct contri-
bution to tax revenues.
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MINUTES OF PROCEEDINGS

TuespaY, November 8, 1966.,
(23)

The Special Committee on Drug Costs and Prices met this day at 9.50 a.m.
The Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Forrestall, Goyer, Harley, Howe (Hamilton
South), Howe (Wellington-Huron), Isabelle, Mackasey, MacLean (Queens),
Orlikow, Tardif (10).

In attendance: Dr. George F. Wright, Ph.D., of Toronto, President of Empire
Laboratories Ltd.

Also in attendance: Mr. A. M. Laidlaw, Q.C. of Ottawa, Legal Counsel for
the Committee.

The Chairman presented the Second Report of the Steering Subcommittee
on Agenda and Procedure as follows:
“Your Subcommittee recommends that during discussion on patents,

all those interested in this matter be available for questioning at the same
time.”

Agreed,—That the Steering Subcommittee Report be adopted.

Also agreed,—That Dr. Wright’s Supplement to a brief submitted on July 7,
1966, and the brief presented today, be printed as part of today’s proceedings.
(See Appendices “A” and “B”)

The Chairman submitted to the Committee a communication received from
The Chemical Institute of Canada, dated November 3, 1966, in answer to a Brief
presented by Dr. George F. Wright on July 7, 1966.

Agreed,—That copies of this correspondence be made available to the mem-
bers immediately, and that it be printed as part of today’s proceedings. (See
Appendix “C”)

The Committee proceeded to the consideration of Dr. Wright’s presentation.

During the course of questioning, Dr. Wright tabled, for the information of
the members, a Memorandum dated October 31, 1966, sent to him by Mr.
Kalman F. Roller, Control Chemist, on the subject of Quality Control. Copies of
this document were distributed to the members.

The Chairman informed the Committee that, as promised by Mr. Bethel, of
Smith Kline & French Inter-American Corporation on October 27, 1966, material
dealing with the relative potencies of ‘“Stelazine” and other trifluoperazine
tablets has been forwarded for the information of the members.

1069
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Agreed,—That the statement be printed as part of today’s proceedings. (See
Appendix “D”’)
Dr. Wright was fu;:tpgr questioned.

The Chairman thanked the witness for having made a presentation on
behalf of Empire Laboratories Ltd.

At 12.45 p.m., the Committee adjourned to 3.30 p.m., Thursday, November
10, 1966.. il

Gabrielle Savard,
) , Clerk of the Committee.




EVIDENCE
(Recorded by Electronic Apparatus)

TUESDAY, November 8, 1966.

The CHAIRMAN: Gentlemen, before we proceed this morning, the Steering
committee had a meeting since the last meeting of the Committee and I would
would like to read you that report. .

(See Minutes of Proceedings)

The background of this is, as you know, on November 24 we are going to
have at least two or three different groups who are interested in varying aspects
of the question of patents. The subcommittee felt that perhaps it would be in the
best interest of the Committee to have all of these people here together at the
same time in order that the Commitee migh ask them the same questions, hear
their argument in answer to each other. Is there any discussion on this?

Mr. MACKASEY: Who are the personalities, whom do they represent?

The CHAIRMAN: The Canadian drug manufacturers and the P.M.A.C. There
may be one or two other individuals who are interested. For instance, the
witness the day before that, Mr. Smart, from the Patent and Trade Mark
Institute of Canada, might also be interested in coming. Is that agreed?

Agreed.

Is it agreed that today’s brief be printed as an appendix to today’s proceed-
ings?
Agreed.

Mr. Howe (Hamilton South): Mr. Chairman, was there not more than that
suggested by our steering committee?

The CHAIRMAN: I can remember there was discussion about the timing of
our meetings, and it is obvious from the schedule before us that we will be
sitting into the New Year rather than being able to submit a report by Decem-
ber.

Mr. Howe (Hamilton South): Mr. Chairman, I had suggested a name having
to do with patents which I have lost at the moment, I will have to remind you of
it afterwards.

The CHAIRMAN: Can we discuss it later? I must admit it has slipped my
mind.

Mr. Howe (Hamilton South): You said his name had come up. I am sorry I
have forgotten but I have a poor memory.

The CHAIRMAN: There is a gentleman who is to let me know today whether
he wants to come or not. He had expressed a desire to attend earlier but
apparently he has not decided whether he will come.

