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ORDERS OF REFERENCE

TuUESDAY, February 15, 1966.

Resolved,—That a Special Committee be appointed to continue the inquiry
into and to report upon costs of drugs, begun by Special Committees during the
Twenty-Sixth Parliament;

That the Committee consist of 24 Members to be designated later by the
House; and be empowered to sit while the House is sitting;

That the Committee be empowered to consider and recommend, as it may
deem expedient, respecting a comprehensive and effective program to reduce
the price of drugs;

That the Committee be empowered to send for persons, papers, and
records, and to report from time to time, to print such papers and evidence
from day to day as may be deemed advisable, and to engage the services of
counsel, accountants, and such other technical and clerical personnel as may be
deemed necessary;

That the Minutes of Proceedings of and evidence given before the Special
Committees at the 26th Parliament be referred to the said Committee and be
made part of the records thereof;

That the provisions of Standing Orders 66 and 67(1) be suspended in
relation to such Committee.

THURSDAY, February 24, 1966.
Ordered,—That the Special Committee on Drug Costs and Prices appointed
February 15, 1966, be composed of Messrs. Brand, Chatterton, Cété (Dor-
chester), Enns, Haidasz, Harley, Howe (Hamilton South), Howe (Wellington-
Huron), Hymmen, Isabelle, Langlois (Chicoutimi), MacDonald (Prince),
Mackasey, Macquarrie, Mitchell, O’Keefe, Orlikow, Pascoe, Patterson,
Prud’homme, Roxburgh, Rynard, Tardif and Yanakis.

MonpAy, April 25, 1966.
Ordered,—That the name of Mr. Asselin (Richmond-Wolfe) be substituted
for that of Mr. Mitchell on the Special Committee on Drug Costs and Prices.

THURSDAY, May 5, 1966.

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

Monpay, May 16, 1966.
Ordered,—That the name of Mr. Whelan be substituted for that of Mr.

Mackasey on the Special Committee on Drug Costs and Prices.
Attest.

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

TUESDAY, April 26, 1966.
(1)

The Special Committee on Drug Costs and Prices met this day at 2:10
o’clock p.m. for organizational purposes.

Members present: Messrs. Brand, Chatterton, Enns, Haidasz, Harley, Howe
(Hamilton South), Howe (Wellington-Huron), Hymmen, Isabelle, Langlois
(Chicoutimi), Mackasey, O’Keefe, Pascoe, Patterson, Prud’homme, Rynard,
Yanakis (17).

The Clerk of the Committee attending and having called for motions of
nomination, Mr. Rynard moved, seconded by Mr. Brand, that Mr. Harley be
elected Chairman of the Committee.

There being no other nominations, Mr. Harley was unanimously declared
Chairman of the Committee. The Chairman thanked the Committee for the
honour conferred on him.

The Clerk read the Orders of Reference at the Chairman’s request.

The Chairman opened nominations for Vice-Chairman.

Moved by Mr. O’Keefe, seconded by Mr. Mackasey, that Mr. Asselin
(Richmond-Wolfe) be elected Vice-Chairman of the Committee.

On motion of Mr. Prud’homme, seconded by Mr. Hymmen,

Agreed,—That nominations be closed.

Mr. Asselin (Richmond-Wolfe) was declared Vice-Chairman of the Com-
mittee.

Moved by Mr. Mackasey, seconded by Mr. Howe (Hamilton South),

Resolved,—That a Subcommittee on Agenda and Procedure composed of the
Chairman, the Vice-Chairman, and three (3) Members named by the Chairman
upon consultation with the Whips of the Parties, be appointed.

Moved by Mr. Prud’homme, seconded by Mr. Chatterton,

Resolved,—That the Committee print from day to day 1000 copies in English
and 500 copies in French of its Minutes of Proceedings and Evidence.

It was suggested by Mr. Haidasz that the question of Quinidine, its price
increase and behaviour, be referred to the Subcommittee on Agenda and
Procedure as a first item on the agenda of the next meeting.

It was suggested by Mr. Chatterton and agreed that briefs by interested
parties be submitted to the Clerk at least one day previous to its presentation to
the Committee.

At 2:30 o’clock p.m., on motion of Mr. Patterson, seconded by Mr. Brand,
the Committee adjourned to the call of the Chair.

5



6 DRUG COSTS AND PRICES June 7, 1966

THURSDAY, May 12, 1966.
RS , A (2)

The Special Committee on Drug Costs and Prices met in camera today at
11.10 a.m. The Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Asselin (Richmond-Wolfe), Brand, Chatterton,
Clancy, Enns, Haidasz, Harley, Howe (Hamilton South), Isabelle, Langlois
(Chicoutimi), MacDonald (Prince), Mackasey, Orlikow, Patterson, Prud’homme,
Tardif, Yanakis (17).

The Chairman announced the names of the Members who will act with him
and the Vice-Chairman on the steering subcommittee on agenda and procedure,
namely: Messrs. Howe (Hamilton South), Patterson and Rynard.

The Chairman presented the First Report of the subcommittee as follows:

“Your Subcommittee recommends:

1. That the Minister of National Health and Welfare, the Honourable
Allan J. MacEachen, the Minister of National Revenue, the Honourable E.
J. Benson, and the Director of the Food and Drug Directorate, Dr. R. A.
Chapman, be invited to appear before the Committee;

2. That the proposed witnesses, whose names appear on the Chair-
man’s list, be called with the addition of the top six drug manufacturers
in Canada;

3. That the Committee hold its meetings on Tuesdays and Thursdays,
at 11 o’clock a.m., subject to the approval of the Coordinator Committees;

4, That consideration of individual drug products be only taken as
examples, and that the Committee should confine its major studies to
general inquiry;

5. That Mr. A. M. Laidlaw, of Ottawa, be hired as legal counsel at a
daily rate of $250. per working day, and be given an allowance of 10 days
at this pay rate for research; and that Mr. W. J. Blakely, of Kingston,
Ont.,.be hired as chartered accountant at the daily rate of $150. per
working day, and that he be allowed up to 4 days at such pay rate for
research;

6. That both Mr. Laidlaw and Mr. Blakely be given the power to
cross-examine the witnesses appearing before the Committee.”

The recommendations of the subcommittee were severally discussed.

Paragraph 1 was adopted.

On paragraph 2—Agreed that interested parties wishing to submit a brief
should send copies to the Clerk of the Committee one week prior to its
presentation.

On paragraph 3—The suggestion of the Coordinator of Committees that the
meetings be held on Tuesdays at 11.00 a.m., and on Thursdays at 3.30 p.m. or
after the Orders of the Day, carried unanimously.

‘Paragraph 4 was adopted.

On paragraph 5—Agreed that it be amended by adding at the end of the

paragraph: “subject to the approval of the Commissioners of Internal Econo-
my_n



June 7, 1966 DRUG COSTS AND PRICES 7

Paragraph 6 was amended by adding after the word “Committee”: “subject
to the discretion of the Chair.” It carried on the following division: YEAS, 11;
NAYS, 2.

The Subcommittee’s First Report was adopted as amended.

At 12.10 p.m., the Committee adjourned to the call of the Chair.

TUESDAY, June 7, 1966.
3)

The Special Committee on Drug Costs and Prices met this day at 11.25
o’clock a.m. The Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Haidasz, Harley, Howe (Hamilton South), Howe
(Wellington-Huron), Hymmen, Isabelle, Langlois (Chicoutimi), MacDonald
(Prince), Orlikow, Patterson, Roxburgh, Rynard, Yanakis (13).

Also present: Mr. Bryce Mackasey, M.P.

In attendance: The Honourable Allan J. MacEachen, Minister of National
Health and Welfare; Dr. R. A. Chapman, Director of the Food and Drug
Directorate of the Department of National Health and Welfare.

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

The Chairman introduced Mr. Laidlaw and gave the names of the witnesses
who have been invited to appear during the month of June.

The Minister made a short statement.

Dr. Chapman made a brief review of the regulations promulgated under
the Food and Drugs Act which contribute to the cost of pharmaceutical
products, and was questioned thereon.

Mr. MacEachen was also questioned.

At 12.30 p.m., the Committee adjourned to 3.30 p.m. Thursday, June 16, at
which time the Minister of National Revenue will make a statement.

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

TUESDAY, 7 June, 1966.
e (11.27 am.)

The CHAIRMAN: Gentlemen, I see a quorum. Before we hear a statement
from the Minister this morning I would like to give a list of those witnesses who
will be coming before the committee up until the end of June. Today we have
the Minister of National Health and Welfare; he has with him the Director of
the Food and Drug Directorate, Dr. Chapman. On Thursday we will have the
Minister of National Revenue, the Hon. Dr. Benson. On June 14 the Canadian
Pharmaceutical Association—this is the druggists and pharmacists themselves-
—will make a presentation. On June 16, 21 and 23 we will have the Phar-
maceutical Manufacturers Association of Canada, and on June 28 the Canadian
Medical Association. I am quite confident that I have a witness lined up for
June 30. There are many other people who have been invited to appear, most of
whom have asked for a later appearance and I have said that we definitely want
to see them in the fall; this includes the Canadian Labour Congress, the
Consumers Association of Canada and seven individual drug firms. Some of
these have already written and accepted our invitation; others have not as yet.

I would like to suggest to the committee, if I might be so bold, that the
required reading material for the committee over the next week, in keeping
with the briefs which are going to be presented in the near future, are the
Report of the Restrictive Trade Practices Commission on Drugs—and if any of
you do not have it I am sure we can get copies for you; the Hall Commission
report, particularly as it relates to drugs and deals with patents and compulsory
licences; for those who are interested in the safety of drugs and how to relate
costs, the last report of this committee to the house. This afternoon you will all
receive from the Clerk of the Committee the brief of the Pharmaceutical
Manufacturers Association of Canada. As I have mentioned they will be here for
three appearances. When you see the brief you will understand why the three
appearances are necessary. It is an excellent, well organized brief but it is quite
thick. It will take quite considerable reading and study. I would suggest to the
members that although they will be receiving this report this afternoon that it
remain confidential until such time as the Association is actually before the
Committee.

Mr. Howe (Hamilton South): Before we begin investigating I think that it
would be of interest to this committee to determine if any of the members of
the committee have financial interests, directly or indirectly, with any of the
drug companies in order that this may be investigated in a thorough manner, as
we intend to do, so that no member may be prejudiced in any way in this
investigation.

The CHAIRMAN: I do not think the Chairman should ask. I think it would be
obvious that anyone who has a conflict of interest should declare that. I am not

9
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sure that everyone should go around and say, “I have no conflict of interest”.
Certainly, as Chairman, I am quite willing to say that I personally have no
conflict of interest in any of theseé areas. —~ °

Mr. Howe (Hamilton South): Mr. Chairman, other than asking, I was not
asking for an investigation; I do not mean that. But I think anybody who has an
interest should declare it so we may approach this from an unbiased point of
view. I purposely said directly or indirectly because an indirect interest could
be just as great as a direct interest.

The CHAIRMAN: I appreciate your remarks and I am sure all the other
committee members also do.

Before we begin I have one other matter to bring up. As you know at our
last meeting we appointed both legal and financial counsel to the committee.
They both will will be here on Thursday to meet the committee in a more less
official capacity. The legal counsel, Mr. Laidlaw is present this morning just to
listen to the proceedings and perhaps he would stand so he would be known to
you, Mr. Laidlaw?

Mr. A. M. Lamraw (Legal Counsel): Thank you, Mr. Chairman; it is a
pleasure.

The CHAIRMAN: As I have mentioned, Mr. Laidlaw is the legal counsel for
the committee and I anticipate that we will be having meetings with Mr.
Laidlaw and Mr. Blakely, the accountant, to discuss the various things we
should be interested in and what we should be looking for.

Unless anyone has anything further to say at this the first official meeting
of this committee, I would like to introduce the Minister of National Health and
Welfare, Mr. MacEachen, who has a statement for us this morning.

Hon. A. J. MacEACHEN (Minister of National Health and Welfare): Mr.
Chairman and members of the committee. I welcome this opportunity to make a
very short statement to the special committee, if only for the purpose of
clarifying the role of the Department of National Health and Welfare in this
very complex field. You are examining some very important matters, important
both to the public and the government of Canada. You have been charged by
the House of Commons to consider and make recommendations, as it may deem
expedient, respecting a comprehensive and effective program to reduce the price
of drugs. We are most anxious to co-operate in any way we can in the work of
this committee and in this connection I am speaking for the Government and for
the Department and the officers of the Department.

I would like to say a word about the responsibility of the Department of
National Health and Welfare with respect to drugs. The basic Federal legislation
governing the production and distribution of drugs in Canada is the Food and
Drugs Act, Chapter 38 of the Statutes of Canada, 1953 and as amended by
Chapter 37 of the Statutes, 1960-61. The main purpose of this act is to safeguard
the consumer from health hazards, frauds and deceptions in the manufacture,
sale and distribution of drugs and medical devices. It is based on the authority
of the Federal Government to legislate on criminal matters and as such
stipulates that drug manufacturers and distributors must not do certain things.
In other words, it is essentially a prohibitive act. It does not instruct or require
drug manufacturers and distributors to perform certain duties or functions since
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this would imply that authority was provided to commit a criminal offence. I am
really reading here a paragraph from a study prepared for the Royal Com-
mission on Health Services entited The Provision, Distribution and Cost of
Drugs in Canada. Drug manufacturers and distributors must ensure that the
provisions of the Act and regulations are not violated in the sale or distribution
of drugs to the general public. The Act does not approve any particular action
or product except; it sets out what must not be done. Any drug or medical
device not violating the act or regulations may be sold. The Department of
National Health and Welfare is also responsible for the administration of the
Narcotic Control Act, Chapter 35 of the Statutes of Canada 1961 and the
Proprietary or Patent Medicine Act, Chapter 220 of the Statutes of Canada,
1952. In none of these statutes or regulations has Parliament given authority to
the department, or to anybody else, to regulate the price of drugs. In a number
of studies carried out on the medical and health services of other countries,
including those by the Hall Commission on Health Services, it was found that
only a limited number of governments regulate the price of drugs. In each case
these regulations were tied to the administration of a drug benefit program
under a national medical plan.

The committee has requested or suggested that we say something on the
relationship between the cost of procedures to control the quality of drugs and
the selling price set by the manufacturer. Officials of the Department of
National Health and Welfare, of course, will be pleased to give detailed
evidence on the requirements of the Food and Drugs Act and regulations as
they relate to the control of quality. However, and unfortunately it is not within
the competence of these officers to specify what influence, if any, these
requirements might have on manufacturing costs. The manufacturer who is
proposing to introduce a new drug into the Canadian market must, under the
regulations, provide the Food and Drug Directorate with data on the safety and
efficacy of that drug for the purpose it is claimed. I should point out that many
of the toxological, pharmalogical and clinical studies involved in the introduc-
tion of drugs are carried out in other countries. We do not have access to
information on any cost-sharing agreement which may exist between Canadian
firms and manufacturers located outside Canada. We do know that such
arrangements do exist and that, for example, United States companies will
charge their Canadian subsidiary for a portion of the cost of developing certain
drugs.

The regulations also require a manufacturer procuding a drug for sale in
Canada, to carry out certain quality control procedures in accordance with good
manufacturing practices. Officers of the Food and Drug Directorate are prepared
to give detailed evidence to the committee on these requirements. The commit-
tee, no doubt, is also aware the Research and Statistics Division of this
Department prepared a study in 1963 for the Royal Commission on Health
Services. This study on the provision, distribution and cost of drugs in Canada,
may be of assistance to you in your deliberations. Mr. Osborne, the Director of
the division is absent from Ottawa at the present time but he or other officers of
the Department will be available to the committee to comment or tell the
committee anything it wishes to know about this partlcular study on the
provision, distribution and cost of drugs in Canada.
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There has been considerable speculation and public debate on the possible
differences between those companies which market drugs under their proper
chemical or generic name and those that market them under a brand name.
Unfortunately, there is often no clear distinction between a brand name
producer and a firm which developed generic name drugs. In fact, even within a
single firm there may often be considerable overlapping with one company
producing both a generic drug and its brand name equivalent. All manufactur-
ers in Canada are subject to regulations C.01.051 and C.01.052 of the regulations,
which I presume are in your possession. Food and drug inspectors examine
these plants and their products periodically and appropriate action is taken
where deficiencies are detected. In the case of drugs imported into Canada,
regulation C.01.055 requires action on the part of the importer before the drug is
released for sale. Under the regulations all drugs must carry the proper name
on the label. This is commonly known as the generic or chemical name. Some
companies choose to adopt a brand or trade name for some or all of their
products. These names, I understand, are invariably used in the promotion of
these items. The use of the brand name does not necessarily reflect the size of
the company or the facilities available for manufacturing or quality control. The
most important factor in ensuring the quality of the drug are facilities, ability
and attitude of the manufacture. The possession and or use of a brand name has
no direct bearing.

Mr. Chairman, I want to conclude with a very few brief general observa-
tions on some general factors influencing the cost of drugs, as this is a matter
the committee will be going into in great depth. These are merely a few
comments on the general factors influencing the cost of drugs in Canada.

Very few basic chemicals used in the drug industry are produced in
Canada. We import the bulk of our drugs in raw form or finished state from the
United States, Britain, France and Switzerland. The purchase of drugs on the
world market may increase competition; it may also enable the manufacturer to
purchase raw materials at a lower cost. There has recently been evidence that
restrictive trade practices have resulted in a markedly increased cost to the
Canadian manufacturer of material for the production of quinidine.

In my opinion, one major factor in the cost of drugs is the size of the
Canadian market. We understand that manufacturers generally produce smaller
batches in Canada than they do in the United States while the cost of quality
control is approximately the same. This naturally increases costs. Competition
in the drug industry in Canada is keen and there are a large number of
products, many of them similar, competing for the available market. While such
competition may tend to keep the selling price in line with manufacturing
costs, manufacturing costs are increased due to the smaller size of production.
The majority of drug manufacturing companies, as will be seen from this
report, are located in the province of Ontario and Quebec. It is possible that this
concentration and the increased distribution cost involved in supplying all areas
of the country may have some bearing on drug prices.

One final factor which may be of some interest to you and which may be
adding to the over-all cost of drugs concerns the practice of certain phar-
maceutical manufacturing companies of carrying specialty items which have a
very restricted demand. These drugs are usually for a specific disease which
does not have a high incidence in the Canadian population and the company
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carries these items as a service to the medical profession. I understand that it is
not possible for these companies to recover the cost of developing these drugs
for the Canadian market.

Mr. Chairman, these very brief comments are certainly not intended to be
anything but a very preliminary introduction to the subject and are not
intended to anticipate the results of the exhaustive studies which this committee
will undertake.

I just want to say in conclusion that we are very much aware of the
important task which has been assigned to members of this committee. I hope
you will find some effective and equitable answers to the problems involved
because they are problems which are of great concern to all Canadian consum-
ers. I wish you well as you begin your undertaking and I place myself and the
officers and resources of my department at your disposal in any way in which
we can be helpful.

The CHAIRMAN: Thank you very much, Mr. MacEachen.

Mr. MAcCEACHEN: Dr. Chapman, the Director of the Food and Drug Direc-
torate is here and will be ready to answer questions and give evidence on those
areas of this field in which this Department has special responsibilities and
special competence.

The CHAIRMAN: Did you wish to say anything, Dr. Chapman?

Dr. R. A. CuapmaN (Director-General, Food and Drugs, Department of
National Health and Welfare): Mr. Chairman, I could outline some of the
requirements under the Food and Drugs Act and regulations which may
influence the cost of drugs, if the committee would be interested in such an
outline.

First of all, Mr. Chairman and members of the committee, I consider it a
privilege to be asked to make a statement to the Special Committee on Drugs
Costs and Prices.

As the Minister has already indicated the act which the Food and Drug
Directorate administers does not provide authority to regulate the price of
drugs. However, there are requirements, as I have suggested, in the regulations
promulgated particularly under the Food and Drugs Act which contribute to the
cost of pharmaceutical products and I feel that possibly a brief review of these
requirements might be of interest to the members of the committee.

The Minister has referred to sections C01051 and C01052. These are on
pages 80A1 and 80B of the Food and Drug Regulations, if you wish to consult
them. These provide minimum requirements for manufacturing facilities and
control which the manufacturing of a pharmaceutical product must meet in
producing drugs for the Canadian market. These requirements include, among
other things, that the manufacturer shall have a suitable building with suitable
construction, fittings and furnishings provided in the area where the drug is
processed and packaged. All premises must be maintained in a clean and
sanitary condition. In the event parenteral drugs are processed all filling and
aseptic processes must be carried out in a separate and enclosed area. Qualified
personnel must be employed as supervisors. Each lot or batch of the raw or
bulk material shall be tested to ensure identity and purity. Each lot or batch of
the finished drug shall also be tested. Adequate control procedures must be
employed in the plant. A system of control shall be provided to permit a
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complete and rapid recall of the drug from the market if this should become
necessary. Adequate records must be maintained. Samples of each lot of the
finished drug in dosage form shall be kept for five years or until the expiration
date of the drug. These requirements apply to all drugs sold in Canada as well
as those sought to be imported into Canada.

In addition there are special regulations pertaining to the laboratory and
clinical testing of new drugs. In this case two submissions are required. First, a
pre clinical submission which must be submitted to the directorate by the
manufacturer prior to the distribution of the drug to qualified investigators who
are willing to obtain clinical evidence as to the safety, dosage and effectiveness
of the new drug. When that work has been completed a new drug submission
must also be cleared by the Directorate prior to the sale of the drug on the open
market. It is the purpose of the pre clinical submission to ensure that the
manufacturer has complied with certain basic requirements before approaching
a clinical investigator to administer the drug to a patient. This pre clinical
submission must include, among other matters, the objectives of the proposed
clinical testing; the identifying name or mark of the new drug; its chemical
structure; its source; the results of investigations made to support the clinical
use for the new drug; the contra-indications and precautions that are known in
respect of the new drug and the suggested treatment of overdose of the new
drug; the method; equipment, plant and controls used in its manufacture; tests
applied to control the potency, purity and safety; and name and qualifications of
all investigators to whom the drug is to be sent. Before the sale the manufac-
turer of the new drug ascertains that each of the qualified investigators to
whom the new drug is to be sold has the facilities for the investigation and all
the other relevant information in regard to this drug.

The Directorate has prepared a Guide for completing reclinical submissions
on investigational drugs and, Mr. Chairman, I would be very pleased to make
this guide available to members of the committee if they should wish to have it.
It will give you an indication of the types of tests which are required.

Following the submission of a satisfactory preclinical submission, then
clinical testing is carried out and at its conclusion, a new drug submission must
be filed with the Minister. This again, briefly, should contain the following
information: a description of the drug; the name under which it is proposed to
be used; a quantitative list of all the ingredients; again a description of the
plant and equipment used; details of the manufacturing procedures and con-
trols; reports of the tests to establish the safety of the new drug; substantial
evidence for the clinical effectiveness of the new drug; the names of all clinical
investigators; and copies of all promotional material. When the new drug
submission has been found to be—and I quote from the regulations—‘“in a form
having a content satisfactory to the Minister”, then a “Notice of Compliance” is
issued. At this point the manufacturer may market the new drug in Canada
provided it meets all other requirements of the Food and Drugs Act and
Regulations.

I am sure the requirements for manufacturing facilities and controls and
the regulations pertaining to new drugs have an impact on the cost of drugs in
Canada. At the same time I consider these requirements essential in order to
reduce the hazards involved in the use of drugs to the lowest practicable level. I
am sure that reputable manufacturers of pharmaceuticals would agree that such



June 7, 1966 DRUG COSTS AND PRICES 15

requirements are necessary. I do feel, however, that our regulations should be
reviewed at regular intervals to ensure that no unnecessary obstacles are being
placed in the way of the development of new drugs and at the same time to
strengthen any areas where additional hazards have become apparent. I might
add that our requirements for preclinical submissions, Mr. Chairman, are
undergoing a thorough review at the present time in accordance with the
recommendations of this same committee on food and drugs.

As indicated at the outset, I have outlined the principal requirements of the
Food and Drug Regulations which will have an effect on the cost of drugs. Just
how much they contribute to the total cost I am not in a position to say. I might
draw the attention of the committee to one of these reports which the Chairman
has already referred to, the Report concerning the manufacture, distribution and
sale of Drugs, of the Restrictive Trade Practices Commission which studied this
matter in some detail. On page 152 of this document under Expenditures on
Quality Control in Relation to Value of Sales, the following statement appears:

From the evidence which was heard by the Commission—
That is the Restrictive Trade Practices Commission.

—it would appear that many firms would have difficulty separating some
costs of quality control from costs of manufacturing generally, as, in
many cases, steps to insure quality enter into each stage of production
until the drug is put in package form. On the basis of the information
received from 22 of the 27 firms reporting expenditures on quality
control it was calculated that such expenditures represented approxi-
mately 3.62 per cent of the cost of the goods sold. The survey of drug
firms made on behalf of the Canadian Pharmaceutical Manufacturers
Association included information on quality control expenses in 1960 of
35 companies. The figures reported included amounts spent in Canada
and amounts charged to Canadian companies by parent or affiliated
companies outside Canada for the operation of quality control laborato-
ries and to cover the cost of testing in outside laboratories. However, the
figures did not include the cost of inspection staff and other techniques
designed to control the manufacturing process required to produce a
quality product. For the 35 firms the cost of quality control as described—
And this is important because it does not include all these other techniques
designed to control the manufacturing process.

amounted to 4.2 per cent of total production cost in 1960.

I presume these figures would require to be re-examined in the light of
present costs.

I should like to conclude by referring again to the point made by the
Minister to the effect that the quality of the drug is dependent upon the
manufacturing facilities available; the control procedures employed; the train-
ing, experience and ability of the personnel employed by the company and
finally, the integrity of the firm itself.

Mr. Chairman, the committee may wish to explore the impact of some of
these factors on drug costs and prices. If we can be of any assistance, as the
Minister has indicated, the officers and facilities of the Directorate are at your
complete disposal.
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The CHAIRMAN: Thank you, Dr. Chapman. The meeting is open for ques-
tions.

Mr. IsABELLE: Dr. Chapman, you mentioned many times in your comments
the requirements of new drugs. Could you give us a practical definition of what
constitutes a new drug and an old drug, and what are the requirements to
manufacture both?

Dr. CHaPMAN: Well, the term ‘“new drug” means a drug that has not been
sold as a drug in Canada for a sufficient time and in sufficient quantity to
establish the safety and effectiveness of that substance for use as a drug. That is
just the bare core of the definition of a new drug.

Mr. IsABELLE: How do you determine when a new drug is no longer a new
drug but becomes an old drug?

Dr. CHapMAN: This is a matter of judgment. At a point when it is
considered to have been sold for a sufficient time in Canada and in sufficient
quantity to establish the safety and effectiveness of that drug then it is no
longer considered to be a new drug. There are a number of factors which may
enter into this judgment: Certainly the amount that has been sold, the lack of
serious adverse reactions; whether or not it has been tested, for example, in
institutions where it has been under very careful control; whether or not a
monograph on the drug has been published in one of the recognized compendia
of drugs such as the British Pharmacopoeia or the United States Pharmacopoeia.
These are the type of factors that are taken into consideration as to when a new
drug is no longer a new drug.

Mr. IsaBELLE: And after that what happens? Let us suppose a drug is new
and two or three years later it is decided a drug is no longer new. Could I
obtain a certificate under the Patent Act—or whatever you call it—to manufac-
ture this drug. Suppose I want to buy in Italy some Chlordiazepoxide which is
the trade name for Librium, could I obtain a licence to manufacture without
having to meet your requirements for new drugs because it is no longer a new
drug. What happens if I buy the substance from Italy, bring it here to Canada,

have someone manufacture this, and put it on the market under a new name
without any surveillance at all.

Dr. Cuapman: Well first of all I would not anticipate that a new drug
would be taken out of the new drug status within a period of three years. We
would feel that at least five years would be necessary and in many instances it
would be longer than that. Now if it were no longer a new drug then it would
have to meet all the other requirements of the Food and Drug Regulations. I
have referred earlier to the manufacturing facilities and controls. So far as the
Patent Act is concerned I am certainly not an expert in that field and I do not
feel I should attempt to describe how the Patent Act would apply.

Mr. RYNARD: Mr. Chairman, I would like to ask Dr. Chapman a question.
Question was made that some firms were manufacturing both the brand name
and the generic name. What becomes of the generic drug they manufacture; is it
sold on the open market or is it sold to other firms to market?

Dr. CHaPMAN: Well, so far as I am aware—and I should point out that
our responsibilities do not extend to this type of statistic—firms might very well
be selling both forms. For instance an institution might ask firms to tender on a
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particular drug and they would ask for it by its generic name. At the same time
this same firm might sell that drug under its generic name but it might also be
marketing the same drug under a brand name.

Mr. RyNARD: They could not sell the generic drug over the counter then?
Dr. CHAPMAN: They might.

Mr. RynarD: They might.

Dr. CHAPMAN: Yes, or they might sell it under a brand name, either one.

Mr. RynarRD: Now there is another question I would like to .ask Dr.
Chapman. Practically all our drug firms are American and one of the factors in
the cost, the minister said; was because of the small runs, which helped put the
price up. I am wondering if some pact or agreement could be worked out
similar to that in the auto industry that would bring our price down?

Dr. CHAPMAN: I do not believe, Mr. Rynard, that I am really in a position to
comment on that.

The CHAIRMAN: Mr. Orlikow is next.

Mr. OrLiKOW: I must say I was disappointed in the statement of the
Minister. Here is a subject which has been of concern to the people of Canada
for quite a number of years, the high cost or what is believed to be and what I
believe to be the excessively high cost of prescription drugs, which are not a
luxury; they are a must. If there is any point in going to a doctor when a
person is sick then it is essential that person follow the advice of the doctor,
including the taking of prescription drugs, if they are prescribed. In 1961 there
was a report by the Director of Investigational Research under the Combines
Investigation Act, and this led to a report in 1963 of the Restrictive Trade
Practices Commission; both of them made a number of specific recommenda-
tions about how the high cost of prescription drugs might be reduced. The Hall
Commission dealt with this, yet the Minister comes here and says in effect that
the Department has not really made a study of the question or even of the
specific recommendations involved. There are a whole series of recommenda-
tions which I could list for the minister and say: Have you looked at this; have
you an opinion on this? But it seems obvious that the Department has looked
upon its responsibility in a very narrow and legalistic sense, and we are not
going to get any advice or recommendations from the Department. There are a
host of recommendations in these reports and it seems to me that this matter
having been before the public for at least five or six years that the Department
should have investigated the recommendations. We spent a good deal of time on
safety. I am not certain we have solved all the problems, but I do not want to
ask some questions which I would like to ask because I think we would just
postpone again the date when we would get down to the question of drug prices.
There are some of us who have wanted to look at them since this committee
was formed more than two years ago. I would like to ask the Minister, has not
the Department or anybody in the Department been assigned to the job of
looking at the studies of these various bodies which have looked at drug prices
and the recommendations they made to the Department. After all, the De-
partment plays an important role not only for the general public, but it should

play an important role for example for the Veterans Affairs hospitals which the
24083—2
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government operates all across the country. I would like to ask the Minister,
has not the Department looked at these recommendations; has it not formed
opinions and has it not recommendations for this committee?

Mr. MACEACHEN: Mr. Chairman, may I make some comments about Mr. Orli-
kow’s opening statement. These remarks somewhat fall into the category of the
old drug status because this kind of opening comment Mr. Orlikow has used over
such a long time and in such sufficient quantities that we have been able to
assess their toxic effect.

The first point I want to make is that the committee has been charged
by Parliament to bring in a comprehensive program for the lowering of the
price of drugs. Parliament has already given that job to the committee and the
government is prepared to co-operate with the committee in producing recom-
mendations. We are not coming forward to the committee with a series of
proposals to reduce the price of drugs because I am sure if we did that we could
be properly accused of usurping the functions of this committee.

We have in the Department various responsibilities in the field of drugs.
The Special Committee on Food and Drugs in 1964, presented a report on the
safety of drugs and we have considered its recommendations; if the committee
wishes to hear what we have done about this particular aspect of the drug
problem we would be glad to give as much information as we can. We have had
a report from the Hilliard Committee in our own field on the various aspects of
compulsory licencing and we are prepared to report on that. In other words, we
are prepared to report to the committee on all aspects of the drug problem
which have been assigned to this Department by the statutes of Parliament.
There are other aspects as my hon. friend will realize, that are really within the
purview of other departments, and it is my submission that no effective
program could be developed in this field without hearing from a number of
sources and without developing a program in co-ordination with other depart-
ments. I had not expected the committee would want me to present a series of
proposals developed by the Government in this field. I had expected the
committee would want to hear evidence and develop recommendations which
then could be considered by the Government. I regret, Mr. Orlikow, if once
again I have disappointed you.

Mr. OrLikow: I think the Minister knows me and other members of the
committee well enough to know that if the Department had the kind of
recommendations which I suggested that they should have the members of the
committee would not accept them without discussion and go on from that. The
fact is, Mr. Chairman, you have already mentioned earlier that we are going to
have a very comprehensive and I am sure a very carefully prepared and well
researched brief, from their point of view, from the Canadian Pharmaceutical
Manufacturers Association and later from the individual drug companies. I am
certain without seeing their brief that the whole tenor of the brief will be to
prove that the cost of prescription drugs is not too high. That is very legitimate
from their point of view. We are going to be faced with this tremendous mass of
information and it does seem to me that it would be quite proper for the
Department of National Health and Welfare, which is involved with the health
of the people of Canada in so many ways, to put somebody to work full time in
their Department who is much more conversant with these problems than the
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members of the committee are, to look at the investigations which have been
held, to look at the enquiries which have been held by, for example, the
Kefauver committee and, if not today at some point before the committee has to
write its final report, to make recommendations on a whole series of things, for
example, what the Department thinks would be the effect of amending the
patent laws. Generally the patent laws do not come under health and welfare
but the patent laws as they affect the manufacture, distribution, sale and price
of prescription drugs do affect the people of Canada and, therefore, I think the
Department of Health and Welfare should have an opinion.

Mr. MACEACHEN: Mr. Chairman, I agree the committee is embarking upon a
very important and complicated subject matter. I understand the committee
already, has acquired the services of counsel and a financial adviser, both of
whom will be able to assist the committee a great deal. Naturally the Depart-
ment of Health and Welfare and other departments will be interested in the
work of the committee; it may be that as the work of the committee develops it
will be possible to assist the committee in making some suggestions. I agree
with the point of view that the committee ought to be given all the help it needs

and we will give all the help we can in formulating the conclusions from the
committee.

Mr. ORLIKOW: Mr. Chairman, I am not going to pursue this but I still do not
see why the Department could not do in this question essentially what it does in
a normal way when it presents its estimates. When it presents its estimates to
the House and to the committee it looks at its estimates and it says, here is what
we think we need in the way of money for the programs we are going to carry
on; the committee discusses that and makes suggestions which may or may not
be accepted by the Government and the Department. I do not see why at some
point—I do not say today—the Department could not bring in recommendations
and suggestions and say, here is what we think should be done; we think the
committee should consider it.

Mr. MacEAacHEN: Well I would not quarrel with your line of argument, that
the Government might be asked to do this, but we attempted in the Department
to remain within our own area of responsibilty which does not permit us to
provide the kind of expertise in the field of prices which other departments
have. We considered this very carefully before we appeared before the commit-
tee, Mr. Orlikow, and we felt this was the only responsible approach we could
take. However, we certainly will assit the committee and if it can be done at
all we will attempt to assist the committee in reaching conclusions.

Mr. OrLIKOW: Mr. Chairman, I would just like to ask a couple of very
specific questions. Has the Department given study to amending the regulations,
as the U.S. Food and Drug Administration did, to provide that in the advertising
and labelling of prescription drugs it be required that information as to such
matters as side effects, contra-indications and effectiveness be included in botk
the labelling and the advertising of prescription drugs?

Dr. CHAPMAN: This would come under the provision of 9(1) of the Act. I
might point out that in Canada authority over advertising of food, drugs,
cosmetics and medical devices, is provided under the Food and Drugs Act. In
the United States general advertising is not; it comes under the Federal Trade
Commission, although they do have certain requirements about new drugs and
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the necessity for indicating possible adverse reactions. But we do have this
authority now. No person shall advertise any drug in a manner that is false,
misleading or deceptive or is likely to create an erroneous impression regarding
its character, value, quality, composition, merit or safety.

Mr. ORLIKOW: Mr. Chairman, there have been a whole series of books and
articles written recently in the United States which would indicate there was
considerable length of time between some of the biggest drug companies getting
reports of adverse effects on new drugs and when they start advising the
medical profession and so on, that they have this information. I wonder if we
have reports on similar problems. I can bring a book here at a later date and
list specific drugs which these books and articles have reported.

. As I said earlier, Mr. Chairman, I do not think we should start another
investigation into drug safety but I want to know whether the department feels
that the law gives them the authority to do what we hope they are doing.

Dr. CHAPMAN: Yes, Mr. Orlikow, I think we have the necessary authority in
the Food and Drugs Act?

Mr. OrLIROW: Do you have the staff to enforce it?
Mr. MACEACHEN: It is likely the answer is no.

Dr. CHAPMAN: At the present time we do not have the staff that I consider
necessary to do the job we would like to be doing and that we would like to see
done. However, I can say that it is government policy, and it has been cleared
with Treasury Board, that our staff will be increased by approximately two and
one half times over a period of twelve years. The actual increase was from 718
to 1733 positions. This has been cleared and we have been given assurance that
we will be allowed to recruit as the qualified personnel become available. One
of our problems at the present time is that in certain areas it is very difficult to
recruit the highly qualified type of person that we require.

Mr. Howe (Hamilton South): Mr. Chairman, would you advise members of
the committee again what the terms of reference are. I thought the only subject
we were to deal with was the toxic effect on the Canadian pocketbook.

Mr. PATTERSON: Mr. Chairman, that is one of the issues I was going to raise
at the moment. I was going to suggest that you, Mr. Chairman, indicate very
clearly what the terms of reference of this committee are. Although, I was not
on the committee prior to this time I understand a very thorough study was
given to some of the other aspects of these problems. If we are going to start
reviewing and going over again what has already been done it is going to
seriously affect the efficiency of the committee in its study of what I understand
now from the terms of reference encompassing the cost of drugs.

Mr. Chairman, I find it a little difficult to find my way into the discussion
and to know where these questions should properly be put. First of all, I would
like to ask if the Guide to which Dr. Chapman referred will be distributed or
will it be incorporated into the minutes of the committee for today?

The CHAIRMAN: I am not sure a decision was taken. It is called—a Guide for
Completing Pre Clinical Submissions on Investigational Drugs. It only has an
indirect relationship to the question of cost. I would think it should be
distributed to the members; those who wish to read it can and those who were
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on the committee last time -and got a careful briefing of this probably will not
find it necessary. ;

Mr. PATTERSON: That will be fine then. In the Minister’s presentation he
made a statement to which Dr. Rynard referred when he stated that the rather
limited domestic market would necessarily affect to some degree the cost of
drugs in Canada. I was wondering just how many Canadian drug companies
have operated in the past in Canada because at the present time I have been
given to understand that there are no Canadian drug companies. Is that right?

The CHAIRMAN: “No large Canadian manufacturing company,” . I think
would be more accurate.

Mr. PATTERsON: Solely Canadian. I was given to understand that Frosst was
the largest and the last Canadian company and within the last several months it
passed into American control. Would this situation affect either favourably or
unfavourably the cost of drugs in Canada? As I say, I do not know just when or
to whom I should direct this question, but it came to my mind this morning, and
was raised by the Minister in his opening statement.

The CHAIRMAN: I do not know whether the Minister wants to deal with it. I
would think this is probably a question which the committee are eventually
going to have to answer when they come up with their recommendations.
Certainly the Pharmaceutical Manufacturers Association will probably want to
comment on this. I do not know if the Minister wishes to comment further on
his statement about ownership and how it relates to the cost of drugs.

Mr. MACEACHEN: No, Mr. Chairman. I merely mentioned it as one of the
facts the committee might want to consider. I would mention to Mr. Patterson
that there is in this publication, which I mentioned earlier, a fairly good
description of the structure of the drug industry in Canada, the ownership as
between foreign firms, subsidiaries and Canadian companies; it might be helpful
to refer to that particular chapter called Present Methods of Production and

Distribution of Drugs in Canada, Chapter 2 which has some very good informa-
tion.

The CHAIRMAN: Which is not completely up to date because of some of the
things that have happened since.

Mr. PaTTERsON: Could anyone answer the question. Are there any truly
Canadian drug companies, large or small, operating at the present time?

The CHAIRMAN: I think, perhaps, Dr. Chapman can tell us the number of
drug manufacturers there are in Canada if that would be of any value to you.