1071
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Mr. Howe (Hamilton South): Could you name him now?

The CHAIRMAN: Mr. Kircher?

Mr. Howe (Hamilton South): No, that was not the name.

The CHAIRMAN: It was another name?

Mr. Howe (Hamilton South): I will have to tell you afterwards because it
was a man we had agreed on and it was to do with patents. I am sorry I have
forgotten.

The CHAIRMAN: It was not a gentleman in the armed services?

Mr. Howe (Hamilton South): No, no.

The CHAIRMAN: There was other thing—

Mr. HoweE (Hamilton South): Just a moment, Mr. Chairman, I have the
name here, a Mr. Henry.

The CHAIRMAN: Of the Restrictive Trade Practices Commission?

Mr. Howe (Hamilton South): He is the Combines Commissioner.

The CHAIRMAN: He is head of the Restrictive Trade Practices Commission.

Mr. Howe (Hamilton South): I named him and we agreed on it, at least I
understood we had.

The CHAIRMAN: I do not remember actually. I know this was discussed,
whether the Committee wished to have him appear. I am not sure that it was
during that discussion that it was decided he should appear.

Mr. HowE (Hamilton South): I would like to suggest him now, in view of
that having been omitted.

The CHAIRMAN: Can we discuss that later?

Mr. Howe (Hamilton South): Yes.

The CHAIRMAN: There is one other piece of correspondence that I think
probably should be printed as part of today’s minutes. It would be very apropos.
The last time Dr. Wright was before us he enclosed a brief on research and the
Chemical Institute of Canada have written us a letter and made several com-
ments on Dr. Wright’s brief. I think they are very pertinent to the discussion
today and I would suggest it be included as part of today’s minutes. Is it agreed?

Mr. HowE (Hamilton South): Is it too lengthy to read?

The CHAIRMAN: It is 4 pages.

Mr. MACKASEY: If it is pertinent, how can we question Dr. Wright on it if he
has not seen it?

The CHAIRMAN: Well, we can read it into the record.

Mr. MackAsSeEY: Could we not get the young man to photostat copies. It
would not take more than an hour.

The CHAIRMAN: Then it ought to be included as part of today’s record but in
order that Dr. Wright may be questioned on it we will have it produced right
away.

Have you an opening statement that you wish to make, Dr. Wright?

Dr. GEORGE F. WRIGHT: No, not really, particularly except to say that I have
heard, over a period of 35 years opinions about the pharmaceutical industry and
an intimate concern in the last couple of years revealed these and these are some
of which in my brief that have been presented. Basically I think the industry has

%
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several impediments at the moment for healthy existence which could be ameli-
orated. One of these involves what I call the over-sanctity of research, with all
that goes with that. The other is the harm that I consider is contributed by the
extreme use of brand names, as they are used today.

In trying to ascertain some way to bring about this amelioration I would say
I have not been very successful in my thinking. The best thing I have been able
to come up with is my proposal which I had set out partly in my brief submitted
July 7th. You have accepted a supplement to it today—my proposal is the estab-
lishment of a drug institute for Canada. When I first had the idea I thought it
was unique. I now find that other people in other parts of the world also, at least
are playing with the idea. As I envisage it, it would be an institute much like
many of the institutes we find in countries like the United Kingdom, in this
field, the glass business and others. These institutes are essentially governed by
a committee of the profession or professions that are involved. For the phar-
maceutical industry I consider these four professions are: medicine, pharmacy,
pharmacology and chemistry. My proposal is that out of the professional organ-
izations representing those disciplines a council be established and that this
council be able to find funds in order to establish an institute.

I do not want to go all through all of this, brief but I would like to
enumerate the terms of reference that I would consider proper for such an
institute and they are on page 4 of this supplementary brief. These terms are,
first, to examine the areas of therapy in which new drugs may or may not be
needed, essentially to find out what the public needs in the line of new and
necessary medication.

The second point is that I would like to see such an institute regulate some
of the preclinical examinations for new drugs, and supervise all clinical trials.

The third functions would be to solicit, receive and correlate all reports of
side effects, contraindications and alternative uses of drugs, and I say both new
and old, although I realize I am encompassing a very wide area here.

The fourth function would be to solicit and correlate all reports about
efficacy of drugs. The fifth term would be to establish the official, that is to say
the generic, name for a new drug; the sixth, to participate in multiple-screeen-
ing tests for discovery of new drugs; seventh, to accomplish fundamental re-
search in pharmacology and medicine and finally, to promote the development of
preventive medicine in Canada. I have developed each one of these points later
in this brief but I see no need to go over them now. I merely present at this time
the idea of the main functions, but I would point out that I preface this with the
fact that as a chemist I do not feel competent to choose functions for such a
complex institute. These are my ideas, but they are certainly subject to adjust-
ment and to alteration if such an institute were to be established. Thank you,
Mr. Chairman.

The CHAIRMAN: I should have introduced you although I am sure most
people were aware that Dr. Wright comes today as the President of the Empire
Drug Company in Toronto.

Mr. WRIGHT: Empire Laboratories.

The CHAIRMAN: Dr. Wright’s background is a doctorate in chemistry rather
than a medical degree.

Mr. WRicHT: That is correct.
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The CHAIRMAN: The meeting is open for questioning.

Mr. MACKASEY: Mr. Chairman, I have just one question I would like to ask
and then I intend to leave the floor for somebody else. Dr. Wright, the products
that Empire produce are what we normally call generic products. I mean this is
the terminology being used here; you are a generic house as opposed to a brand
name house and you express the opinion, I think, in one or two of your briefs,
that brand names are costly and unnecessary.

Suppose we take as an example a product you are selling in pill form. Is
there anything on that product to distinguish your generic pill from another
company’s pill? Do you have a symbol, a mark, or a trade mark?

Mr. WRIGHT: I would like to answer the first part of your question and then
I will most certainly answer the second part. In the catalogue I have before me,
which is the Empire catalogue, I make this statement. “We are not a generic
house, whatever may be meant by that term. When a generic designation is not
available, as in the case of mixtures or special excipients we do resort to a trade
name but we use trade names as sparingly as possible. This is our policy because
we believe that a drug should ‘speak for itself’ under its Christian name and not
under an alias.” When one sells drugs by the official name, then he should
identify it in some way and the way I feel is that we are not a trade name house;
we are a trade mark house. For example we sell Tolbutamide-Empire. We sell
Colchicine-Empire, and whenever possible, and more and more as it is possible,
we inscribe, either imprinting or impressing on our tablets or capsules, the letter
‘KE’7'

Mr. MACKASEY: That leads me up to the point, Dr. Wright, that your firm
could be one of the more reputable firms in Canada and I cannot for the life of
me see how you could fall down on safety factors in dealing with millions of
dollars worth of value. But the very fact that you imprint the letter “E” on your
product seems to indicate to me that you are creating a brand name. You
mentioned Tolbutamide. What you are saying to the doctor is not to fill a
prescription of Tolbutamide itself but the doctor can go further and fill out a
prescription of Tolbutamide-Empire. I do not see the distinction between buy-
ing a pill with the letter “E”, knowing that it comes from Empire, and buying
the same pill stamped, say, with the trade mark of Hoffman-LaRoche or Smith
Kline and French. It seems to me that you are falling into precisely the same
type of operation as these firms we have been discussing.

Mr. WRIGHT: Oh, I think so, yes, and more and more I should try to do that
insofar as I can.

Mr. MAcCKASEY: Do you put the “E” on the Tolbutamide tablet to dis-
tinguish it from some other firm which also may be making a generic pill or a
generic tablet?

Mr. WRIGHT: I am obviously trying to sell pills. In order to do that I have to
have a good product. I spend a lot of time making sure that I have a good
product, including very careful quality control. When I put the “E” on the tablet
I am bragging that I have good quality control.

Mr. MAcKASEY: Right, and I do not blame you because if you are proud of
your products you put your name on them. But how do you differ from Smith
Kline and French who do precisely the same thing?
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Mr. WRIGHT: I do not, in so far as the medication is concerned. I do not sell it
under a name that is different from the generic name except, of course, where,
as in the case of mixtures, it would be much too clumsy to make a composite
generic name.

Mr. MAckASEY: I am asking these questions in real sincerity. Having listened
to testimony now for several years, I find one of the arguments the generic
houses use is that by specifying a product of a particular firm you will pay more
for it. That particular firm in rebuttal always says, “Well, you are buying our
reputation when you buy something with our brand on it.” Now, apart from the
fact you mention you use the generic terminology rather than an artificial name,
something that is more catchy, I fail to see the difference between your operation
and Horner or Smith Kline and French because you are branding your product
just as much as they are with their symbol; whether it is a triangle or it has the
owner'’s face on it, it is the same thing.