Dr. CHAPMAN: There are approximately 480 drug manufacturers that we
would define under our definition of a manufacturer. I might say that also there
are between 800 and 900 firms that register products under the Proprietary or
Patent Medicine Act. Now some of these are included in the 485 and some of:
those firms who register prcducts under the Proprietary or Patent Medicine Act
would probably only be producing one product, a cough medicine or something

of that sort. So, I think the figure of 480 would be an approx.lmate ﬁgure and,
probably the most. realistic ﬁgure

The CHAIRMAN Any other questmn, Mr Patterson"
Mr. PATTERSON: No. . { rerhy 10 ; oufs
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Mr. MACKASEY: Mr. Chairman, I think it only fair to point out that I am no
longer a member of the committee but having sat in on 24 or 27 committee
meetings in the last session I thought I would avail myself of the opportunity of
the new rules of the House to participate in perhaps one meeting and perhaps
make some observations to the Minister. I hope the Minister or the Department
will pay a little more attention to the recommendations of the committee when
it bring in a report than has been the case in the past. I refer to the Hilliard
Report which Dr. Chapman mentioned quite favourably and point out that most
of the basic recommendations of the Hilliard Report were the recommendations
of this committee many months earlier and had some amendments been put into
legislation on these recommendations the Hilliard Report would’nt have been
necessary.

Mr. Chairman, there has also been a certain amount of discussion about
Charles E. Frosst and I would like to say, at the risk of being ruled out of order,
that the sale of Frosst to American interests was precipitated by our outmoded
approach to inheritance tax, forcing the owners of that particular all-Canadian
firm to sell their plant long before they would have liked to have done so; it
was up for sale for many years to Canadian interests who refused to take
advantage of it, and perhaps this is another good reason why the Canada
Development Corporation should come into existence in order to keep Canadian
companies in the hands of Canadians. If it passed into the hands of Americans it
was only after Canadians refused to take advantage of it as everybody knew it
was up for sale.

The CHAIRMAN: I will not rule you out of order, Mr. Mackasey but—
Mr. MACKASEY: I said all I wanted to say on it.

The CHAIRMAN: —I suggest you come back and make that statement to Mr.
Benson on Thursday.

Mr. MACKASEY: The point, Mr. Chairman, that I really want to get to, and I
side with Mr. Orlikow in this connection, is that you and the members of the
committee will find it very difficult to divorce safety from cost, regardless of
what Mr. Patterson says because the industry’s defence is that the cost of
implementing the safety measures of Dr. Chapman have a direct bearing on the
cost of production. Perhaps the mistake our committee made, and I am to blame
as much as anybody else, Mr. Chairman, was trying at the beginning to divorce
our hearings and to take the subject of safety first and then the cost later on,
forgetting that the personnel or the membership of the committee was bound to
change. Therefore, many members are not aware of the arguments which were
advanced at the time we discussed safety. It is only fair to Mr. Patterson and
others that you be very lenient when the question of safety is introduced.

Finally, Mr. Chairman, I think one of the nicest things that anybody could
say about the last committee—and I speak for the public and the manufacturers
—was the degree of objectivity which prevailed at our hearings, in contrast to
the Kefauver hearings in the United States. That is why I would like to point
out to you that on four occasions Mr. Orlikow mentioned the high cost of drugs.
This is a premise Mr. Chairman; we are out to prove whether the cost is high,
fair or normal. This is the mandate of this particular committee. To start out on
the premise that automatically the costs of drugs are high is unfair, I submit, to

-«<"a
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the reputation for objectivity which this committee had, and I would respect-
fully point out to the Chairman that we are here to investigate the cost of drugs
and the possibility of reducing the cost of drugs, and we should not automati-
cally presume the costs of drugs are high, Mr. Chairman.

I would point out again to the Minister that this committee recommended
very strongly in the last session that the 11 per cent sales tax be removed from
drugs, and I fail to understand why this recommendation was not implemented
sooner by the Government.

The CHAIRMAN: Mr. Mackasey, in relation to your last statement about the
terms of reference and whether drug costs are high or not, actually in our terms
of reference the high cost of drugs is not mentioned at all. It just says that the
committee will produce a comprehensive and effective program to reduce the
price regardless of whether they are high or low.

Mr. MACKASEY: You allowed Mr. Orlikow to read into the record on three
occasions the phrase “the high cost of drugs’”; it is becoming almost a cliché
around here. We are out to determine whether the costs of drugs are high.

The CHAIRMAN: There is one point I should mention. I do not think this

committee ever recommended the removal of the federal sales tax because it
was not considered.

Mr. MACKASEY: Well we certainly discussed it at great length. I know Dr.

Rynard and other members of the committee spoke in the House on it as a
result of our meetings.

The CHAIRMAN: This is true.
Mr. MAckASEY: I stand corrected. I apologize.

The CHAIRMAN: Are there any other questions of the Minister or of Dr.
Chapman?

If not, the meeting is adjourned until 3.30 on Thursday or after the orders
of the day if they take longer than that. At that time we will have the Minister
of National Revenue here to discuss customs, tariffs and Federal sales tax.
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MINUTES OF PROCEEDINGS

THURSDAY, JUNE 9, 1966
(4)

The Special Committee on Drug Costs and Prices met this day at 3.45 p.m. The
Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Asselin (Richmond-Wolfe), Enns, Harley, Howe (Hamiltor
South), Howe (Wellington-Huron), Hymmen, Isabelle, MacDonald (Prince), O’Keefe,
Pascoe, Patteron, Prud’homme, Roxburgh, Rynard, Whelan, Yanakis (16).

In attendance: The Hon. Edgar J. Benson, Minister of National Revenue; Mr
Raymond C. Labarge, Deputy Minister, Customs and Excise; Mr. L. J. Vetter, Assistant
Director, Excise Tax Administration; Mr. A. R. Hind, Assistant Deputy Minister, Cus-

toms; and Mr. M. D. O’Heare, Acting Head of Division B of the Department of National
Revenue.

Also in attendance: Mr. A. M. Laidlaw, of Ottawa, Legal Counsel for the Committee,
and Mr. W. J. Blakely, of Kingston, Accountant for the Committee.

The Minister made a statement outlining some aspects of the Canadian Customs
treatment of drugs and pharmaceuticals in relation to the cost of these products on the
Canadian market; he also indicated the application of the Sales Tax in this area.

The Chairman introduced Mr. Blakely to the Committee.

The Minister was questioned; he was assisted by Messrs. Labarge, Vetter, Hind and
O’Heare.

Messrs. Laidlaw and Blakely also asked questions of the Minister.
At 4.55 p.m., the Committee adjourned to 11.00 a.m. Tuesday, June 14th at which
time The Canadian Pharmaceutical Association will present a brief.

GABRIELLE SAVARD,
Clerk of the Committee.
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EVIDENCE
(Recorded by Electronic Apparatus)
THURSDAY, 9 June, 1966.

The CHAIRMAN: Gentlemen, would you please come to order. The Minister of Na-
tional Revenue, the Hon. Mr. BENSON, is going to make a statement this morning relative
to the cost of drugs.

Hon. E. J. BENsoN (Minister of National Revenue) : Gentlemen, I thought the com-
mittee would find it helpful if I outlined some aspects of the Canadian customs treatment
of drugs and pharmaceuticals in relation to the cost of these products on the Canadian
market.

Following my comments on the customs treatment I intend to indicate the application
of the sales tax in this area. The Restrictive Trade Practices Commission dealt with the
subject in its report on the manufacture, distribution and sale of drugs in Canada as did the
Royal Commission on health services in its report. The recommendations of these com-
missions related to ethical drugs for human use which may be defined in a general way as
those drugs which may not be advertised to the public and which may only be sold through
a drugstore under the supervision of properly qualified pharmacists or supplied through a
hospital or doctor. This definition excludes propriety or patent medicines. Ethical drugs
may be further defined as either pharmaceutical drugs or pharmaceutical preparations.
The former are basic drugs consisting of single substances without admixture, often im-
ported in bulk form, while pharmaceutical preparations consist of basic drugs, as the
active ingredient plus other substances which are added to facilitate use in dosage form.
Thus, pharmaceutical drugs are mainly used in the manufacture of pharmaceutical
preparations for ultimate sale to the consumers.

The Restrictive Trade Practices Commission on page 507 of its report, inclined to the
view that “with respect to ethical drugs and more especially antibiotics and tranquillizers,
the dumping duty rules may sometimes operate to increase the costs of some Canadian
importers without giving any substantial protection to Canadian manufacturers”. Implicit
in this comment was recognition of the fact that while most of the pharmaceutical drugs
used in the manufacture of antibiotics and tranquillizers are not produced in Canada,
most pharmaceutical preparations containing these drugs are ruled to be of a class or kind
made in Canada for purposes of dumping duty. Because of the valuation base used, this
liability to dumping duty appeared to the Commission to cause imported finished dosage
forms to be higher priced than would otherwise be the case, especially when the importer
is a subsidiary of the exporting company.

The Royal Commission on Health Services recommended that the Tariff Board be
requested to review the tariffs on drugs (Recommendation No. 71). In Tariff Board Refer-
ence No. 120 which commenced before the Royal Commission recommendation was
made, the Tariff Board examined many fine chemicals which are used by the pharma-
ceutical industry although this reference did not extend to pharmaceutical products, drugs

27



28 DRUG COSTS AND PRICES June 9, 1966

and preparations. The report and recommendations of the Tariff Board have not as yet
been released, but it is anticipated that they will be forthcoming shortly.

The Royal Commission on Health Services also recommended (Recommendation No.
72) that, in the administration of anti-dumping regulations in respect to drugs, the Minister
of National Revenue be given discretion to establish “market value” at lower levels than
that resulting from present practice. A change in the customs valuation legislation would
be required if finished pharmaceutical preparations were to be valued in any other than the
present manner. As a different approach to the problem some thought has been given to
limitation of the liability for anti-dumping duty to drugs of a kind made in Canada.
Different drugs used for the same general purpose are considered to be of one “class or
kind” for purposes of dumping duty, and it has been suggested that the combined effect of
the anti-dumping and customs valuation laws usually force prices up in import trans-
actions between related companies. If dumping duties were limited to these drugs of a kind
made in Canada, it has been suggested that the undesirable effect of inflating prices of
drugs not actually manufactured in Canada could be eliminated while at the same time the
necessary protection of existing and future Canadian production could be continued.

Concerning the customs valuation, in general, finished pharmaceutical preparations
in dosage form are valued at the prices at which like goods are freely sold at the time and
place of shipment to purchasers at the same or substantially the same trade level as the
importer and in the same or substantially the same quantities, for consumption in the
country of export in the ordinary course of trade. This is the standard basis of valuation
that is used not only for drugs but used generally to determine whether or not dumping is
taking place into Canada. In situations where the goods imported are not sold in the same
condition in the country of export, drugs and pharmaceuticals are valued at manufacturing
cost plus an advance. The “cost plus” valuation is used only when fair market values do
not exist, as in cases where drugs are imported by subsidiaries of the exporter for further
processing. Such further processing would normally be done by the exporter in his home

market and thus he would not sell the drugs in the country of export in the condition
exported to Canada.

Basic drugs imported in these circumstances would usually be valued at manufactur-
ing cost plus 50 percent, when requiring further manufacture with other materials in
Canada. Pharmaceutical preparations in bona fide bulk for packaging in bottles, vials,
boxes, etc. in Canada would usually be valued at manufacturing cost plus 75 percent.
These gross profit advances do not apply when the exporter’s gross profit on home market
sales of the finished product is less than the percentage advance stipulated. In such cases, a
lower mark-up is determined. In no instances would the advance exceed 100 percent.

The advances over manufacturing cost were authorized under the Ministerial
authority outlined in section 38 of the Customs Act in 1960. They were established some
years earlier on the basis of a survey of the pharmaceutical industry in the United States
and are thought to be reasonable in relation to gross profits in the drug industry in export-
ing countries, it being recalled that the purpose of the advance is to establish the nearest
ascertainable equivalent value for the imported goods. This means that there should be a
relationship between the advance on the imported goods and the advance on the finished
goods as sold for home consumption. Indeed, if anything, these advances are low in terms
of the current profit structure of the industry. A study conducted by the Department in this
connection indicates that gross profits from 200 per cent to 1200 per cent are common in
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the United States drug industry. Selling costs in the industry are high because ethical drugs
may not be advertised and numerous free samples are distributed to prospective customers.
Such costs plus the cost of research may account for much of the gross profit spread.
However, a report published by the United States Government indicates that the American
drug industry realizes a net profit after taxes of about 11 per cent. Not only are customs
mark-ups low as compared with industry profits, but also the factory costs to which they
apply are low in relation to the total costs incurred in marketing pharmaceuticals. Thus
the values for duty now prescribed under section 38 of the Customs Act are low in terms
of normal selling prices in the industry, and for this reason there is some doubt that any
lower valuation would greatly reduce the price of drugs in Canada. A lowering of value
would have no effect on the transaction unless the exporter were prepared to reduce his
price to Canada and there is no assurance that this would be done in all cases. In this
connection, it is understood the United States Internal Revenue Service has authority to
insist that a certain level of profit be realized by American firms on sales to foreign sub-
sidiaries and that balance of payments problems have resulted in increased exercise of this
authority, although it is essentially designed to prevent tax evasion — that is, in the
United States.

When pharmaceutical preparations in final dosage form are imported by subsidiaries
of the exporter, the exporter may be willing to extend lower prices to his related company
than to other purchasers. Such prices are not legal values for duty under the present cus-
toms valuation legislation. If a change in the legislation were made to recognize such
transactions, it might affect only the distribution of profits rather than prices to consumers.
In addition any change in the legislation concerning the basis of valuing finished pharma-
ceutical preparations would likely have to be extended to all industries, with far-reaching
effects.

Pharmaceutical drugs of a kind not produced in Canada (i.e., the identical drug is not
produced) are generally classified under item 20839-1 at 15 per cent ad valorem (MFN)
or free (BP). If a kind produced in Canada, such drugs are generally classified under item
71100-1 at 20 per cent (MFN) or 15 per cent (BP). Pharmaceutical preparations, on the
other hand, not being single substances, are generally classified under item 22001-1 or
22002-1 at 20 per cent (MFN) or at the effective BP rate of 153 per cent (17%% per cent
less 10 per cent), regardless of their “made in Canada” status.

Pharmaceutical drugs of a kind not made in Canada (tariff item 20839-1) are also
held by the Department to be of a “class or kind” not made in Canada and hence are
exempt from dumping duty. This administrative practice is based on the premise that single
chemicals do not generally lend themselves to grouping into a “class”, and therefore “kind”
becomes the determining factor. By the same token, pharmaceutical drugs classified under
tariff item 71100-1 are subject to dumping duty.

Pharmaceutical preparations are, by and large, held to be of a class or kind made in
Canada for purposes of dumping duty. For example, if at least one tranquillizer preparation
is made in Canada in the necessary quantities, all imported tranquillizer preparations are
subject to dumping duty, regardless of whether the active ingredient present in the im-
ported preparation is in fact produced in Canada. Basic to the Department’s attitude is the
assumption that, of necessity, most imported pharmaceutical drugs must be used in the
manufacture of preparations in Canada.

A preparation can only be described in terms of its composition, and if “class or kind”
were defined in terms of the Canadian manufacturer’s formula (e.g. 20 per cent A, 20
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cent B, and 60 per cent C) an exporter could avoid dumping duty by merely altering the
proportions or substituting one component material for another while leaving the active
ingredient the same. Thus, it has been thought necessary to classify all broadly competitive
or substitutable preparations as of one “class or kind”, if any protection is to be afforded
Canadian producers. However, due to the different approach taken with respect to basic
drugs, there is no doubt that this practice has tended to foster manufacturing operations in
Canada which are confined to refining and preparing dosage forms, rather than producing
basic drugs, the majority of which are imported.

A survey of a number of Canadian pharmaceutical companies was conducted by the
Department to ascertain the impact of customs duty on the selling prices of ethical
pharmaceutical drugs and preparations in Canada.

From the information furnished, only 1.9 per cent of the finished ethical pharma-
ceutical drugs and preparations sold in Canada are imported in the finished condition.
Of this category, customs duty represents an average of 6% per cent of the Canadian
selling price to consumers. Approximately 19 per cent of the pharmaceutical drugs and
preparations are imported in an unfinished condition for further manufacture in Canada
or in bulk for full or partial packaging in Canada. Customs duty is understood to represent
an average of 2% per cent of the consumer selling price of this group of products. The
remaining 79.1 per cent of sales are made predominantly from Canadian materials,
together with, of course, some imported raw materials and supplies. On this great portion
of domestic sales, the Customs duty is approximately 7/10 of one per cent of the selling
price to Canadian consumers. All of this is based on a survey carried out by my
department.

The amount of Customs duty included in the selling price to consumers of ethical
pharmaceutical drugs and preparations is perhaps well illustrated by a statement made by
one of the companies which were good enough to furnish us with information, “. . . Cus-
toms duty has little or no impact on the selling price of our manufactured products.”

Implementation of the suggestion that dumping duty be limited to those drugs of a
kind produced in Canada would affect only pharmaceutical preparations because such
treatment is already given to basic drugs. In the case of preparations, adoption of the
recommendation would deny dumping duty protection to most of the Canadian manu-
facturers who now enjoy such protection. If dumping duty applied only to those formu-
lations actually manufactured in Canada, very few imported preparations would be subject
to the anti-dumping regulations. Competitors would merely import substitutes for the
Canadian product, and although the imported preparations would be used for the same
purpose they would, technically, be of a kind not made in Canada and free of dumping
duty. Additionally, it should be mentioned that in the matter of applying the “kind”
concept to pharmaceutical preparations, when considering “class or kind”, in Appeal
Number 409, the Tariff Board said, “The application of a “produced in Canada” test to
mixtures of chemicals is, we believe, virtually impossible”.

A partial implementation of the suggestion might be feasible if pharmaceutical
preparations were categorized in terms of active ingredients. For example, all pharma-
ceutical preparations whose active ingredient is of a kind not made in Canada could be
exempted from dumping duty. Such an exemption would, of course, subject a large part of
the Canadian drug industry to increased import competition in view of the fact that most
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Canadian produced pharmaceutical preparations incorporate at least some imported
ingredients. It would, however, preserve some of the protection now given the basic drug
industry, although by no means all of it, because active ingredients are also to a great
extent substitutable. Action taken along these lines could be taken administratively by
merely defining “class or kind” in terms of active ingredients, but due to the change of
basic approach involved, it might be better to authorize the exemption under section
6(2) (b) of the Customs Tariff and thus avoid criticism by the Auditor General, I suppose.

This course of action would seem preferable to altering the valuation base. The latter
expedient would require a change in the law in so far as finished pharmaceutical prepara-
tions are concerned. However, limitation of the application of dumping duty in the manner
outlined carries with it no assurance that the savings resulting from dump import prices
would be passed on to the consumer. Before implementing such a scheme, Government
should ensure that the loss of protection to Canadian industry will be offset by lower drug
prices at the consumer level. It would also be useful to consult the Canadian drug industry
on the subject.

In addition to remedial action under the Customs Act, there is the possibility of action
under section 16(1) of the Customs Tariff. This section aliows the Governor in Council to
reduce or remove regular and/or dumping duty where producers of _goods use any such
duty to maintain prices at levels deemed by the Governor in Cpuncnl to be higher than
should prevail, having regard to the general economic conditions in the country. No action
has been taken under the authority of this section. I do not feel that a case has. been made
that pharmaceutical drug and preparation prices are higher than should prevail by reason
of the regular customs duty or dumping duty.

In general, and here I am not trying to arrive at a conclusion for the Department but
rather based on our examination of the facts with respect to customs duty within the
Department we are not convinced that a reduction in the value for duty or a narrowing of
the “class or kind” administration would result in a meaningful lowering of consumer
prices of pharmaceutical preparations. Duty on unfinished pharmaceutical preparations is
computed on manufacturing cost plus an advance. Ma.nufactur}ng cost is inclusive of
material, labour and factory overhead only. Having in .mmd tl.le high cost of research, dg—
velopment and selling, manufacturing cost is quite low in relation to the total cost. qu this
reason, the duty on manufacturing cost, even with an advance of 100 per cent, is believed
to be a minor element of the selling price of the preparation in its finished form. The
saving might well be absorbed by the Canadian importer in u.1creasefi p.roﬁts and, even if
passed on to the consumer, would probably not result in a significant change in

drug prices.