Mr. WRIGHT: Yes, although I call it trade mark. If you use the terminology
correctly, I am trade marking.

Mr. MACKASEY: But you are also distinguishing your product from a generic
house down the street?

Mr. WRIGHT: Yes.

Mr. MACKASEY: Which is exactly the charge that is constantly laid against
the so-called ungeneric houses?

Mr. WRIGHT: Yes. But I do not use an alias, as I call it, and therefore I can
sell drugs more cheaply.

Mr. MACKASEY: You put an “E” on your Tolbutamide tablets, but knowing
the efforts and the pain and the expense of your quality control, would it not be
more logical that your Tolbutamide tablet with the “E” on it should sell for a
little more than the Tolbutamide tablet that has no marking on it?

Mr. WRIGHT: Oh, to be sure, Mr. Mackasey. We are by no means the
lowest-priced.

Mr. MAcCrRASEY: Why are you not the lowest price? This is important.

Mr. WRiGHT: When my salesmen come around and cry on my shoulder, I ask
myself that question a lot of times. Are the others better businessmen or are they
less careful, and I do not like to make accusations unless I can demonstrate—

Mr. MACKASEY: It is not an accusation.
Mr. WRIGHT: Well, I just do not know the answer.

Mr. MAcKASEY: What you are telling me—you are being very honest and I
appreciate it—is that you are not the lowest selling drug. For example, you sell
Tolbutamide at so much, and there are people who sell it at less. You sell it as
low as you think you can and stay in business?

Mr. WRiGgHT: That is correct.

Mr. MACKASEY: Because you have to include in your operation safety,
quality control, you have to follow the Food and Drug Directorate regulations
and, in fact, you have to go beyond the bare minimum of the law and this costs
money and justifies in your opinion—and logically, I am sure—the fact that you
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are selling your tablets dearer than the next fellow. Then, how can we criticize
those who are selling even more expensively than you do? Why should not the
doctor go all the way down the scale? I am just taking the arguments that have
been presented here because I would rather have facts. It seems to me the
argument, that buying brand names is costly and unnecessary, has a great deal
of substance. You can buy the generic. By your admission a moment ago there
are various degrees of quality and safety factors. This is one reason you put the
letter “E” on your product and, secondly, it is another reason why you charge a
little more than the man who does not want his product identified.

Mr. WRIGHT: All right. If I may act like a scientist for a moment, I would say
the gradation is not linear.

Mr. MACKASEY: All right, I agree, but who points out the proper position on
the gradation? How do you justify your increase and at the same time castigate
a brand house for theirs?

Mr. WRI1GHT: I do not—
Mr. MACKASEY: Well, I am speaking generally now.
Mr. WRIGHT: I always try, to strictly, not castigate anybody.

Mr. MAcCKASEY: Yes, I know. I have been reading some of your letters to the
editor.

Mr. WRIGHT: Well, I mean competitors.

Mr. MACKASEY: The point I am trying to get at, and I think it is important to
the whole concept because this is the argument that is advanced more and more
in the briefs coming in, that as long as doctors insist on prescribing brand names
the patient is paying unnecessarily for a product which can be acquired less
expensively if the doctors would get into the habit of prescribing generic names.
Certainly there is ample evidence that this is true, but I just do not understand
why you put an “E” on it unless you are proud of your product, as you should
be, or unless you want to differentiate your Tolbutamide tablet from that of
the man down the street who has nothing on it and whose product is not as
good as your product. In other words, what you are telling us is that there are
different degrees of quality even in a simple pill. Now, that is precisely the same
argument—

Mr. WRIGHT: Mr. Mackasey, I did not say that. I analyse competitors’
products which sell below me; I analyse competitors’ products which sell above
me. I have found faults with both.

Mr. MACKASEY: Let us analyse the one which is below. There is a logical
reason why you are higher, and that reason has to be some of the _cost. of
manufacturing, something that the man who is lower than you is eliminating.

Mr. WRIGHT: One can suspect that, yes. In those competitors’ products which
I have analysed, I probably find more fault in the ones in the lower category
than in the higher.