A narrowing of the class of goods on which special duty applies could 1"educe prices
but, at the same time, it would probably remove virtually all of the protection presently
afforded Canadian manufacturers by reason of the substitutable nature of many of the
products which are involved.

I have here with me my Deputy Minister of Customs and Excise, Mr. Ray Lgb::lrge;
Mr. Lou Vetter from our Sales Tax Section; Mr. Reg Hind, Assistant Deputy Minister,
Customs and Mr. Maurice O’Heare from my Department who can answer any questions
you may ask which are beyond my technical competence, and I am sure there are lots

of them.
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Now to deal with the sales tax, it might be useful for me to outline briefly the sales
tax treatment of pharmaceuticals under the Excise Tax Act. That is the Act that imposes
the sales tax as such.

At the present time, there are 714 persons, firms or corporations licensed under the
Excise Tax Act as manufacturers or producers of pharmaceuticals. Some years ago, it
became apparent that Canadian manufacturers of pharmaceuticals were at an extreme
disadvantage because these products could be imported in bulk and tax paid on the duty
paid value. In 1959, it was decided to amend the Act to take care of the situation and to
provide, among other things, that those importers who repackage for sale would be re-
garded as manufacturers and responsible for payment of the tax at time of sale rather than
at time of importation. This necessitated a definition of pharmaceuticals which is now to
be found in Section 2(1) (cc) of the Excise Tax Act. And here pharmaceuticals are defined
as follows: “pharmaceuticals means any material, substance, mixture, compound or
preparation, of whatever composition or in whatever form, sold or represented for use in
the diagnosis, treatment, mitigation or prevention of a disease, disorder, abnormal physical
state, or the symptoms thereof, in man or animal, or for restoring, correcting or modifying
organic functions in man or animal.”

I should point out that this definition is much broader than that of drugs in the Food
and Drugs Act because it also covers proprietary, vitamins and medicines as well as
pharmaceuticals for animals. In case it may be useful to the committee I will table a copy
of a listing of the pharmaceuticals which we deem to be under our Act, and if more copies
are necessary I will be happy to supply them. I think this is important because some of the
figures I mention later on as being applicable to revenue derived from this source and the
tax applied include a much broader range than the drugs which are defined under the Food
and Drugs Act and which are considered basically for human consumption.

Other amendments, of course, were required to include as manufacturers or pro-
ducers not only those persons who repackaged pharmaceuticals prior to sale but also those
persons who sell pharmaceuticals under their own trade name. These amendments, how-
ever, did not include retail stores. It is to be noted that retailers who repackage in their
retail stores are not regarded as manufacturers or producers.

Generally speaking, pharmaceuticals are marketed by manufacturers through all
levels of trade so that we have manufacturers who sell to wholesalers only, others sell to
wholesalers and to retailers, others to retailers only, and still other manufacturers who
sell only directly to the consumer door to door. In saying this, one must understand what I
have pointed out before, the much broader definition of pharmaceuticals that we have
than is under the Food and Drugs Act.

In order to ensure that sales tax is not a determining factor in competition by reason
of the method of distribution those manufacturers who regularly sell their pharmaceuticals
to bona fide independent wholesalers in representative wholesale quantities are permitted
to account for sales tax on sales to retailers, physicians, veterinarians and users on the same

basis as if the sales had been made to wholesalers. The sales tax of course is applied at the
manufacturers level.

Where a manufacturer does not sell in representative wholesale quantities to bona fide
mdependent.wholesalers, such manufacturers are permitted to account for sales tax on
sales to retailers, physicians, veterinarians or users calculated on the determined whole-
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sale value which, at the present time, is the suggested sales tax included list selling price to
users, less discounts of 40 per cent and 15% per cent, or a total discount of 49.3 per cent
below the retail price. All manufacturers of pharmaceuticals, regardless of which basis is
being used, are required to account for sales tax on sales to wholesalers on the sale price.

The discount of 40 per cent and 15%2 per cent was determined in 1959 after a survey
of the industry and is the weighted average at which manufacturers selling to wholesalers
in representative quantities sell their pharmaceuticals to wholesalers. Using the determined
discounts, that is, list less 40 per cent and 15%2 per cent, the average sales tax paid by
manufacturers of pharmaceuticals amounts to 4.96 cents on each dollar of sales to users.
So when people are speaking of 11 per cent sales tax, on the basis it is applied and applying
it to the selling price — and this is across the broader range, which we have — it comes to
4.96 cents on each dollar of sales to users.

With regard to pharmaceuticals sold on prescription, the class of drugs the committee
is most concerned with, the determination of the sales tax content expressed as a per-
centage of the selling price to the user is rather more difficult to determine. This is so be-
cause retail pharmacists use different methods for arriving at the selling price. Some
pharmacists simply add to the cost of the pharmaceuticals an amount which represents
their professional fee plus mark-up. In those cases where the cost of pharmac?uticals was
extremely low, the mark-up could represent 175 per cent. In thfe case of expensive Qharma-
ceuticals, the mark-up could be as low as 50 per cent. In the light of this information, the
tax content of the retail price of pharmaceuticals sold on prescription could vary between

1.8¢ and 3¢ on each dollar of sales.

Based on the latest available Dominion Bureau of Statistics ﬁgures_ plus inforn}ation
received from the Canadian Pharmaceutical Association and the Proprietary Association
of Canada, sales of pharmaceuticals amounting to approximately $240,000,000-

$250,000,000 at manufacturers’ selling price, were made,.in the last fiscal year. Ix}cluded
in these figures are sales of imported pharmaceuticals which amounted to approximately

7 per cent of the total sales.

Sales tax paid on pharmaceuticals during the last fiscal year amounted to approxi-
mately $19,000,000.00.

But here again, I must point out this is on the wider range of pharmaceuticals as
defined under the Excise Tax Act.

1 should close my comments on the excise tax application to these. goqu .by bringing
to your attention that in addition to the exemptions afforded charitable institutions by way
of refund and bona fide public hospitals, exemption is also provided f_or Ac_lrenocortlcotro-
phin (ACTH), cortisone, insulin, radium, liver extract for use exclusively in the treatment
of anaemia, vaccine for use in the prevention of poliomyelitis, and material for use exclu-
sively in its manufacture.

Now the Hon. Mr. Gordon, when he was Minister of Finance, and Mr. Sharp have

stated, in the House, the view of the Government wit}1 respect to the sales tax on pharma-
ceuticals. Perhaps I could just read what Mr. Sharp said in Hansard on page 6094, Tuesday,

June 7, 1966:

In my budget address I made it clear that the Government is prepared to
remove the sales tax from drugs, should this course be recommended by the
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committee of this House which is concerned with the question of drugs and drug
prices. The reason is that the Government would like to be assured that the benefits
of a reduction in the tax would be passed on to the consumers; this is the only reason

for our reluctance to move ahead now before the report of the committee has
been presented.

I think this has been somewhat substantiated by some of the figures I quoted you
where in the case of prescription drugs we have estimated in the survey we carried out that
of the retail price only between 1.8 cents and 3 cents per dollar of sales price is account-
able to the manufacturers sales tax imposed by the Federal Government.

I would be pleased to answer any questions you may have although I will probably
have to confer with my officials to get the answers if the questions are too technical.

The CHAIRMAN: Thank you, very much Mr. Benson. Gentlemen before we begin
questioning, the other consultant who has been employed by the committee is here today,
the accountant, Mr. Blakely. If you would please stand, Mr. Blakely and make yourself
known to the committee? Thank you very much. And for those who were not here before,
Mr. Laidlaw from Ottawa is our legal consultant.

The meeting is open for questions.
Could I ask the minister if that table he referred to is very extensive?

Mr. BENSON: Yes, it is. We have only one copy here but we have many copies and we
would be pleased to supply them.

The CHAIRMAN: Perhaps I could ask the Minister if he would see that the committee

is provided with 25 copies in English and five in French if, possible. There is no necessity
for them today.

Mr. BEnson: We will be glad to do that.

Mr. PATTERSON: Mr. Chairman, I think it would have been to our advantage had we
had copies of the Minister’s speech before it was given here.

Mr. BensoN: I am willing to come back again.
Mr. PaTTERSON: I think it requires pretty close study.

The CHAIRMAN: As you are aware, the Committee had agreed that all organizations
and individuals who wish to present a brief before this Committee should do so at least
one week in advance of their appearance. You all now have in your possession at least, I
think, three briefs which will be presented to us in the near future. You have the one for
presentation on Tuesday by the Pharmaceutical Association. The only people exempt from

that rule were the Minister of National Health and Welfare and the Minister of National
Revenue.

Mr. BEnson: Well this was not really a brief. It was just a little off the cuff talk.

Mr. WHELAN: The Minister said he is going to appear before the Committee again.
Does this mean he has another off the cuff talk like this?

Mr. Benson: If you wish to digest this before questioning I would be pleased to come
back to answer any further questions you may wish to ask.
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Mr. ENNs: I suppose one of the main considerations of the Committee is to ascertain
whether or not the reduction of the one item, the sales tax, will really be a reduction in the
cost of drugs to the consumer, and from what the Minister said this afternoon I begin to
wonder just what proportionate reduction in cost would actually result in this. It seems
that we should still explore every means of bringing down the cost; if it is only 3 cents on
the retail dollar well, that is fine, instead of the 11 cents the public might think it is. If it is
really that then I am satisfied this is so. If there are three cents here there may be three
cents at the manufacturing level and another three cents somewhere else. These are all
ways of doing it and for this reason I would feel very strongly that we should move
towards that recommendation after due consideration.

I was interested in an earlier comment the Minister made about gross profit which is
an interesting term. I always thought it was a “net” thing; I am not as accountant and,
therefore, I am not familiar with that kind of terminology. You said the American firms
reported a $200 gross profit as being quite normal and this would reduce down to some-
thing like 11 per cent in terms of net profit. This makes me wonder just what the actual

turnover is or where the gross quantity is taken up. y

Mr. BENsoN: We were, of course, quoting American statistics which have been pre-
pared or which my Department have dug out and it read from 200 per cent to 1200 per
cent. Of course, this does not include the cost of research or the very high selling costs
which are involved. The gross profit defined in these terms would be merely the cost of
material and manufacturing costs in the plant, deducted from t!le selling price. That, of
course can be very high. The pertinent thing which would point it up later was that when
they got through the other expenses which would include such th.lngs as d.xstnbutlon,
advertising, research and these various items the profit after taxes, in the United States,
came to about 11 per cent of sales.

Mr. ENNs: Well I am convinced that when we want to effect any sharp decline in the
cost of drugs we will not accomplish this by way of reducing or eliminating taxes on drugs.
It seems we must find another avenue although, certainly I would endorse the elimination
of the tax as well.

Mr. BENsON: We tried to bring out the magnitude of the two items which come under
our Department and can affect the cost of the drugs. The first is t!'le customs tariff and I
will admit my statement on that was not quite off the cuff. It was fairly comphcated._ Then,
the sales tax, on the other hand, applied at the manufacturers level. We hav.e .Sald it is
difficult in the case of prescription drugs to do this because of th.e n}ethod _of. pricing at the
retail level, but the best information we have been able to acquire is that it is between 1.8
and 3 cents on the consumer dollar.

The CHAIRMAN: For clarification, Mr. Benson, on all drugs did you say it averaged
out at 4.96 per cent?

Mr. BENSON: That is on everything we have — and you can correct me if Iam wrong
— under the pharmaceutical classification. This includes a great many things, as you will

find, that you would not define as drugs, perhaps.
Mr. Howe (Hamilton South): The Minister off the cuff pulled this figure of 4.97 or

4.96, and that is fairly accurate for off the cuff. According to my financial calculations as
a doctor, which makes them very crude why is this amount reduced when the 11 per cent
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is added on at the manufacturers level and then profit is added on to the gross amount, I
presume, thereby actually making this percentage higher to the consumer rather than lower.

Mr. BENsoN: The price it is applied to is not the retail price, or the consumer’s price.
The 11 per cent is applied back and this is 100 per cent, in many cases, below the retail
price. For example, something may be selling for $2 and the tax is being applied at 11 per
centon $1.

Mr. HowE: I am just going to apply it my way. If I take the $1 and add the 11
per cent, which would make it $1.11, and then I add 100 per cent profit onto that I would
end up with $2.22 which still is 11 per cent of a higher figure. This is a greater amount
so far as the consumer is concerned.

Mr. BENsoN: Really what you are talking about is the pyramiding of the sales tax
which some people maintain takes place in some cases. It depends entirely on your method
of pricing, whether you do take an amount and apply a fixed percentage to it. But the
1.8 to 3 per cent which we used in the case of prescription drugs, is taking the amount of
tax paid and applying it to the selling value.

Mr. Howe (Hamilton South) : In other words you are saying that the manufacturers,
the distributors and the retailers are not adding profit onto this 11 per cent, that this 11
per cent remains as a set figure of the original cost with no profit added to it.

Mr. BEnson: Well I really could not say how all people do their pricing but it would
appear that in a product such as this where there is a differential, and a necessary differ-
ential perhaps but I am not going to judge that, between the cost on which the sales tax
is applied and the ultimate selling price that there are other factors which come into the
pricing besides merely applying a flat percentage upwards.

Mr. Howe (Hamilton South): Is there no actual rule or law whether they can or
cannot apply it on that $1.11 rather than just on the $1?

Mr. BensoN: It is hard to say how people are going to determine how much they
will charge for a product. Somebody can manufacture something in a plant and claim it
costs $1 to manufacture; I pay 11 per cent sales tax in order to make a profit; I must
charge 90 cents more to cover distribution, and this sort of thing. Generally, prices are
determined by competition. The manufacturer does not determine his price by adding
$1.20 to his cost of $1.20 and selling the product at $2.40 because somebody else down
the street may be selling a very similar product and do the same thing for $2.10. I am not
saying whether or not this is the case in the drug industry; I just do not know.

MR. Howe (Hamilton South): If you simply left the 11 per cent off and it carried
on, as you said, and became 4.96 per cent then it would simply add a larger amount on to
the dollar in the first place which is virtually the same thing.

Mr. Benson: All I am saying is if you cut the sales tax out entirely, according to the
best of our calculations, it would make a difference of from 1.8 to 3 cents per dollar of
selling price. And, the selling prices per capita are relatively the same as they are now;
the only reduction was the sales tax, and it would make a difference of from 1.8 to
3 per cent.

The CHAIRMAN: Mr. Whelan?
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Mr. WHELAN: That was the question I wanted to ask.
The CHAIRMAN: Mr. Howe?

Mr. Howe (Wellington Huron): Well, it is rather interesting, after the statement
the Minister has made, when I look at the Royal Commission on Health Services’ report
on cost of drugs in Canada at page 53, and note an example there, which sums it up with
the following statement:

It should be observed from the above example that the addition of 11 cents to the
price of $1 established at the manufacturer level has the effect of increasing the
retail price of the drug by 23 cents. It is estimated that the proceeds from the
federal sales tax of 11 per cent on drugs and medicines sold by retail drug stores
amount to $15 million.

In other words you say this is not correct, that it does not increase by 23 cents?

Mr. BEnsoN: They have to use assumptions. It might increase the price by 23 cents
if you apply the assumption that you double everything including the sales tax in arriving
at your selling price. But according to the best data we have the amount we collected
last year on all pharmaceuticals — and these are figures supplied to me by the Department
— was $19 million under our broad definition of pharmaceuticals. From the research
we have done, and we have indicated in that brief the difficulty in determining in prescrip-
tion drugs the amount of tax per dollar of sales, it works out to from 1.8 to 3 per cent
and over the whole class to 4.96 per cent, I think the figure was.

Mr. Howe (Hamilton South): But, 23 cents on over $2 is still only 11 per cent. It
is not higher, as I said, in the first place.

The CHAIRMAN: Mr. Prud’homme?

Mr. PrRun’HomME: I will ask my question in English. After visiting many pharma-
ceutical manufacturers last year, I came to the conclusion that they insisted very much
that we take into consideration the costs of research. Are we in a position to ascertain if
research costs are as high as indicated? Should we not try to reduce the cost of drugs
rather than take for granted that the taxes are the reason for the high price of drugs?

Mr. BEnsoN: All I can say as Minister of National Revenue is I cannot tell you how
much various companies spend on research in Caqada. If you want to find thi's out you
will have to go to them because I cannot disclose information with regard to individual

concerns that are contained in individual tax returns which are filed.
The CHAIRMAN: As we will have the individual companies before us we hope they
will give us this information. Are there any other questions of the Minister?

Mr. RoxBUurGH: Would the minister then give us the total that all drug manu-
facturing concerns spend on research which is not giving anything away with regard to the

individual manufacturing concern?
Mr. BEnsoN: No, I do not think I could.

Mr. RoxBURGH: Why?

Mr. Benson: This would involve my going into the tax returns whi.ch are not in this
division of my department at all. These are under another Deputy Minister, and these
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would involve personal and corporate tax returns and taking statistics from these returns
for a specific group of people and turning them over to Parliament. I do not think —
I would like to reserve judgment on this — that this would be a proper action for me to
take. I am sure if you go to the drug companies, and they will be coming to you, you will
get honest figures with regard to what they spend on it. Some of these companies are
public companies and they have to publish financial statements. In their financial state-
ments they have to show what they spend their money on.

The CralrRMAN: I do not think there are any public companies.
Mr. BENsON: Maybe there are no public companies in Canada in this field.

The CHAIRMAN: I understand there are not. I should point out in the brief from the
Canadian Pharmaceutical Manufacturers Association there is a large portion devoted to
research and they break down their manufacturing cost per dollar. We will have the
individual drug companies before us as well so we hope they will be able to come up with
this information. Are there any other questions of the Minister?

Mr. Laidlaw did you wish to ask any questions?

Mr. A. M. LampLaw (Legal Counsel): Mr. Chairman, I feel very much like one or
two members of the committee, that following the excellent and complex statement by
the Minister it would take even counsel more than a week or so to analyze it and possibly
to ask questions on it. Having said that I wonder if it would be useful to the committee
if certain conclusions at least could be drawn by the committee today in the hope, perhaps,
that later on, after the Minister’s statement has been completely digested, he would be
kind enough to come back and be examined again by the members. As I understand it,
Mr. Benson, the Hall Commission recommended a review of the tariff structure as it
applied to drugs only should be reviewed by the Tariff Board. I believe that it also comes
within the competence of this committee to investigate the tax structure. I would like to
ask the Minister if he felt it would be advisable to let the Tariff Board examine the tariff
structure of drugs rather than this committee, particularly because of the experience
the Tariff Board has already gained respecting chemicals generally.

Mr. BENsoN: We are expecting, as I mentioned in my statement, a report on the
reference on fine chemicals which will cover a good many of the items included in the
drug classification. Of course, the committee in its wisdom could ask the government to
make a reference to the Tariff Board on drugs only and specifically on pharmaceuticals.
However, I would not like to indicate that you would get a quick report. As you know,
the Tariff Board takes a good deal of time and they do a very thorough and careful job
of looking into these things. The reference to the Tariff Board on fine chemicals was
made before the Hall Commission made its report and we still have not got it, although
we are expecting it soon. There is a time factor which you have to consider.

Mr. LAIDLAW: Another question I would like to address to the Minister, Mr. Chair-
man, or to Mr. Labarge, is with respect to the tariff items under which drugs are imported
into Canada. One item particularly, are drugs of a kind not produced in Canada and the
tariff rate for this particular form of drugs, drugs of a kind not produced in Canada, is
more attractive than any other tariff structure. There are two questions I would like to
ask. First, is this particular tariff item used to any great extent and second, if the word
“kind” is interpreted extremely strictly.
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Mr. WHELAN: Mr. Laidlaw, what do you mean by more attractive? If I understood
you right you said this tariff item was more attractive than any other tariff item?

MR. LAmpLAW: It is more attractive in the sense that the tariff rate applied to drugs
of a kind not produced in Canada are lower than those which are produced in Canada.

Mr. BENsoN: I think the best person to answer this question is Mr. Hind, the
Assistant Deputy Minister of customs because he is dealing all the time with this particular
type of problem.

Mr. A. R. HiND (Assistant Deputy Minister, Customs, Department of National
Revenue): Mr. Chairman, the tariff item to which Mr. Laidlaw has referred is number
20839-1. The rates are duty free under the British preferential tariff, 15 per cent under
the most favoured nation tariff. To qualify for entry under this tariff item the goods
must be of a kind not produced in Canada. Now Mr. Laidlaw’s question was, is this item
used extensively? I would be inclined to say yes, extensive use is indeed made of this
item. His second question was, what interpretation is put on th; word “kind”; is it a
narrow interpretation or is it a broad interpretation? The answer is that we interpret the
word “kind” to mean identical. It is a very narrow interpretation.

Mr. LaLaw: Thank you, Mr. Hind. Now, Mr. Chairman, if I may continue. Apart
from the other tariff items which are applied to drugs on which no dut.y is charged and
on those drugs which are formed of combinations or mixtures, I would like to ask for the
benefit of the members if the tariff item most used applicable to imported drugs — that
is the bulk of the drugs imported into Canada — fall into this category, that is, item

71100-1.

Mr. Hinp: Conversely, any of these drugs that are of a kind produced in Canada
would fall into the item Mr. Laidlaw has just mentioned which is 71100-1, the rate‘ of
duty from British Commonwealth countries, 15 per cent, and from most favoured natlgn
countries the rate is 20 per cent. Unfortunately I do not know what the breakdown is;
that is, what proportion of drugs comes under the first tariff item mentioned and what

proportion comes under the second tariff item.
Mr. LaiLaw: I would gather then that this item is used extensively?

Mr. Hinp: This item is used extensively. I think I could go so far as.to say that perhaps
more drugs coming into Canada fall into the first mentioned item with the lower rates
of duty than is true of the second tariff item with the higher rates of duty in the sense
that we hold fewer drugs to be of a kind made in Canada than we do of a kind not made

in Canada.
MR. LAibLAW: Mr. Chairman, going one stage further and attempting.to follow the
Minister’s statement, in the ascertainment of fair market value under section 38 of the

Tariff Board which allows the discretion of the Minister to operate I assume that this
method of determining fair market value has been in operation for quite a few years?

Mr. BENsoN: Since 1959 I believe.

Mr. Hinp: We have followed this general scheme.of arriving at the value of these
good for duty purposes for many, many years. The particular percentages that have been
mentioned by the Minister have been in formal use since about 1960.

24085—2
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Mr. Lamraw: Thank you, sir. When the Minister proceeded further along these
same lines I gathered he felt it would be unwise to amend section 38, for example, so
that fair market value in so far as drugs and medicines are concerned, to give it a fixed
value such as, for example, the cost of production in the home country plus say 5, 10
or 15 per cent for gross profit, and if this were done it might open up a Pandora’s box
which would bring many pressures on the Department, and this proposal —I do not
know just who originated it — would presumably not be entirely satisfactory? In other
words, by making one remedy you might create more ills?

Mr. Hinp: This is correct sir.

Mr. LamLaw: Going one stage further, Mr. Benson, into the anti-dumping duty,
section 6 of the customs tariff where it discusses not only goods in kind being imported
into Canada but goods of a class or kind imported into Canada, I believe, sir, and I hope
I have not misinterpreted your statement, that if the word “class” were removed from
that section this. might be unfair to the pharmaceutical industry generally, and that
eventually predatory dumping might come about.

Mr. Hinp: This would require a change in the law. If you removed the word “class”
it would narrow the coverage which grants protection to Canadian manufacturers; this
would apply not only to drugs and pharmaceuticals but it would apply to all other goods
imported into Canada, because we would have to give the same interpretation to the word
“kind” as it applies to all imports, not only drugs and pharmaceuticals.

Mr. Lamraw: Could not the section be amended, for example, where the word
“class” would be omitted with reference only to ethical drugs and medicines?

Mr. BENSON: You would have to have a new section if you wanted to do that rather
than changing the general section. It would, of course, establish a precedent within the
Customs Tariff Act. It is a decision of course, which would have to be made by Parliament.

The class or kind rulings we make, and I am not just speaking of the pharmaceutical
field, are not always very popular with some of the countries that ship to us. A step in
this direction would undoubtedly bring pressure with regard to other goods as well, I
think, and the Government would have to decide whether in making this kind of a change
it would be willing to face up to the matter in other situations.

'Mr. LAmLAW: I can quite understand that. Those are all the questions I have, Mr.
Chairman, at least all that I was able to formulate during this period.

The CHARMAN: May I ask one question here? In line with Mr. Laidlaw’s question,
I qude}' if the Minister or his officials could tell us how often, in the drug or pharma-
ceutical industry, dumping duty has been applied in the past.

Mr. HiND: It is almost impossible for us to present any figures in this regard. I would
say that dumping duty actually is not collected very often. When it is, it is very often done
at the level of the port of entry and headquarters never hear about it. I would feel that we

would not be able to establish the amount of dumping duty that is collected on drugs or
pharmaceuticals.

The CHAIRMAN: It functions more as a threat than being in use?
Mr. HIND: Yes, this is true,
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Mr. BEnsoN: I might just add for the information of members something about the
nature of dumping duty, as such. If you ship something into Canada at $1 which is a dump
price and the fair market value on the some market is $2 it means you have to pay the
other $1 in duty. It is 100 per cent duty bringing it up to market value. Therefore what
the dumping duty does is to ensure that people ship into Canada at fair market value in
the home market in almost all cases It is not applied across the board. It is not applied
that often.

Mr. LAIDLAW: Mr. Chairman, if I might ask the Minister a supplementary question.
Does this mean that exporters of drugs, from the United States for example, approach
the Department of National Revenue here in advance to ascertain what the fair market
value is and having done that they set an invoice price to their Canadian subsidiary, for
example, for precisely that amount?

Mr. Benson: They do not have to do this really. They can, of course, and we have a
good many people from all industries approaching us with respect to fair market value.
They can determine it themselves because they simply have to apply the price, in shipping
into Canada, that they would ship in representative lots in their own country. If they do
this there is no question involved.

Mr. RoxBURGH: Where does the check in our country come in of the fair market
value of goods being shipped in from other countries?

Mr. BensoN: Well, we have people in other countries looking into this question.
Mostly it arises when someone in Canada raises a question with regard to a product being
dumped. Then our investigators look into it. There are other cases where something comes
to our attention; we think the value appears out of line and we will have our people look
into it. We have people in the United States, in Britain, on the continent, in Brussels, and
in Japan.

Mr. RoxsurcH: In other words this is not done unless it is brought to the attention
of the Department by manufacturers, buyers or whatever the case may be in our own
country.

Mr. BENsoN: Or by our examination of entries and it appears to us there is a pos-
sibility that dumping is going on.

Mr. WHELAN: A supplementary question, Mr. Chairman, on the examination of
entries. Are these done regularly or from time to time. Can you tell exactly whether these
are imported and if so, by whom?

Mr. BEnson: Well, of course, every time somebody bring something into the country
there is an entry made. I would not like to say anything specific because t.l'{ere are hundreds
of thousands, perhaps millions of entries; I do not know how many entries are made in a
year. We do not go through all of these all the time. Usually, when we look for dumping,
somebody has brought it to our attention.

Mr. WHELAN: Do you keep a record of the imports on file so they could be checked
within two or three days if an inquiry was received?
Mr. BeEnsoN: Oh yes, we do. We keep a copy of the entry records. It is quite a job to

turn these up. If somebody says John Jones is dumping we ha-ve. two ways of examining
this. We can look at John Jones’ records and find out where he is importing from and then
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look at the port entries to verify his entries. He will have a copy of the entry with regard
to each importation but we have the hight to look at a person’s books in Canada.

Mr. Howe (Hamilton South): In a matter of clarification, Mr. Chairman, what is the
significanceor the meaning of the word “dumping”? I do not understand the significance
of the word.

Mr. Hinp: We have in our legislation regular duty and this represents the rates of
duty that are set out in the Customs Tariff Act; the rates I have just mentioned such as 15
per cent and 20 per cent are what we refer to as regular duty. In addition to regular duty
there is another impost which is sometimes called dumping duty and sometimes called
special duty. They are both the same. This is applied in addition to the regular duty but
only in certain circumstances. The main circumstance is that the imported goods must be
of a class or kind made in Canada. In other words, dumping duty does not apply to goods
of a class or kind not made in Canada for the simple reason that if they are not made in
Canada there is no one to protect. So, the first thing is that dumping duty applies only on
goods that are held by the Department to be of a class or kind made in Canada. Now
given such goods, dumping duty is payable only when the exporter sells to Canada at a
price below the fair market value. As the Minister has indicated, the fair market value is
taken to be the price at which the exporter sells for home consumption on his own
domestic market.

Mr. Howe (Hamilton South): In other words, the act of dumping is selling a product
at a cheaper rate to get rid of it. This is simply what dumping is.

Mr. HinD: Yes.

Mr. Benson: This happens some times. For example, a country will have a great
production of a particular product. Now, in order to make their normal profit in their own
country they sell at a certain price, but they could make a marginal profit — not as much
profit — by producing an extra million units and shipping them into Canada at a lower
price, and this is what we try to stop. We try to get people to sell at the same price as they
would sell on their own market.

Mr. Howe (Hamilton South): There is a bit of a potential loss in their country and
they take a small profit on a large volume here.

Mr. BENsoN: That is right. I should also indicate that where there is a state controlled
economy such as in mainland China, for example, or Hungary or Russia, when we look for
prices in home markets we do not accept the prices in the controlled economy; we will
take the nearest country to that country which ships similar types of goods to Canada
because they could fix prices at any level as the whole price system is within their control.

Mr. HYMMEN: One general question for the Minister. He mentioned $19 million
raised by the 11 per cent sales tax. Is there a figure available for the amount collected in
customs duty on drugs and pharmaceuticals for last year?

Mr. Hinp: I think we could get this information for some of the goods but I am not
sure we could get it for all of them. For example, the item covering chemicals of a kind
not produced in Canada is a separate item. I think we could get the information from the
Dominion Bureau of Statistics. In respect of the drugs of a kind produced in Canada, the
tariff item is a general one which covers a great variety of other commodities and I would
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not be very optimistic that we could segregate these and pick up the information you are
looking for.

Mr. HYyMMEN: The report suggests around $3 million?
Mr. Hinp: This might be.
Mr. Benson: They did not get the figures from us.

The CuAIRMAN: Incidentally, I should mention that the book that was passed around
to you was for your general information on this topic. It was one of the items I mentioned
last week, that might be useful to members of the committee, and we were able to obtain
copies. Does the committee have any other questions? Mr. Laidlaw?

Mr. LapLAW: No.
The CHAIRMAN: Mr. Blakely?

Mr. BLAKELY: Well, Mr. Chairman, the financial information contained in Mr.
Benson’s statement can best be analyzed in greater depth when we have the statement to
read. At this moment I would like to raise one point for clarification. It is clear how much
of the retail dollar is represented by sales tax. I made quick notes at the time the Minister
was referring to this same item on customs duties and I cannot quite recall whether this is
1.9 per cent. Was that the figure mentioned?

Mr. BENSON: It was 1.8 per cent.

Mr. BLAKELY: One point eight is the sales tax, I believe. It was in reference to a
departmental survey.

Mr. HiNDp: What the Minister read out was information which breaks down imports
into three different groups. The first group covers drugs that are sold in Can.ada in the same
condition as imported. In other words, nothing was done to these drugs in Canada. The
impact of customs duty in this case is 6.25 per cent. In other words the duty represents 6.25
per cent of the sales price to the consumer in Canada. The second category c?f' goods
relates to drugs and pharmaceuticals that are imported in an unﬁmshfed condition for
further manufacture in Canada or imported in bulk for full or partial paf:kaging in
Canada and the impact of duty in this case, on the sales price to the consumer in Canada,
is 215 per cent. The third category of the survey, which accounts for ap?proxunately 80
per cent of all pharmaceuticals sold in Canada, represents a customs duty impact of .7 per

cent, less than one per cent of the selling price.

Mr. BLAKELY: Mr. Benson made reference to United States statistics with respect to
net profit as a percentage of sales. May I ask if there are similar percentages available with

respect to the Canadian situation? If so, are they available?

Mr. BensoN: I am not sure, Mr. Blakely. I would have to look and see if our taxation
statistics or D.B.S. statistics break this down. I just do not have it at hand.

The CHAIRMAN: Perhaps your Department could look into that and see if they could
provide the figures to the committee, if available.

Mr. BENsON: Yes. If this is broken down the figures would be with the other side of
my Department, the Taxation Division, and I am not sure it is broken down.
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Mr. BLAKELY: I suggest a much more interesting figure, if it is at all possible to
obtain, would be the rate of return on capital employed. I suspect that this is information
we will have to try and ferret out from the other bodies that will be appearing before
this committee.

Mr. BENsoN: I suggest that is where you should get it, Mr. Chairman.
Mr. BLAKELY: Thank you, Mr. Chairman.

The CHAIRMAN: Are there any other questions? If not, the meeting is adjourned
until next Tuesday. I would hope by that time you all will have read the brief from the
Canadian Pharmaceutical Association which you all now have in your possession.
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MINUTES OF PROCEEDINGS

TUESDAY, June 14, 1966.
(5)
The Special Committee on Drug Costs and Prices met this day at 11:25
a.m., the Chairman, Mr. Harry C. Harley, presided.

Members present: Mrs. Rideout and Messrs. Asselin (Richmond-Wolfe),
Brand, Clancy, Enns, Harley, Howe (Hamilton South), Isabelle, MacDonald
(Prince), Mackasey, O’Keefe, Orlikow, Prud’homme, Rynard, Yanakis (15).

In attendance: Mr. J. C. Turnbull, B.S.P., of Toronto, Executive Director of
The Canadian Pharmaceutical Association, Inc.

Also in attendance: Mr. W. J. Blakely, of Kingston, Accountant for the
Committee; and Mr. A. M. Laidlaw, of Ottawa, Legal Counsel for the Com-
mittee.

The Chairman referred to a list of goods classified as Pharmaceuticals by
the Department of National Revenue for sales tax purposes, copy of which was
distributed to the Members.

The Chairman also brought to the attention of the Committee a letter
received from the American Marketing Association of Toronto, expressing the

wish to present a written submission to the Committee.
After discussion, on motion of Mr. MacDonald (Prince), seconded by Mr.

Isabelle, o 0 0
Agreed,—That the Committee accept written submissions in lieu of appear-

ances only where appearances are not possible.

The Chairman introduced Mr. Turnbull.

Agreed,—That the brief of The Canadian Pharmaceutical Association, Inc. be
taken as read.

Mr. Turnbull made a short statement.

Mr. Orlikow moved, seconded by Mr. Howe ( Hamilton South), that pages 1
to 25 of the brief be printed as part of todays’ proceedings.

Agreed on division.

Mr. Turnbull was questioned by the Members and by Mr. Blakely, Ac-
countant for the Committee.

At 1.10 p.m., the Committee adjo

when The Pharmaceutical Manufacture
brief.

urned to 3.30 p.m., Thursday, June 16,
rs Association of Canada will present a

Gabrielle Savard,
Clerk of the Committee.
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EVIDENCE

(Recorded by Electronic apparatus)
TUESDAY, June 14, 1966.

The CHAIRMAN: Ladies and gentlemen, I see a quorum.

Before we go on with the presentation there are two small matters I would
like to bring up. First, at the meeting last week Mr. Benson discussed a table of
pharmaceuticals. It was far too large to be reproduced in the record so you will
all get it in the mail this afternoon, in either French or English, as is
appropriate.

Second, I have received a letter from the American Marketing Association
of Toronto. They wish to present a brief to the committee but point out in their
letter that they are a non-profit voluntary organization and they would prefer
to submit a brief in writing. Now, this is something the committee has not
really considered before, to submit a brief in writing rather than to appear in
person. Is it the wish of the Committee that anyone who wishes to do so, in
order to save the time of the Committee, may submit a brief in writing rather
than appear?

Mr. MACKASEY: Mr. Chairman, how do you check the accuracy of the
brief?

The CHAIRMAN: I would say you do not. I would think a presentation that is
written to me would not be as meaningful as a visit followed by questioning,
and I will point this out to them.

Mr. OrLIKOW: I do not see any reason why they could not send a letter to
you, as Chairman, enclosing the brief. The letter and the brief could be
printed as an appendix and as you and Mr. Mackasey have pointed out the
veracity, and the value of the brief would be reduced by tl:xe fact that there
is no opportunity to question the people who prepared the brief. For what it is
worth there is no reason we should not receive it.

The CHAIRMAN: Would someone make a motion that the committee is
prepared to accept written submissions in lieu of appearances only where
appearances are not possible.

Mr. MAcDoNALD (Prince): I so move.

Mr. IsaBELLE: I second the motion.

Motion agreed to.

The CHAIRMAN: Gentlemen, we have with us this morning, Mr. Turqbull,
who is representing the Canadian Pharmaceutic_al Assogiation. You all recelvgd,
at least a week ago, a brief to be presented this morning. Therefore, the brief
will not be read; it will be taken as read and the meeting will be confined to
questioning of the witness on the brief. However, I think before we do that, he

has a short statement he wishes to make.
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Mr. John C. TURNBULL (Executive Director, The Canadian Pharmaceutical
Association, Inc.): Thank you, Mr. Chairman. Ladies and gentlemen, it is my
pleasure to represent The Canadian Pharmaceutical Association before
you this morning. A word of explanation: I would point out that The Canadian
Pharmaceutical Association is a professional association, and also non-profit, not
only by intent but it works out that way, founded in 1907 to bring together the
provincial organizations of pharmacy. As such we represent something over
8,000 registered pharmacists across Canada in various fields of pharmaceutical
endeavour, retail, hospital, government, industry, teaching and so on. I would
point out that these are members as individuals. Because of their licensing we
do not have as members any companies or any organizations which represent
corporate bodies, in the association.

It is our pleasure to present ourselves in a somewhat briefer form than we
have before various committees and commissions which have studied this
problem in depth on previous occasions. Rather than do otherwise we respect-
fully draw your attention to those submissions and the reports arising from the
committees and commissions which have heard them. The brief as transmitted
to your Chairman, did contain a few minor points that we asked to be corrected
by a follow-up letter. I presume all members received that addenda page. One
point was not covered. I would draw your attention to paragraph 13(4), on page
21, in which the association comments on patents and patent legislation. In the
fifth line from the last of that paragraph, the line begins “by the particular
nature of the drug”, and reads at present “providing that”. Would you stroke
out “providing that” and insert “unless”. That is the only change I have noted. I
believe I inserted a dollar sign in one place, beyond the correction sheet but it
is self-evident and I do not have a note on it at the moment.

‘We have prepared a summary of this brief which I have left with your
Chairman. Other than that, he has indicated you would wish to take the brief,
possibly section by section, and while I do not have any back-up personnel with
me, I will attempt to supply answers to your questions or discuss the brief with
you. This is a very busy month for pharmacy in Canada, with various provincial
meetings and as a result our officers are here, there and everywhere across this
vast nation. In any event, our premise is one of averages rather than specifics
with which our officers would possibly deal more fully in relation to their own
personal and isolated experience. Thank you, Mr. Chairman.

The CHAIRMAN: Thank you, Mr. Turnbull. It was my feeling, in order to
bring a little system to the questioning this morning, that as the brief covers
15 main points by number, the most effective way to deal with it would be to
bring up each point number and ask our questions as we cover each point. If the
committee feels this is a reasonable thing to do we could start with all these
things that are headed No. 1. That would be 1.1, 1.2 and 1.3.

Before we get into this I was going to bring up the question whether the
whole brief should be printed as part of today’s proceedings. The problem with
this, I would point out to you, is that the next brief to be presented to the
Committee is one by the Pharmaceutical Manufacturing Association which is an
inch thick. It seems to me it is a little impractical to think of printing it as part
of a day’s proceedings. If you wish to print today’s brief I would suggest that
only the white pages actually be printed rather than the yellow or green pages
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which are statistical in nature and really serve as a backup. I do not think they
add much to the brief itself. If you wish we could print the white pages?

Mr. BRAND: Mr. Chairman, I do not think it is necessary to append it to the
proceedings. I would rather see the proceedings come a little faster. If addi-
tional copies of this were available to members who wished: to have them for
purposes of distribution this would suffice.

Mr. ORLIKOW: Mr. Chairman, the only difficulty—I do not think it applies to
today’s brief, but it might very well be a difficulty for the next brief—is that
hopefully, this Committee is going to make some recommendations about drug
prices. We certainly have been asked by the government to make recommenda-
tions with regard to one specific item, the question of the 11 per cent sales tax.
If this Committee make a recommendation on this and members of the
government who are directly involved and members of Parliament who will be
involved in discussing and voting on any recommendations that we make or
that the government may make do not have the opportunity of looking at all
the presentations, then it seems to me that their work is going to be very
difficult. Certainly, other committees that I have been on—I am thinking of the
transport and communications committee which has had a tremendous number
of briefs, maybe no single one as long as the one from the Pharmaceutical
Manufacturers Association will be but a tremendous number of briefs from
dozens of organizations—have insisted that the whole brief either be read into
the proceedings or be printed as an appendix. I just do not know how one can
later make a logical decision on these matters unless one has the whole record. It
is true members of the Committee will have the whole record but the other
members of Parliament will not. I think, before we deviate from what has' beep
a common practice, not just here but in other committees, we should give it
some very serious thought. I move, for today, anyway, Mr. Chairman:

That, pages 1 to 25, the white pages, of a brief by the Canadian
Pharmaceutical Association be printed as part of today’s proceedings.