Mr. Mackasey: This is precisely the basis of all the briefs we have been
getting from the so-called PMAC boys. They are selling their product dearer
because they claim their particular pill or tablet contains some degree of safety
or some degree of quality that is not included in the product which is less




November 8, 1966 DRUG COSTS AND PRICES 1077

expensive. Their argument is, “Yes, we sell dearer but the doctor knows what he
is getting”. You are using exactly the same argument, and realizing the quality
that is built into Empire you are branding your products with the letter E to
make certain.

Mr. WriGHT: I would say this, Mr. Mackasey, that he cannot exceed a certain
level of quality control. As of the present state of the art or science, chemists
cannot go further than a certain point and it is my opinion that what the fellow
whose prices are higher is putting into it is promotion which I think is un-
necessary.

Mr. MACKASEY: I see. Now, what is it you are putting in which the man who
is lower than you is not putting in?

Mr. WriGHT: Either poorer business practice or poorer control.

Mr. MACKASEY: I do not think Empire could be accused of poor business
practice.

Mr. WRIGHT: I am not so sure.
Mr. MACRASEY: They have a successful business in a very competitive field.

Mr. WRiGHT: I know. There are lots of successful businesses, but they could
be more successful.

Mr. MACKASEY: You are too modest. Let us take the other alternative, then,
which is that possibly the less expensive product is not building in as much
quality control as you are. Is this possible?

Mr. WRIGHT: Yes, or he may have a cheaper way of doing it. It costs me a lot
to do quality control and I am not so sure I should not be looking for economies
in so far as they will not prejudice quality.

Mr. MackASEY: I am glad you qualified it, because I was gaing to ask you
where the safety of the public comes into the picture.

Mr. WRiGHT: I thought perhaps there might be a question asked about this so
I brought some copies of a document. I did not make them up for you. I made
them up because some salesmen said, “Let us have something to give our
customers which shows what you do on quality control.” So, this is sort of a
rigged job. It is something which we agreed to write. It is a memorandum to
myself from my control chemist and essentially it sets out the steps which we
take.

Would you distribute it? I do not want it to go into the record, I do not think
it is proper.

Mr. MACKASEY: I will not pursue it much longer. I just want to make sure
that I understood what you said, and vice versa. In other words there are people
who sell Tolbutamide—we will use that as an example—which is more expensive
and there are people who sell tolbutamide which is less expensive. You do brand
your product, you have a trade mark on your particular tablet to make certain
that it cannot be mistaken for somebody else’s?

Mr. WriGgHT: That is correct, wherever possible. We do not put this on all
our products.
Mr. MAckASEY: That is right. You feel that you cannot sell your products

less expensively without lowering the safety factor which is built into your
product?
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: Mr. WriGHT: I would certainly cut my margin of profit below what, in the
interests of the people who own this business, I think it ought to be.

Mr. MACKASEY: Thank you.

The CHAIRMAN: Gentlemen, there is one thing which I omitted and it was
brought to my attention by some of the testimony which was brought out. I have
in my hand a document from Smith Kline and French which was written by Mr.
Sheldon, Assistant to the General Manager, and it says:

I enclose the material dealing with the relative potencies of stelazine
and other trifluperazine tablets which Mr. Bethel promised to prepare for
the Special Committee of the House of Commons.

In other words it is a document showing the different assays on different
kinds of tablets made by different companies as performed by Smith Kline and
French and an independent chemist.

Is it agreed that this should become part of today’s record?

Agreed.

Mr. Howe (Hamilton South): Dr. Wright, has Empire Drugs ever discovered
and produced a new drug on its own?

Mr. WRIGHT: No.

Mr. Howk (Hamilton South): You rely on the copying of other drug houses’
discoveries. Is this correct?

Mr. WRIGHT: I certainly will look at a drug which has become one which is
needed.

Mr. Howe (Hamilton South): It is still the discovery of another drug house.

Mr. WRIGHT: If you looked at my first brief last July, this word “discovery”
takes some qualification. Let us put it this way. I have been publishing scientific
papers now for about forty years and it is customary, as you know, when one
publishes these, for people who are interested to ask for reprints. I find that the
drug companies’ services are very efficient on this. Of all the people who write
for reprints, they are right in there. Now, are they copying my discovery? I think
that one can use this word loosely. In the normal development of knowledge it
is a little hard to establish any one plateau.