The CHAIRMAN: I was going to say there is one other alternative wtfich i
think might be acceptable for general evidence. Mr. Turnbull hag mentioned
there is a summary available of which I will see each member receives a copy.
‘When the pharmaceutical list comes around I w111.see that you get a copy of this
summary of today’s evidence. I understand there is also a summary available c?f
the brief from the Pharmaceutical Manufacturers Association. Perhapg it
would be more acceptable to print the summary as part of the proceedings
rather than the whole brief?

Mr. Orlikow has already moved a motion about 1';oday’s proceedings._What
would you think about the summary, or would you like the complete evidence
of today, Mr. Orlikow?

Mr. OrRLIKOW: I do not think this brief is too long, Mr. Chairman.

The CHAIRMAN: Today’s brief is not.

Mr. ORLIKOW: Yes, with regard to the question of the next brief, we have
a couple of days to think about it and perhaps you, Mr. Chairman, could speak
to the appropriate officials, whoever they are, with regard to the problems arising
out of printing. The other brief is a very large one. Perhaps you could give us
the information when the Committee next meets?
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The CHAIRMAN: Mr. Orlikow has moved that today’s presentation, pages 1
to 25, be printed as part of today’s proceedings. Is there a seconder for his
motion?

Mr. Howe (Hamilton South): I second the motion.

Motion agreed to on division.

(The Brief follows):
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A Brief Presented by
THE CANADIAN PHARMACEUTICAL ASSOCIATION, INC.
to the
HOUSE OF COMMONS’ SPECIAL COMMITTEE ON DRUG COSTS AND
PRICES

We are pleased to present the Canadian Pharmaceutical Association before
the House of Commons’ Special Committee on Drug Costs and Prices. In so
doing, it is our aim to make known the views of the Association and to factually
disseminate its knowledge of matters having to do with drug costs in Canada,
particularly with respect to their distribution and the provision of comprehen-
sive pharmaceutical services by practising pharmacists in the widespread
communities of Canada.

IDENTIFICATION AND ORIENTATION

1.1 The Canadian Pharmaceutical Association Inc. was founded in 1907 and
incorporated by Federal Charter in 1924. It is representative of the Provincial
Statutory Pharmacy Organizations in Canada. and their over 8,000 registered
pharmacists, excepting those of the Collége des Pharmaciens de la Province de
Québec, which withdrew from constituent membership in the Association, effec-
tive July 1, 1962. Hence, the Association membership comprises pharmacists in
all fields of pharmaceutical endeavour in Canada—community retail, hospital,
teaching, industry, production control and distribution, government, armed
forces, etec. In addition to the representatives of each Provincial Statutory
Pharmacy Organization, there are seated on its Council the delegates of the
Canadian Conference of Pharmaceutical Faculties, the Canadian Society of
Hospital Pharmacists and the Canadian Society of Industrial Pharmacists. For
the sake of clarity, we would point out that the latter bears no relation to the
Pharmaceutical Manufacturers Association of Canada which is an organization
of certain companies involved in the manufacture and distribution of phar-
maceutical products in Canada.

Note: The initials “C.Ph.A.” which appear from time to time in this
Brief refer to the long-standing abbreviation of the name of the
Canadian Pharmaceutical Association, Inc.

1.2 The views of Canadian Pharmacy respecting drug costs and prices and
related matters having an effect, direct or indirect, on the health and welfare
of Canadians have, from time to time, been made known by the Canadian
Pharmaceutical Association in presentations both to legislators and to those
charged with the administration of legislation. In particular, we respectfully
draw the attention of the Special Committee on Drug Costs and Prices to the
Briefs presented by the Association before hearings and meetings of (1) The
Royal Commission on Government Organization, July 31, 1961; (2) The Re-
strictive Trade Practices Commission, October 24-27, 1961; (3) The Royal
Commission on Health Services, May 25, 1962; (4) The Special Committee of
the Royal College of Physicians and Surgeons reviewing new drugs, September
27, 1962; (5) The Royal Commission on Taxation, May 2, 1963; and (6) the
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House of Commons’ Special Committee on Food and Drugs relative to Quality
Control and Safety, June 5, 1964. In addition, the Association has assisted
during hearings of certain provincial Select Committees on Drugs and has
published its views on their reports. Too, Pharmacy’s organizations in every
province have extended the wholehearted co-operation of the profession to
provincial legislators and provincially-orientated committees.

1.3 This presentation, then, will, in the main, attempt to recapitulate many
of the matters pertinent to a particular subject of interest which has been
discussed previously and, where possible, will update the facts and figures
believed to be of particular interest.

Pharmaceutical Services

2.1 Although the Terms of Reference of the Special Committee refer
particularly to the word “drugs”, the Association respectfully suggests that it is
not possible to do other than to consider the whole matter of comprehensive
pharmaceutical services of which drugs and preparations thereof are but the
tangible ingredient. In so doing, services pertaining to prescribed medication as
well as those connected with commerce in pharmaceutical preparations pur-
chased for purposes of auto-therapy must be given consideration.

The “Drug Business”

3.1 The preparation, distribution and provision of drugs is pgssiply reggrd;
ed by the untrained and uninformed as only another business W}.nle, in fa}ct, it is
truly an encyclopedic chain of precise undertakings demanding specific ex-
pertness relative to the complexities of sciences combined with a grasp of
economics in relation to the means by WhiCh‘ health services and, more
particularly, pharmaceutical services are available in every community.

3.2 Quality and quantity, efficacy and safety, consistency of therapeutic
value and availability, are all attributes in modern pharmaceuticals—each quite
rightfully demanding the special attention of costly, special, pontrol legzsla‘glpn,
professional and scientific education, prestige manufacturing and unfailing
attention to progressive researching and the means by which drugs can mo'st
advantageously be added to the armament of our constant battle against ill

health.

3.3 These special features make pharmaceutical endeavours so markedly
different from other business enterprises. All have their intangible, little-under-
stood, dollar effect on the consumer pocketbook: yet, each contnbutes; to the
fact that modern pharmaceutical services availa.ble today from Canada’s retail
pharmacies probably constitute the biggest bargain offered to the consumer.

j i t something which

3.4 The cost of drugs, a subject of popular debate, is no -
community pharmacists a’sk the public to “excuse”, but t}}ey do a_lsk that their
charges be “understood” and placed in perspective Wlth their value a.nd
usefulness and with the prices of other goods and services, be latter elective

or required, essential items of modern life.

Retail Pharmacy Practice

4.1 Pharmacy is customarily pr
ment which, viewed in its entirety,

actised as part of a retail business gstablish-
may seem a composite of diverse interests,
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with the pharmacist being a profit-seeking retailer as well as a professional
practitioner. Only in a small minority of businesses has commerce in medicinals
been sufficient for the maintaining of a strictly professional pharmacy for the
purposes of dispensing prescriptions and overseeing the sale of drug prepara-
tions.

4.2 From the retail point of view, pharmacy is not “big business”. A
community pharmacist has a particular stake in good business policies. He
operates under high overhead costs and is subject to legislative restrictions not
common to other retailers. Only a few drug preparations have, because of their
very nature, been placed under the sole control of the licensed pharmacist by
our legislators. His non-drug items frequently subsidize prescriptions and, in so
doing, make the availability of complete pharmaceutical services financially
possible in most communities. There is no evidence that the merchandising of
“other lines”, although not all necessarily condoned by official Pharmacy, has
reduced the quality of pharmaceutical service. Indeed, it is exceedingly high in
Canada and is rendered quickly and efficiently by community pharmacists.

4.3 It is the pharmacist’s primary responsibility to render a complete
prescription service, including the many activities which fall within the impor-
tant area of personal, professional judgment related to the drug therapy which
has been ordered or which the consumer may deem to request for purposes of
self-medication. He does this in keeping with the knowledge gained through
expensive academic training and re-training, the standards of which equal or
surpass those of most other countries.

Statistics

5.1 The C.Ph.A. is currently conducting the twenty-fourth of its Annual
Surveys of Retail Pharmacy Operations. (The 23rd Annual Survey is appended
to this presentation.) These annual studies, as well as those of D.B.S. are relied
upon strongly by the Association.

5.2 We quite appreciate that statistics can only deal with averages and that
any discussion of averages is academic, particularly to those whose experiences
may be far in excess of the stated averages. For example, statistics state that
Canadians spend an average of only $9.00 annually on prescribed drugs: and
that the cost of consuming the daily dose of the average, individual prescription
about equals the amount expended for the business man’s two cups of coffee.

5.3 The Association does not suggest that the price of prescription services
is not high to persons with very limited means or to those suffering from
debilitating conditions requiring wvast amounts of medication over extended
periods of time. These individuals are deserving of particular consideration and
it is our belief that the profession of Pharmacy can assist them and the agencies
which may accept responsibility on their behalf by making available a profes-
sionally-oriented, low-cost prescription services plan to protect against above-
average expenditures and catastrophic situations.

Retailing and Drug Prices

6.1 The Association strongly states its belief that pharmacists’ charges for
complete, first-class pharmaceutical services are completely justifiable and
proper. Drug costs to these vast majority of Canadian citizens are neither high
nor exorbitant.
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6.2 In 1964, on the average there were 3,854 persons per pharmacy. Each
of t.hese proct}red 2.68 prescriptions at an average price of $3.31. This per
capita expenditure of $8.87 represents less than lc. of the consumer dollar.

{ .6.3 Prel.ir'm'nary figures for 1965 coming from the 24th Annual Survey
indicate a ut_lhzation rate of 3.0 prescriptions per person, averaging $3.32 each
for a per capita expenditure of $9.95. The increased utilization rate is significant.

6.4 In 1964, the ‘average’ pharmacy experienced $131,039 in gross sales,
gf which 27.49, ($36,375) was due to the dispensing of 10,962 prescriptions (30
in each of 365 days). Gross margin for the overall drugstore operation was
34.29, from which costs of 29.4% left a net profit, before taxes, of 4.8%. Only
37.6% of reporting pharmacies reported sales exceeding the average. Median

gross sales were $112,995.
THE RESULTS OF THE 23rd C. Ph. A. PHARMACY SURVEY
(with figures of former surveys for comparison)

Total Pharmacy Sales for 1964 ........ $623,775,180

Number of Prescriptions
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6.5 Subsidization of prescription service by commercial transactions is well
illustrated in the Survey. Within each sales category, total expenses grow with
prescription volume—for example, in the $100,000 to $125,000 group, those in
which prescriptions represented 12.9% of sales show expenses as 27.29%, while
those with 42.99 prescription volume show 33.69% expenses (a substantial 6.4%

gross difference).

6.6 From previous Surveys,
Prescription revenue to gross retail pharmacy s

a gradual increase is noted in the ratio of
ales. Among the circumstances
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influencing this change will be: (1) the ratio of population per pharmacy has
increased; (2) More prescriptions dispensed (e.g., higher utilization) and the
average prescription price has increased (see table below); (3) Traditional,
non-prescription sales are now shared more with other outlets such as super-
markets, thus proportionately lowering the gross sales of retail pharmacies; (4)
Greater urban population with resultant urban convenience and accessibility to
pharmacies and other health care facilities; (5) More health dollars available as
a consequence of various health insurance schemes; (6) Generally improved
standard of living and health and the desire to maintain same.

PRESCRIPTION COST/UTILIZATION

1961 = 100
Year Price Utilization
IS HOZ. TOANMSANY & A% O bl 100.0 100.0
BO52 et ottt Wi e i b 100.1 104.9
L o L O 101.9 115.1
1215 D b mn s A B e 15 Pt 55 o g 105.9 121.4
1 A L i WY T FYN S S 107.6 142.9

Prescribed Drugs: Prices and Expenses

7.1 A prescription is not an ordinary item of commerce or trade, nor is it a
merchandising commodity.

7.2 An Association-sponsored study (appended to this presentation) of
233,000 prescriptions (November 8-21, 1964) showed that 25 per cent were
dispensed at a loss below an average break-even cost of $1.93. It showed, too,
that 84.3 per cent of all prescriptions were dispensed at less than $5.00, while
1.4 per cent were over $10.00.

7.3 This Study showed the average price (involving a sample of less than
1/2 per cent of yearly volume) during that period as $3.47, with 50 per cent of
this being the cost of the tangible commodity as purchased from manufacturers
and distributors. During that year, retail pharmacists dispensed prescriptions
valued at $171,000,000 with ingredients used solely in those prescriptions being,
presumably, $85.5 million and the balance representing the cost of procuring
local services to provide needed drugs to the community.

7.4 Time-motion studies, extremely expensive undertakings, have not been
conducted and we do not believe that there are sufficient published statistics to
provide a factual, national average breakdown related to prescription transac-
tions in isolation from the total operation of a retail pharmacy—nor, possibly,
would it be practical to do so either relative to the prescription ingredients or
the local dispensing of them.

7.5 It can be realistically assumed, however, that the pharmacy having a
42.9 per cent prescription volume probably gained a substantial portion of the
balance of its $129,500 gross revenue from items which, by their nature, are
necessarily and/or legislatively restricted to pharmacy-only distribution, pre-
scription accessories and related items. These constitute a comprehensive, total
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community pharmacy service. Hence the breakdown of the consumer’s dollar
for services and goods:
62¢ — paid to the manufacturer/distributor
233¢ — paid for salaries to locally resident employees
24¢ — paid for rent to local landlord
23¢ — for advertising in local media
— for delivery service by local citizens
— for repairs by local tradesmen
13¢ — for heat, power, telephone, taxes to local utilities and

government
3¢ — for insurance purchased from local agents
13¢ — for depreciation, interest and bad debts
2¢ — for miscellaneous expenses of an internal and local nature
43¢ — profit before deductions for income tax, surplus account, etc.

$1.00

7.6 As stated in previous representations, it is generally accepted—contrary
to the above-stated 62 cents—that, in view of the professional fees applied,
ingredients represent 50 cents of the prescription dollar. However, existing
statistics do not permit the pharmacist’s “direct expenses” (salaries, spoilage,
delivery costs, depreciation, interest) and “indirect expenses” (rent, power,
telephone, etc.) relative to prescriptions alone to be factually apportioned
and/or completely divorced from the operation of the retail pharmacy as a
whole. Mere weighting of the breakdown of the 38 cent portion to bring it up to
a 50 cent level would not provide an adequate answer and, in any event, would
be a misrepresentation of the facts surrounding an all-inclusive pharmaceutical
service.

7.7 At the same time, we do not disagree that the 50 cent ingredient cost be
referred to by others having a direct responsibility for it. It is not the purpose
of this particular Brief by the C.Ph.A. to discuss the disposition by the
manufacturer of the amounts paid to him by the community pharmacist.
Industry, a vital area of modern pharmaceutical endeavour, provides Canadian
practitioners with the tools with which to fight disease, and in so doing, faces
problems—scientific and economic—characteristic of its highly specialized nature
not shared by any other manufacturing undertaking.

7.8 Two matters directly related to drug ingredient costs and prices must be
understood:

(1) The highly improper tax on illness—the 11 per cent Federa} Sales
Tax—is included in the 62 cents paid by the retail pharmacist and
hence, its influence constitutes a 9 cents portion of the consumer
dollar. In relation to the 50-50 prescription dollar, its 8.3 cents
influence cost the ill and diseased over 14 million consumer dollars in

1964. :

(2) The retail pharma _
causes a disproportionate weig
24087—2

cist pays top dollar for his drug preparations. This
hting on the prescription purchased by
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the private patient and a substantial subsidization of the sometimes
unrealistic prices available to other practitioners, hospitals, govern-
ments and similar agencies. This situation is not appreciated by the
uninformed. It is certainly not condoned by Pharmacy and we repeat
our often stated, firm belief that this gap should not exist.

7.9 Prescription Pricing Methods: Generally speaking, two pricing methods
are followed: (i) that involving a basic percentage mark-up based on retail list
price plus a minimal professional fee of up to 75 cents related to the multiplicity
of extra responsibilities and legislative requirements which are not part of a
commercial transaction; and (ii) a cost-plus-professional fee concept of pric-
ing. The latter is proving popular as it becomes better understood. It permits
public assessment of the service being rendered as separate from variations in
the cost of ingredients, and is used in various contractual agreements with
paying agencies.

7.10 Price Increases: The chart presented earlier in this Brief illustrates the
increase in the average price of a prescription that has been experienced over
the years. These increases are, of course, expressed in terms of the inflated
dollar and are very realistically influenced by (1) inflation and consumer price
index; (2) inflation and wage rates, both in the general economy and relative to
remuneration of personel; (3) the increased quantity of doses per prescription,
(4) increased cost of ingredients with specific drug therapy available today as
opposed to symptomatic treatment of just two decades ago, and with federal
sales tax on drugs having increased from 8 per cent to 11 per cent between 1951
and 1958; (5) greater use of drugs for chronic, ambulatory treatment; (6)
greater demand arising from the knowledge that today’s drugs can quickly
return the patient to full health. (A graph illustrating the increase in the the
average prescription price from 1961 to 1965 is shown on page 12.)

7.11 Retail Subsidization of Prescribed Drugs: Previously in this Brief,
evidence is presented to illustrate the manner in which the sale of non-drug
items does, in effect, subsidize the financial ability of the retail pharmacist to
provide a comprehensive pharmaceutical service in conveniently located com-
munity facilities.

7.12 Elsewhere, too, attention is drawn to the multi-pricing policies of
manufacturers which force the retail pharmacist to purchase his drug supplies
at prices which far exceed those paid for the same quality, strength and
quantity by others who may legally purchase them—more specifically, hospitals
and similar institutions, and government agencies. With sales to the latter no
longer representing only a minor percentage of the manufacturer’s gross, such
prices cannot be considered promotional costs and hence, the depressed prices
must be subsidized by sales to the normal retail channel.

7.13 In most areas, provincial or municipal agencies finance the health
service needs of welfare recipients. Drug services are provided under contrac-
tual agreements involving the granting by the retail pharmacist of substantial
discounts. Direct losses due to those discounts, and indirect expenses due to the
paper work involved as well as the extremely long waiting period for payment
must be considered in the gross expenses of the operation of a prescription
service.
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7.14 There are areas where particular circumstances work to the disadvan=-
tage of the pharmacist’s ability to provide a complete service on a full-time
basis where a practising physician might see fit to undertake to dispense those
drugs required by his own patients (and, indeed, record keeping by him was
not required until recent amendments to Federal legislation were enacted). He
is able to do so taking full economic advantage of certain purchasing privileges
and his right to utilize sample medication received while, at the same time,
relying upon the inventory of a local pharmacist to meet the needs of the
exceptions required by the occasional patient. Like situations pertain relative to
drugs required for government beneficiaries which may, for some reason, be
dispensed by a central authority (e.g., Veterans, Armed Forces, Indian Hos-
pitals). Local pharmacies cannot be selected by the patient except under certain
special or emergency arrangements, but at all times they are expected to
maintain the necessary inventory to provide for these situations.

Pharmacist Manpower Utilization

8.1 The Association still awaits publication of two research studies under-
taken by the Hall Commission relative to the utilization of pharmaceutical
manpower in Canada.

8.2 Pertinent to this Brief, however, is the fact that each of Canada’s 5,000
pharmacies is staffed by an average of 1.6 pharmacists, thus meeting to the full
the requirements of provincial legislation that a pharmacist be on duty filling
prescriptions, overseeing pharmacy-only sales, and standing by at all times
during the average 60-hour work week.

8.3 Licensing is available to pharmacists only after an extensive and
expensive university education. After licensing, a pharmacist has an obligation
to keep himself well informed relative to drugs and his associations are assisting
in this through the provision of continuing education courses. These are not
inexpensive. Nevertheless, to date, Federal regulations have failed to acknowl-
edge these costs when incurred by the employee as eligible for income tax
exemption.

Effect of Legislation on Retail Prices

9.1 Legislation pertaining to drugs, both federal (to protect the public
against health hazards, fraud and deception) and provincial (governing the
professions and the distribution of drugs and poisons in the public interest), is
ever broadening in scope and increasingly demanding of those authorized to
‘handle’ drugs in Canada. It is costly to administer and costly to follow but this
is not to say that such expenses are unjustified.