Mr. Howe (Hamilton South): The plateau is very simple, either you do or
you do not manufacture drugs of your own innovation or discovery or by your
own research and development. You admit you do not. Do you do research in an
attempt to find new drugs?

Mr. WRIGHT: Not at this stage. This is an objective which we would try to
reach.

Mr. Howe (Hamilton South): Do you think, then, that compulsory licences
are necessary in the public interest or do you think they are necessary to permit
such houses as yourself to stay in business?

Mr. WRIGHT: I certainly do not think that they are necessary to permit
houses like Empire to stay in business.

Mr. HowE (Hamilton South): You could stay in business without compul-
sory licensing?
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Mr. WRIGHT: That is right.

Mr. Howe (Hamilton South): On what basis could you stay in business
without compulsory licensing?

Mr. WRIGHT: Well, I can make drugs which are not patented.

Mr. Howe (Hamilton South): What drugs are not patented? Dou you mean
drugs on which the patents have expired?

Mr. WRIGHT: Some of them never were patented. It would be a little hard to
patent colchicine, for example, because only God knows how to make it.

Mr. Howe (Hamilton South): And Empire.

Mr. WRIGHT: Empire does not know how to make colchicine. It has never
been synthesized; its structure is not even fully known.

Mr. Howke (Hamilton South): So it is not a synthesized drug?
Mr. WRIiGHT: But a very useful one.

Mr. Howe (Hamilton South): I am not questioning its use but it is not
synthesized by you or anybody else, therefore it has no patent. Is that right?

Mr. WRIGHT: That is right.

Mr. Howe (Hamilton South): There is no process to patent because, as I
understand patents, you only patent the process of arriving at the end product,
not the end product per se, is this correct?

Mr. WRIGHT: In Canada.
Mr. Howe (Hamilton South): Yes, I was referring to Canada.

Mr. WRIGHT: There are others. I mentioned one in one of these briefs I
submitted here, penta-erythritol tetranitrate. I do not know if there ever was a
patent on penta-erythritol tetranitrate. Certainly if there was it was a patent on
the compound as an explosive and not as a pharmaceutical. I do not know but I
will see what others I can find. One does not always remember these. There
never was a patent on ascorbic acid; I think that was given by its discoverer,
who was—the man who always used to beat me by about two months before
every publication—Reichstein of the University of Basle.

Mr. Howe (Hamilton South): Can you explain the variance in price of
ascorbic acid from the different drug houses?

Mr. WRI1GHT: There is very heavy competition.

Mr. Howe (Hamilton South): It is very heavily competed for, yes, but there
is also a great variance in the price of ascorbic acid in different drug houses.

Mr. WRIGHT: There are people who like the coated product and think it
makes a better pharmaceutical. We do not. We buy ascorbic acid uncoated.
We also try to buy sharply, I must say. We are looking for prices which are
perhaps better than somebody else and, of course, we may buy in quantity. Of
course, this has to be regulated because it can be carried too far.

Mr. Howe (Hamilton South): I would like to ask you some medical facts.
What would you do, for example, if you were to get a compulsory licence for
diazepam?

Mr. WricHT: I would first write to the Food and Drug Directorate and ask if
I had to make a new drug application. I know the answer on this one, I think. If
they said that I would have to do so, then I would formulate a tablet or a
capsule, whichever I chose, describing to them all my sources of material, active
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and inactive ingredients, my way of putting it together, my method of labelling,
because these are all required. I would submit actual samples to them. Presum-
ably they would examine those out at Tunney’s Pasture and make another
decision as to whether I would have to have preclinical and then clinical
examinations for this material. Then I would do these things and hope that I had
done a job which was satisfactory to them, in which case, I hope, I would be
granted permission to manufacture this drug in dosage form.

Mr. Howe (Hamilton South): How would you go about arming yourself
with as much information as Roche has about the drug? What would be your
source of information, presuming that you would have this information availa-
ble?

Mr. WRiGHT: Of course, this word ‘“drug” is used twice.

Mr. Howe (Hamilton South): Yes, with different meanings.

Mr. WrIGHT: In the first we are not talking about the chemical.

Mr. Howe (Hamilton South): I will resort to the word diazepam, then.

Mr. WRIGHT: Diazepam is a chemical. I would go to the open literature on
this.

Mr. Howe (Hamilton South): That literature being Roche’s literature.

Mr. WRrIGHT: Correct. Articles which have been published by Roche in the
Journal of the American Chemical Society and the Journal of Organic Chemis-
try.