9.2 For example, the retail pharmacist, in addition to his total assumption
of professional responsibility and judgment well known to him, must ensure
that specific attention is given to:

(1) Special potency-dating and the risk of obsolete stock;

(2) Special storage procedures, including refrigeration of heat-sensitive
items or that required to protect others against moisture or light;

(3) Special security facilities for narcotics and similar, socially-abused
drugs;
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(4) Special purchasing procedures, many of which are time-consuming
or require larger inventory to obviate delays in supply and which
prevent economies to be realized from group-buying and local
redistribution among pharmacists;

(5) Special dispensing procedures making mandatory personal contact
with the prescriber as well as the recording of same;

(6) Special files of prescription transactions subject to periodic inspec-
tion federally and provincially;

(7) Special detailed records, periodically filed with the authorities, rela-
tive to purchases and distribution of a vast number of drugs
involved in thousands of prescriptions daily;

(8) Special staffing requirements to ensure a pharmacist being on duty
to serve the public at all times.

9.3 The list of examples could be much longer. Not one of these can be
stated in definite terms of dollars, although conformity with the record-keeping
Regulations of the Narcotic Control Act and of the Food and Drugs Act costs the
retail pharmacist and, in turn, the private patient, in excess of $1 million in
time alone. How many dollars are represented in essential storage and han-
dling?; in safe lock-up and the resultant risks and insurance premiums?; in
“chasing” a busy physician for authorization of repeat medication?; in the
personal pick-up of purchases of restricted items? Pharmacists alone bear these
types of extraordinary business expenses all directly pertaining to the drugs
which are the tangible ingredient of their community-available pharmaceutical

services.

Prescription Dollars in Perspective
10.1 Others possessing specific expertness will undoubtedly document for

the Committee the dramatic decline in mortality from certain diseases, much of
which may be attributed to the newer pharmaceutical products readily availa-
ble for prescribed usage. It is difficult to undertake to completely place drugs in
perspective with their usefulness or to place a monetary value on their health

restoring capabilities.

10.2 The opinion, too often expressed without consideration of the Canadian
economy and the Canadian way of life, that Canadian drug prices are the
highest in the world cannot be substantiated. Consideration of this matter must
be undertaken with a full understanding of the effect of tariffs on imports, the
11 per cent federal sales tax, wage rates, distribution and transportation
Peculiarities, inflation, standard of living, strictness of applicable legislation and
a multitude of economic considerations not common to foreign lands.

10.3 Critics who suggest that drug costs have increased “out of all
es are not aware of the

Proportion” to prices of other commodities and servie ‘
facts published by D.B.S. in “Prices and Price Indices”, December, 1964. Therein
it is shown that while prices in general increased 36.8 per cent between 194-9
and 1964, the price of drugs increased only by the amount of 20.7 per cent, this
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being considerably less than any other component of total health care. Price
increases are as follows:

% %

Total index of prices ....... 36.8 Theatre tickets ........... 108.4
Potal ‘health "eare™ .'7.% .. 80.5 Newspapers .............. 94.0
Prigs 505 L A0S 0G0 20.7 NEW CBra?y VA d vy, 19.9
Prepaid health care ....... 126 .6 Telephone rates .......... 5 P
Pentists” 1ees . .. .. . s e 84.0 Kootwear! .5 Jilialsad. e, . 54.0
BOCIOUSITEES. oo o ft. ol or o fuse o Syt Rents of dwellings ........ 45.4
HOSPIal Falles . vo s on cane 113.5 Cepeal PLOAUCES o - «oks sosusicts o 62.5
Men’s haircuts ............ B 5 33 ¢

10.4 Other D.B.S. statistics indicate a per capita expenditure on prescribed
medicine in 1963 of $6.42. During that same year, Canadians spent over twice as
much on newspapers and magazines; over four times as much on radio and
television sets; over six and one-half times as much on tobacco; over eight times
as much on alcoholic beverages; and over ten times as much on the operation of
motor vehicles. A chart of price movements in Canada is on page 18.

Pharmaceutical Services in Hospitals

11.1 Hospital drugs: Approximately 38 per cent of the dollar value of
manufacturers’ drug shipments goes to hospitals and government institutions. In
view of the substantially lower prices paid by hospitals (coupled with the 11
per cent sales tax exemption and the advantages of quantity and contract
purchasing), it is impossible to ascertain the physical volume of dosage forms
represented by this 38 per cent of the total dollar market.

11.2 No fair comparison can be made between hospital prices and retail
prices, either relative to the dosage forms in the total inventory or to the cost of
private, complete pharmaceutical service to the patient.

11.3 In addition, all too many institutions, merely as a dollar saver, fail to
adequately protect the public by employing pharmacists, and, too, drug distribu-
tion by hospitals and government agencies is not faced with the high expense of

adherence to a multitude of legislative requirements which are common to retail
practice.

11.4 It must be kept in mind that drugs in a hospital are specifically
selected with the concurrence of the relatively small number of physicians
practising therein to meet the needs of the illness situations of the small
proportion of the population which, for one reason or another, requires active,
institutional care. Institutional confinement of the patient and ready access to
professional care at all times make the selection, storage, dispensing and
administration of drug therapy and its consequent cost very different from the
use of drugs by the physician in his private practice for ambulatory patients.
The Drug Formulary System, embodying features which make it readily
adaptable to localized, day-to-day situations in the hospital could not be applied
at the community level where it is so necessary that the prescriber have
available those drug preparations which he personally selects for use in view of
his expectation of therapeutic results in an individual who is other than under
his constant scrutiny.
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Wholesaling

12.1 The combined effects of a multiplicity of valuable, specific drug
preparations and the vastness of the Canadian geography and its widespread
communities make the role of the service drug wholesaler vital to both the
manufacturer and the retail pharmacist. The wholesaler’s warehousing and
distributive function relative to drugs embodies procedures and costs not
common to distributors of trade goods. Operating on a gross revenue of some 12
per cent relative to all they sell, their portion of the consumer’s drug dollar is
but a few cents.

Manufacturing Pharmacy

13.1 The Association, as a professional association, in addition to its more
general obligations in the whole field of Pharmacy and public health, has a
specific interest in industrial endeavours as such relate to the position of
individual pharmacists therein, and as such may exert an influence on the
practice of Pharmacy at the practitioner level. Because it is from the phar-
maceutical manufacturing industry that the basic tools of the profession are
available, the profession of Pharmacy cannot divorce its interests from matters
of specific concern to industrial enterprise.

13.2 It is not the objective of this submission to in any way attempt to
discuss manufacturing pharmacy other than from the viewpoint of individual
pharmacy practitioners and their collective expressions of opinion and policy on
matters pertinent to the study confronting the Special Committee on Drug Costs
and Prices. We do so having regard to the Canadian scene, our desire to see
Canadians benefit from worldwide therapeutic advances and a recognition that
the development of a strong, comprehensive pharmaceutical industry within our
boundaries, including all aspects of research and production, merits encourage-
ment as our population and economy expand, and knowing that such would be
vital to our nation in the event of a national emergency.

13.3 Canada has lost many excellent research pharmacists who had to seek
their fortunes in other lands where research and primary manufacturing are
well established. We commend the Canadian affiliates of international compa-
nies who, particularly in very recent times, have tangibly acknowledged
Canadian potentials through the creation of multi-million dollar research
facilities in addition to existing manufacturing plants. Nothing should be done
to discourage others from following this course.

13.4 Patents: The Canadian Pharmaceutical Association is of the strong
opinion that Canada’s patent legislation must be such as to provide for the
enhancement of an active, self-sustaining and ever-growing pharmaceutical
industry within our boundaries. The inventor of a drug is entitled to patent
protection, providing the usable end-product of his innovation is freely availa-
ble to meet the needs of Canadians. Hence, it is fitting that we should fully
recognize worldwide patents in accordance with international agreements. We
suggest, however, that the period of such protection need not exceed three years
or some other suitable period of time made necessary by the particular nature
of the drug, unless it be produced in Canadian-based manufacturing facilities.
As at present, the patent holder should have the right to license other producers
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and compulsory licensing provisions of the Patent Act should continue to be
exercised to facilitate legal production in Canada.

13.5 Quality and Quality Control is, today, more strictly supervised as
stipulated by Federal Regulations. In addition to those of the Food and Drugs
Act, there are the requirements of the Canadian Government Specifications
Board, 74GP-1a, applicable to government purchases. The Association has ex-
pressed its concern that such a double standard exists. We are also of the opinion
that the more widespread use of the latter Standards will place a further burden
on personnel and financial budgets of the Federal Government while, at the same
time, creating situations which will work contrary to the interests of the private

medical and pharmaceutical practitioner.

13.6 Brands and Generics: The identification of a drug by generic name is
not inconsistent with the fact that it may also be marketed ux}der a }arand name,
the use of which became more popular as the newer, specific ‘miracle’ drugs

appeared following World War II.

13.7 The physician’s choice of the specific preparation is a responsibility
which he accepts after arriving at this own practical evaluation of that
particular product. It has become axiomatic that the pharmacist does not
deviate from the physician’s instructions without his knowlefige and gxpre.ssed
consent. The profession of Pharmacy, however, does not disagree v.nth thosg
who advocate that physicians might best prescribe drugs by their generic
names. But in so stating, it must be emphasized that, in the absence of a
physician’s stated order by brand and or manufacturer’s name, only t'hc.e .phar-
macist is in a position which enables him to assume t.he responsibility of
selecting the proper preparation to be dispensed, be it brand named or

non-branded. Pharmaceutical excellence is his criterion.

13.8 In previous briefs, the Association has recorded studies which indicate
that it would be erroneous to conclude that even one-third of all prescriptions

could be written in generic terminology.

13.9 To the pharmacist, prescribing by chemical or common name designa-
tions permits the dispensing of known, reliable brands or non-brands; enaples
him to better utilize his own professional training; and, at the same time,

permits him to carry a less extensive inventory.

13.10 The Canadian Pharmaceutical Association does not §ubscribe tg nor
accept the thesis that drug preparations having the same generic name, w1th.or
without an added brand name, are necessarily therapgutlc equivalents. W}ulg
there are those who may be inclined that a Qrug is satisfactory as long as it is
pure and present in the stated quantity, it is, unfortunately, a fact that _the
efficacy of a prescribed drug is markedly altered by many -pharm.aceu.ncgl
factors such as the physical state of the drug, the vehicle in whlch_ 113 is
presented, variables in compounding procedures, _methods us_ed ’Eo. reduce irrita-
bility or regulate its rate of absorption—all affecting the availability of the drug

and its physiological action.
itati i ion i latively simple
13.11 Quantitative analysis of a drug preparation is a rek :
procedure using the facilities of a chemical laboratory. 'Quahtatlvg ana1y51§ of
the therapeutic efficacy of the preparation is a very different thing, possibly
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requiring nothing less than the facilities of universities and university-affiliated
hospitals. Nevertheless, it is suggested that this matter merits a searching study
by a responsible, representative group having a particular competence in such
matters.

13.12 Information Service: The dissemination of completely up-to-date
information on drug preparations is expensive. Some of this information is
available from many sources and in a great variety of forms, ranging from
purely scientific to consumer material.

13.13 There is a great desire to create a complete “Drug Information
Service” which would bring together every piece of available information on
each and every drug preparation. Such a service is being advanced by the
Canadian Society of Hospital Pharmacists and we believe its proposal merits the
attention of foundations and governments, as well as industry and the health
services practitioners so that money is made available for its development.

13.14 Recommendation No. 62 in the Hall Commission Report suggests a
National Drug Formulary. Because this “Formulary”, as suggested, would
contain information about only some drug preparations based on the criteria of
their acceptability to only some authorities, and on price, we do not believe that
it would be an adequate, comprehensive service.

13.15 At the present time, the Association is rewriting its “Compendium of
Pharmaceuticals and Specialties” in a manner which will enhance the factual
information which it presents in summary form concerning all drug prepara-
tions on the Canadian market. Previously sold to pharmacists and physicians, it
is the Association’s expectation that, through the co-operation of the phar-
maceutical industry, this complete reference text will be placed in the hands of
every pharmacist, physician and hospital in Canada so that they may have
ready access to basic, essential information.

General Economics and Drug Costs

14.1 There are many matters of general economics peculiar to the availabil-
ity of drugs in Canada which are of considerable significance in the study
confronting the Special Committee. This Brief has summarized but a few of the
matters, many of which have been expounded on at greater length in more
extensive compilations and presentations.

14.2 The Canadian Pharmaceutical Association firmly believes that the
Canadian scene and way of life must be acknowledged and that any discussion
related to costs and prices must also keep in mind the safety, quality and
efficiency of drugs, their manufacture, distribution and sale.

15.1 The Government of Canada, representative of the individual citizens of
our nation, the officials charged with the administration of our laws respecting
the professions and respecting commercial activities, and the public, generally,
are assured of the desire of the Canadian Pharmaceutical Association, represen-
tative of the profession in all of its aspects, to be of continuing assistance in all
matters having to do with the enhancement of health and welfare, particularly

with regard to the safe and economical availability of drugs required by the ill
and diseased.
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15.2 We have welcomed this further opportunity of discussing drug matters.
We deem it a privilege to work with this Special Committee on Drug Costs and
Prices of the House of Commons. Of necessity, the representative problem
cannot be discussed in depth in a Brief such as this, but you are assured that
the Canadian Pharmaceutical Association would be pleased to assist in the
obtaining of further information which may provide desired clarity on any

particular point.
* * * * *

The CHAIRMAN: May I ask the members of the Committee if they have any
questions on section 1, identification and orientation. No questions on that
portion? No. 2, pharmaceutical services?

Mr. TURNBULL: May I comment, Mr. Chairman, that we have inserted this
paragraph to emphasize tothe Committee that we do not believe it is possible,
particularly at the community distribution level, to divorce drugs per se from
the complete field of rendering pharmaceutical services in total. This is the
premise of our brief and of our statistical presentation.

Mr. BranD: Do you mean by this you are including such things as cameras
and such?

Mr. TurNBULL: No. I said pharmaceutical services sir. The.whole gam.ut of
related items to a prescription service, prescription accessories, _thosc_e items
which are by their nature necessarily restricted to pharmacy _only; its distribu-
tion, the areas of judgment into which the pharmacist’s practice falls generally.
It does not pertain to those items which some of us may not condone for sale in
the drugstore as we commonly know it.

Mr. MacDoNALD (Prince): I would like to ask a question because I am still
not too clear. You describe drugs and preparations as only part of the output, if
you like. Could you elaborate on that point?

Mr. TurRNBULL: We have not gone too extensively into that_ iq this par-
ticular brief. When we presented ourselves before the Hall .Com{msgon, with a
more extensive brief, we went into the full field of all the itemization of what

constitutes pharmaceutical services over and above the tapgible ingredients of a
prescription; that is, the record keeping, the consultation, the- storage, the
security, and have you, of the drugs, in relation to prescrlbefi therar.:y.
Also, the area of activity in which the practising pharmacist finds himself \?‘{lth
regard to self medication being sought by individuals within the community.
This falls within that complete area of pharmaceutical services which qannot be
rendered by anyone other than the practising pharmacist in the community.

M. MacDonALD (Prince): Surely, what you are saying .here is the common
experience of many businesses which would have to keep like reFords in terms
of stock control but also keep records in connection with the way in which stock
might be sold in a certain order.

Mr. TuURNBULL: Oh, yes.

Mr. MacDonaLp (Prince): Or, is what you are saying someth.ing sirr}ilar to
a talent fee that must be kept in mind in terms of the actual skills which are

being exercised here in the distribution.
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Mr. TurNBULL: That is a term which could be used sir. However, other than
the normal inventory control and stockkeeping which might be part of shoes
and dresses, and so, on there are the many legislative requirements over and
above that, which pertain to pharmaceuticals and drug distribution only. We
have made mention of a few of these under paragraph 9.2 on page 15.

The CHAIRMAN: Are there any other questions in relation to section No. 2?
Are there any questions under the heading of drug business which is No. 3?

Mr. ENNS: Mr. Chairman, an item in paragraph 3.3, at the bottom of the
page, reads:
Canada’s retail pharmacies probably constitute the biggest bargain
offered to the consumer.

This is further elaborated upon in paragraph 3.4, on the next page, where
the pharmaceutical industry does not want “to excuse” the cost of drugs but
wants the charges to be better understood. Perhaps this is very necessary
because I doubt whether the Canadian consumer would generally admit that he
is getting the biggest bargain in the payment of prescription drugs. It may quite
reasonably be so but the latter part of the brief gives further substantiation of
thi statement. However, it is an interesting statement and I wanted to draw
attention to it.

Mr. TurNBULL: We feel very strongly about that statement and we truly
believe it.

The CHAIRMAN: Are there any other questions on that section? Now we will
pass on to No. 4, retail pharmacy practice. Are there any questions in relation to
that section?

Mr. Mackasey: I would like to comment, Mr. Turnbull, on section 4.1. I
think what you are saying is that it is increasingly more difficult for a druggist
to live off the pharmaceutical end of his business alone.

Mr. TurnBULL: There is much evidence of this as well, not only his ability
to gain a living from the practice of pharmacy but also to stay in business as
such. The number of pharmacies is dropping in the large urban concentrations,
and most certainly we readily recognize, and all the statistics back up our
statement, that without the so-called front shop, many communities would be
without a comprehensive pharmaceutical service. This is possibly not so in the
highly concentrated urban areas, but I was raised in a small community, not too
far from Mr. Clancy’s constituency, and we have many of them across Canada,
which could not support, as a separate entity, a pharmaceutical service.

Mr. Crancy: I would like to ask Mr. Turnbull if this is not true, I think he
knows it is, that the drugstores as they were known in the west are closing
down very rapidly for the simple reason that we cannot be professional
pharmacists, there is not enough volume, and to keep in business we have to
become a chain store. In many of these communities—Mr. Turpbull is talking
about a community I know and he knows my community—pharmacists are
closing out. They are just locking the door. Would you not say it was also true
that most of us, who are licenced, are moving in and working with the doctors
in the clinics. This pays us a better salary with less responsibility.

The CHAIRMAN: Do you care to comment on that, Mr. Turnbull.
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Mr. TurNBULL: No; there is nothing I can add to that. I believe we present
statistics which certainly show that retail pharmacy, as we know it in Canada, is
not big business, with something like $130,000 as a gross sale figure, some 27 to
28 per cent of which is due to prescription volume. The fact that pharmacies are
closing and others are opening is maintaining a stable number of pharmacies
across Canada. But the population per pharmacy has increased tremendously
over the past few years. It is now something like 3800 in our last statistic, and
the indication for 1965 is that it will be well over 3900 per pharmacy, on the
average, across Canada.

Mr. EnNNs: This must mean that those lesser number of pharmacies are
really doing more and more business, because in your own table on page 6 you
indicate that the number of prescriptions has increased substantially as well as
the value of these prescriptions. I relate this to page 4 under paragraph 4.2
where you speak of these other lines of merchandise. The front business does
not really in any demonstrable way affect the quality of the pharmaceutical
service in the community. I imagine in many ways this keeps the man in

business. .

Mr. TurNBULL: This is correct, yes.

Mr. OrLikOW: I would like to ask if the Pharmaceutical Association has
given any consideration to and wishes to express an opinion on the effects on
the ability of the retail pharmacy as it has existed to meet the ngeds of the
community and to fill prescriptions at a reasonable price in the light of the
development of the doctor-owned clinic-operated dispensary. I do not know if
the same is true in other cities, but in Winnipeg there are three or four large
clinics which have their own dispensaries and in which, according to reports, all
the pressure is on the patient to have his prescription filled in that dispensary
rather than taking it to his neighbourhood drugstore. A larger‘ and_larger per-
centage of the prescriptions in the city of Winnipeg, I know, is beln_g filled in
these clinic, doctor-owned dispensaries. I am wondering if the Canadian Phar-
maceutical Association has considered this problem and its effects on the local

drugstore.

Mr. TURNBULL: We have given much consideration to it. Fi.rst, I shquld
emphasize that the profession’s main concern is that the individual patient
receives top care. Therefore, the other matter is a mattgr of economics.
Economics cannot enter into the health and welfare of the sick person, othfer
than if the clinic is involved with private formula which is not available in
other pharmacy outlets where the patient cannot take his pres'cription, if h.e is
an out of town patient, to obtain it in the first case or to obtain an authorized
refill of that prescription within the therapy ordered by the physxc:lzim. Most of
these clinics are operating with proper pharmaceutical supervision. Sqmg,
regrettably, are using secretaries and nurses aids, and what have you, but th'1s is
more in the individual office of the so-called dispensing physician who mlgl?t
dispense to his own patients but not for the patients of other physicians. This
does happen and-certainly is contrary to the interests of pharmacy_and of the
patient himself. Other than the private formula and this type of thing, no, we

cannot be concerned with it.