Mr. Howe (Hamilton South): Do you think you could arrive at as compara-
ble a state of knowledge as Roche?

Mr. WRIGHT: I am a professional chemist, yes.

Mr. Howe (Hamilton South): I am not questioning your ability, but you
could arrive at the same—

Mr. WRIGHT: But it is open to any professional chemist to do this.

Mr. Howe (Hamilton South): You would then largely copy what Roche has
done, both in the knowledge that you would pass out to the medical professior} as
well as the manufacture and pharmacological aspects of it, and this sort of thing.
This would all be gotten from Roche’s?

Mr. WRIGHT: Roche gave it to the world when they put it in the Journal of
the American Chemical Society. If that is copying, all scientific pursuits are
copying.

Mr. Howe (Hamilton South): Would you expect doctors to refer to you _if
they have some, shall we say, puzzling conditions with regard to a patient in
using this chemical?

Mr. WRIGHT: Of course, the doctors are not going to receive the chemica'll.
The doctors are going to receive the dosage form which I make put of this.
According to the Act of 1963, I would expect that I would be responsible for any
questions or any complaints which resulted from my introduction of that dosage
form on the market.

Mr. Howe (Hamilton South): I am suggesting that a doctor has prescribed
this to a patient and he is getting an unforeseen or unwritten reaction to this
chemical. Would you be able to help the doctor as to what the cause was or be
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able to help him by suggesting changing dosage, or whatever the problem was?
Would your company be able to provide this information for the doctor?

Mr. WRIGHT: I certainly would not advise him about changing the dosage.
All the others, yes, I would have sources of information to send him. Of course,
this happens all the time, quite aside from this drug.

Mr. Howe (Hamilton South): You do not have a doctor on your staff?

Mr. WRIGHT: No.

Mr. Howe (Hamilton South): Then precisely what would you do if a doctor
were to enquire as to any side reaction which a patient may be getting?

Mr. WRiGHT: We would cover the pharmacological literature; we would
consult with doctors who might be friends or who might be consultants for this
certain purpose.

Mr. Howe (Hamilton South): Who would have specific information on this
drug?

Mr. WRIGHT: We would obviously choose doctors who were—for instance, in

the one we are talking about, diazepam—interested in tranquilizers or a related
field.

Mr. Howe (Hamilton South): But you do not have the direct information
available at your company to be able to provide first hand information on the
strength of a telephone call in the case of something urgent?

Mr. WRIGHT: Yes.

Mr. Howe (Hamilton South): Do you have a doctor who is available to you
immediately?

Mr. WRIGHT: The first thing we would do would be to go to our library and
gather all the pharmacological information. We would already have known this
before we put out the description card on the drug, but we would review it and
also bring ourselves up to date on side effects. As you know, there is a regular
publication involved in new discovery of side effects. We would go through
those.

Mr. Howe (Hamilton South): You realize that a doctor in practice, who has a
patient on a drug or chemical provided by the brand name house which discov-
ered the drug, has immediate access to that company by virtue of a telephone
call to get in touch with a medical research man who can provide immediately,
from information at his finger tips, a possible solution to reactions or side effects
from this drug. Have you anything comparable to this?

Mr. WRIGHT: I am not sure that is always true. In the first place, the doctor
that they have is not necessarily a practising physician. We definitely have a
feeling that these physicians are the people that we should try to get out to, but I
do not know whether he could work faster than we could. It is a little hard for
me to compare. I know that when we get complaints it will probably be within
two days that we have coverage. It would depend upon the intricacy of the
question or complaint. But in all those cases that I remember in the last year,
within two days we have been able to—

Mr. Howe (Hamilton South): A patient can die in a lot less than two days.

Mr. WRiGHT: Yes, but I do not know whether the other fellow does better
than this or not. Perhaps we should accelerate that. I would like it if there were
something like a drug institute which could carry on the interests of every drug
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manufacturer, and could aid in a question like this. One of the things that I
wanted them to do was to provide a central clearing house.

Mr. Howe (Hamilton South): This would be a central body from which
information on any drug could be obtained by the doctor?

Mr. WricHT: Yes, but I do not know whether the other fellow does better
although my feeling is that it would be good for such an institute to send out
requests for observation of side effects and efficacy.

Mr. Howe (Hamilton South): I have t