Mr. OrRLIKOW: To the extent that it may not make any difference t_o ‘fhe
patient of the doctor or to the customer where he buys the actual prescription
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that is written but to the extent that you have the development of these clinic,
doctor-owned pharmacies which are filling more and more prescriptions, it
means that the local community pharmacy gets less prescriptions. That being
the case, naturally he has got to make a bigger mark-up per prescription in
order to break even if he does less business, does he not?

Mr. TurNBULL: I do not know. I do not think so. I do not think this actually
happens. The economics of it would be that he would have to charge more to
stay in business so that he could render a standby service in that community.
However, there is every evidence that this is not happening. In most cases these
people are not too far from wholesalers and this kind of thing, because they are
in large areas and they are working more and more with the service wholesaler
to do their warehousing for them. This is not possible in the isolated communi-
ty, of course. It has had its effect on community pharmacy, yes, and it is
obvious. In Toronto, for example, there have been 50 pharmacies close in the
past year or so. Most of these pharmacists have gone into partnerships with
others in the area.

Mr. OrLiIKOW: Has the Canadian Pharmaceutical Association looked at, I
think it is, the code of ethics of the American Medical Association which—I have
not got it here but I could bring it—says that doctors should not be owners of,
amongst other things, dispensaries and that there should not be, for example,
direct telephone lines between doctors and any dispensary.

Mr. TURNBULL: Yes, we are very much aware of this and this is written in
less definite terms in the code of the Canadian Medical Association. I believe
that other speakers before me have indicated that it is a very untoward
practice, shall we say that the one who signs the birth certificate, diagnoses the
illness, prescribes the therapy and signs the death certificate. It is a rather
dangerous principle to be followed in health care.

Mr. OrLIKOW: Has there been any discussion between your organization
and the Canadian Medical Association about these matters?

Mr. TURNBULL: Yes.
Mr. OrLIKOW: With any specific results?
Mr. TurRNBULL: I cannot recall that there have been, no.

Mrs. RipEoUT: Mr. Turnbull, I want to compliment you on your brief. I note
at the bottom of page 4 it says:

It is the pharmacist’s primary responsibility to render a complete
prescription service,—

To render a complete prescription service all of your pharmacists would
have to be completely up to date on the latest drugs, and the newest ones on the
market must be available to the people on prescription?

Mr. TURNBULL: Right.

Mrs. RIDEOUT: Just as a matter of interest to me, how do you control this?
Do you have regulations? Do you have people who make sure that outdated
drugs or drugs that are no longer considered advisable to use do not remain on

the z}:’lves of your pharmacists? Is there a protection for the consumer, in other
words?
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Mr. TURNBULL: Well, yes. The protection of the consumer is paramount. By
legislation all drugs which fall within such categories require a date and these
are checked periodically, of course. In addition, the practising pharmacist has
the wholehearted co-operation of the representative of the company concerned.
Over the years—and certainly this is a factor in the price of drugs—there has
developed a very fine working relationship whereby this representative working
with the pharmacist is prepared to ensure that he does not have outdated stocks
on his shelves. This pertains of course to what we call unbroken packages. Once
the package is broken, naturally, it cannot be returned for the necessary credit
or replacement. It would have to be discarded and discarded in a very safe
manner. \

With regard to those drugs coming under specific strict legislation, such as
narcotics and controlled drugs, the procedures are much more difficult and
much more intricate in any destruction of drugs. However, the consumer is very
well protected. Here, again, is one of the intangible parts of the costs of drugs.

Mrs. RipEouT: This is why I was making the point. I am sure pharmacists
have a tremendous overhead, actually, protecting the consumer.

Mr. TurNBULL: Very much so.

Mrs. RipeouT: I know that it always fascinates me to go into a drugstore
and see all the little bottles. I wonder how they can possibly keep track of all
the various new drugs that are on the market.

Mr. TurRNBULL: Well, this is part of the pharmaci_st’s ;e.sponsibility and he
is expected to assume this responsibility to the best of his ability.

Mr. Howe (Hamilton South): Mr. Chairman, I want to pursue the line
which Mr. Orlikow took a few moments ago, as far as the doctor is concerned. I
believe the O.M.A. did come out recently with a statement discouraging doctors
from indulging in business other than their own; that their time s.hould be
devoted fully to the practice of medicine and not dispensing and worrying about
drugs. Second, I think there is more responsibility to the patient through a
druggist than through a doctor because of the system of inspection, and so on.
Doctors are not as rigorously inspected in the same way as a pharmacy. Also, a
doctor’ dispensing drugs does not offer the same choice of drugs that a drug
store is doing because he buys a stock of drugs a_nd Wrxtgs his own pre-
scription for the type he wants to dispense and he is not going to have any
left over because he can dispense right down to the last tablet in the bottle.

Mr. TurnBULL: This is true.

Mr. Howe (Hamilton South): Whereas, a drugstore must keep every drug
in stock to appeal to the whim of every doctor in that neighbourhood :fmd many
times outside the neighbourhood. This I say in defence of the druggist and in
opposition to doctors dispensing which I think is wrong. I did want to asl; Mr.
Turnbull about the calculation of the prices of drugs. You give, in thls_ brief, a
gross profit and then an over-all net profit which is, of course, of necess*ty much
smaller. Is the cost other than that of the drug done on a prqra,tgd basis on the
over-all expense of the store and the per cent of business yvh1ch is dox:le by the
dispensary so that you are not putting all the expenses in on the dlgpensary
when you calculate the net profit made on prescriptions over the period of a

Yyear.
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Mr. TURNBULL: Do you mean in the statistical compilation, doctor?
Mr. HOWE (Hamilton South): Yes.

Mr. TuRNBULL: The best way to answer that is yes and no. It is impossible
without some very elaborate time motion, rent, direct and indirect expense
calculations to completely isolate the dispensary from the rest of the physical
structure. We have attempted to do so. Indeed, there was a very expensive time
motion study undertaken in the states several years ago. I am not too sure
what they accomplished but this is beside the point at the moment. Briefly, to
answer your question, we have not been able to take these various figures and
completely divorce one section of the pharmacy from the other. This is why in
the presentation of this brief we have given a very positive statement that in
presenting the figures we have picked on a group of pharmacies which have
answered our survey which would seem to have about a total pharmaceutical
services facility with a minimum of the other merchandise which we might find
in the corner drug store. We have relied on the statistics coming from them to
present to you this morning.

Mr. Howe (Hamilton South): One could take the pure prescription
dispensing drugstore and maybe find out what this is, but this is not the rule.
We are talking about the average drugstore that handles drugs and related and
unrelated items within that store.

Mr. TurNBULL: We are not taking the average; we are taking a group that
would be as close to what you are describing as possible; that is, with over
45 per cent of their volume coming from prescription practice.

Mr. Howe (Hamilton South): Is it not easy to determine the per cent of the
over-all business that is prescription?

Mr. TURNBULL: Oh, yes, very easy.

Mr. HowEe (Hamilton South): That is easy to determine but then your costs
tend to overlap but an attempt is made to prorate.

Mr. TurNBULL: Yes. This is presented here on page 9.
Mr. Howe (Hamilton South): One other question which is not related but I

want to ask you now. On page 15 of your brief is it coincidence or in error that
the capital “S”s are dollar signs.

Mr. TuRNBULL: No, it is by intent.

The CHairman: I think the question, with all respect, possibly is not
under the section we are discussing and I would prefer to leave the question of
cost and so forth until we get into that particular section, if possible, otherwise
we are going to take a long time. Did you have a question, Dr. Rynard, on this
section?

Mr. RYNARD: Mr. Chairman, I would like to ask Mr. Turnbull a couple of
questions. For example, when you say that you are in favour of taking drugs
out of doctor’s offices, surely you have to qualify that statement because there
are many, many towns in which doctors are practicing where there is no drug
store.

Mr. TURNBULL: Most certainly.
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Mr. RYNaRD: Therefore, you would be taking a very essential service away
from t!rle people. I may have misunderstood you on that. I think this has to be
taken into consideration, also, that doctors now have to list their prescriptions
.fmd keep their books the same as anyone else. The other thing I have been told
is tha@ it is not the clinics that are making the big cut-in, it is the cut-rate
druggists themselves. This applies very aptly to the city of Toronto—the big city
near me. .I am told the druggists there have cut-rate stores where they operate
with a minimum of expense either in upper storeys or in backs of buildings. I
do not know if this is right, I want to be quite honest about this, but this is
what I have been told by druggists themselves; and that when the prescription
goes !:here, an_d it is often a firm name drug, at some time or other the druggist
v«{ho is _operatlng in that place will call up the doctor and say, “well, we could
give this a little bit cheaper if we switched the name of this drug; we will give
you the generic drug.” Many of those drugs as you know have been imported.
They would refill the prescription without the consent of the doctor if it had to
be filled say three or four times; otherwise they would of course have to call the
doctor and say, “we can fill this prescription much cheaper if you would allow
us to use so and so.” I would like your comment on this matter.

e (12:00 am.)

Mr. TURNBULL: First of all, I certainly agree with your comments on
doctor’s dispensing. I would not want it to be interpreted otherwise. Where
there is no pharmacy in the area the patient is entitled to the assurance that he
has at least basic service coming from the prescribing or diagnosing doctor. This
would be best. We are concerned, however, that this be undertaken actually by
the professional involved and not by non-professional personnel such as the
physician’s wife, receptionist, stenographer, bookkeeper or what have you.
Certainly, we are pleased to see that the public of Canada now has the benefit
of proper record keeping so the authorities concerned are fully aware of the
whereabouts of these various dangers from potent medication.

So far as cut-rate pharmacies are concerned, that is what the name of the
outside reads. I am not sure just how accurate the signs are but that is for
others to determine. I would respectfully suggest that each individual knows the
value of his own service and places a monetary fee on that. Certainly, we do not
discourage the individual public from going to the pharmacist of his choice.

You made mention of certain prescription refilling activities and the
activities of those who see fit to dispense the so-called generic preparations if
the physician is prepared to agree that those preparations be dispensed. I have
no comment on that. I believe, from the association’s point of view, that where
the physician does not designate by brand or by company name, then the
pharmacist must use his knowledge and ability to ensure that the patient does
receive the medication best suited to him. However, at the same time I would
suggest that we have to find a way in Canada of assuring the pharmacist, every
pharmacist, not just the so-called cut-rater that you made mention of, that a
certain standard is in those preparations so he can make a suitable choice.

Returning for a moment to the backroom operator, we hope we are
eliminating these. Possibly, you are referring to some of the so-called mail
order people. I would respectfully suggest that I have evidence in my office
which would indicate that one mail order individual, at least, is distributing his
prescriptions not at the price which he advertises but at three times the price of

24087—3
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locally procured pharmaceutical services. Here again, I insist the patient should
have the right of free choice of pharmacist.

Mr. RYNARD: Yes, Mr. Chairman, but I would like to say to Mr. Turnbull
that there is a question of ethics in this. There is also a question of ethics where
the druggist phones the doctor and suggests another drug.

Mr. TurNBULL: Well, of course, doctor, this would depend on his ability to
supply at that particular moment the preparation which the doctor has written
on the prescription. If the doctor has written for Brand “X” and Brand “X”
happens to be out of stock at the moment, something must be done to ensure
that the patient receives service. If, in the opinion of the pharmacist, he can
offer the physician a comparable product to which the physician will agree and
which the physician recognizes, then the pharmacist is acting in the best interest
of the patient and of good medical practice. This is one of the areas of
pharmaceutical service which goes beyond the tangible ingredients which
happen to end up in a bottle.

Mr. RYNARD: I still question the ethics of this situation. If it was a matter of
being out of the drug, then this is a different story but I am referring, as I said,
to your mail order business.

Mr. TURNBULL: We do not favour the mail order operator, so we are on
your side in that one.

Mr. Branp: First of all, I do not know whether you should take the time to
explain your statement that you thought it was terrible that the same person
who signed the birth certificate, gave the care and prescriptions, and then
signed the death certificate. Could you tell me what you based that on. I am
just curious.

Mr. TurNBULL: Well, let us just think about the statement for a moment. It
might take too much of the Committee’s time but is this not a principle that is
not in keeping with what we truly believe in namely double checking in health
services. The statement I made was that where we are faced with the situation
of one individual being responsible only to himself for bringing a life into being
and signing it out later it is a very dangerous principle, yes.

Mr. BranD: It is not a principle; it is occurring all over Canada at the
present time. If you go into a small community with one doctor, is this not what
happens? Are you suggesting he is responsible only to himself?

Mr. TuRNBULL: I think we are talking of the exception here and I am not
suggesting that I am here to cast reflections on the medical profession, anything
but. No one respects them more than I. However, this is a topic which has come
up, particularly with reference—and this is brought up later in the brief—to
where the physician is dispensing from his own inventory and the pharmacist in
that community is still standing by to provide his patients with emergency
service. Of course, this, as Mr. Orlikow mentioned earlier, is possibly going to
influence the price at which the pharmacist must sell his services, but I do not
know whether this other part of it comes into the cost and price of drugs or not.

Mr. BrRanD: If I could ask another question, Mr. Chairman. Is it not true, as
far as Saskatchewan is concerned, the province I represent, that though the
doctor can own a drugstore, a druggist must own at least 51 per cent of the
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stock within the store and that doctors are not allowed to prescribe and keep
medications unless they are in an area where there is no druggist available. Is
that correct?

Mr. TURNBULL: No; this is not quite accurate, sir. The pharmacy must be
owned and controlled to the extent of 51 per cent except as it relates to
co-operatives. A physician who sees fit to dispense or provide drugs to his own
patients may do so under an exemption of the pharmacy act but where he
becomes involved with drug services to other than his own patients he must be
registered and licensed under the pharmaceutical legislation of the province and
this pretty well applies across Canada, with exceptions.

Mr. BrAND: I certainly know in Saskatchewan it is not the practice for
physicians, except in areas where there is no druggist.

Mr. TURNBULL: You are very intelligent in Saskatchewan.

Mr. BraND: This problem does not occur. I do also know, this brings up
another point which you brought up yourself, that if he decided to set up a
drugstore in his office, say in the city of Saskatoon, which I represent, he would
not be able to obtain supplies through the National Drugs which is the one
monopolistic dispensing house for prescription drugs in Saskatchewan.

Mr. TURNBULL: That is a business principle which has nothing to do with
the pharmacy legislation in the province and National Drugs Limited as set up
in—perhaps we are devoting too much time here, too, but I happen to know the
area—Saskatchewan is a subsidiary of National Drug and Chemical Co., and it is
partly owned by the pharmacists of Manitoba and Saskatchewan. They have set
the policy of with whom they will do business. I used to be associated with
National Drugs and we had physician accounts but these were physician
accounts which were licensed under the pharmacy act and were, indeed,
operating what you may call a drugstore, for example, in Meadow Lake.

Mr. BRAND: Where there was no other drugstore.

Mr. TURNBULL: There are, I believe, five physicians licensed under the
pharmacy legislation” of Saskatchewan.

Mr. BrRAND: Since you opened up the subject, is it not also true then that if
you open a drugstore you must obtain shares in National Drug?

Mr. TURNBULL: I believe to buy from National Drug you must be a
shareholder of National Drug.

Mr. BRaND: This gives the pharmacist an additional source of income.

Mr. TURNBULL: Only as it relates to his purchases from National Drug;
those purchases which happen to be in certain categories.

Mr. BRAND: In other words, the figures you give for percentage profit later
on in the brief do not take into account the percentage profit they may obtain
through their dealings with National Drug.

Mr. TURNBULL: Oh, yes, certainly they do. That is part and parcel of their
purchase cost. If at the end of the year National Drug’s books, and there are
other co-operative wholesalers in Canada, indicate that a surplus cran be
distributed to the buying members of the organization, then this is distributed
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and it automatically comes off the cost of the ingredients. Actually, it is not
distributed by cheque; it is distributed by taking it off future invoices.

Mr. BRAND: This is reflected in the figures you present?
Mr. TURNBULL: Yes.

Mr., MACKASEY: Mr. Chairman, I find it very difficult to stick to a particular
page and if I am out of order you can let me know. There was some mention
before of the gross profit of 34.2 per cent—

The CrHAIRMAN: Yes, I would like to leave that until later. I should say we
are proceeding very slowly and this is the only appearance of this group before
us. Unless we move more quickly we are going to have sit this afternoon.

Mr. Howe (Hamilton South): Mr. Chairman I have just one brief question
in view of what Dr. Rynard said about an individual doctor or clinic in a town
providing a service because there is no drug store. It is not often so that
individual doctors and clinics in such a town act as a deterrent to a man
opening a drug store in that town.

Mr. TURNBULL: Oh, well, yes: but on the other hand, we have found many
instances where a pharmacist has gone into a town where there might be a
couple of dispensing physicians and has convinced them that he can better serve
them through a comprehensive inventory, and the arrangement has been most
satisfactory. The physicians have been able to go fishing and so has the
pharmacist.

Mr. MACKASEY: Mr. Chairman, it takes less than half an hour to determine
there are some dishonest doctors and some honest doctors. I think the same
thing is true of the druggist. I do think if we stopped worrying about that we
might get a little further on in the brief.

Mr. Howe (Hamilton South): I agree, let us press on.

The CHAIRMAN: Are there any other questions on section 4? Section 5? On
statistics I do not think—

Mr. MACKASEY: Well, going back to section 5.3, I am interested in this
proposal that there could be a specially oriented low-cost prescription service
made available by the pharmacists to those persons who have excessively high
medication costs. I wonder what Mr. Turnbull would say in explanation of that.

Mr. TURNBULL: My reference here, sir, is to a program, one of which exists
in Canada, in the Windsor area, of prepaid prescriptions and another which has
been worked on for some time by the association toward coming up with a
highly co-ordinated Canada-wire prescription service insurance program if you
will, which is specifically written to provide a means by which welfare groups
and the medical indigents as well as the general public can get together in a
program to share, through the insurance principle, the cost of pharmaceutical
services. We have seen fit to incorporate a company under the name of
Pharmacare Limited to encourage these plans to be brought into existence in
the various provinces of Canada.

Mr. Enns: Does the pharmacist get the full normal price for the drug under
that kind of plan or does he have to accept a reduced price?

Mr. TurNBULL: Under the Windsor program which has been in existence
for some eight years the pharmacist, I believe, is getting something less than
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100 cents on the dollar. The pharmacist, in other words, is subsidizing it. Under
the program outlined by Pharmacare—it is still in the planning stage; it is not in
existence in any province as 'yet—naturally all calculations are based on provid-
ing the pharmacist with 100 cents on the dollar under existing situations. He at
the same time enters into a contract to guarantee the service regardless of the
ability of the client to pay him 100 cents in any particular period. In this regard
we have been working with the pharmaceutical industry to see if there is not
some way in which they will share this financial guarantee. We believe it a
quite proper thing.

The CHAIRMAN: Mr. Mackasey?

Mr. MAackasey: No, I am still ahead of myself, Mr. Chairman. What section
are you on?

The CHAIRMAN: No. 5.

Mr. W. J. BLAKELY (Accountant): Mr. Chairman, in connection with the last
part concerning the professionally oriented low-cost prescription services, sure-
ly this is not reducing the cost of drugs. It simply results in an amortization of
a spreading of the same cost over a broader base.

Mr. TurNBULL: This is correct. It is based on the average experience of the
average individual in Canada; to provide a means by which he can insure
himself against the above average or the catastrophic situation. It is a sharing;
it is not a reduction, as you might wish to term it, of drug prices.

The CHAIRMAN: Are there any other questions on this section?

Mr. BRAND: Are you aware of the drug cost plan in Saskatchewan under
Medical Services Incorporated?

Mr. TURNBULL: Very much aware.
Mr. Branp: I know you mentioned there was one in Windsor and I just
wanted to mention this one.

Mr. TuRNBULL: Well, there are other programs. I am very much aware of it
and I had a half day in Saskatoon last Monday discussing just that plan.

The CHAIRMAN: Section 6, retailing and drug prices.

Mr. ORLIKOW: Mr. Chairman, I am one of those who do not believe the vast
majority of druggists are getting rich, so I would agree with the .ﬁrst sent.ence of
6.1. At the same time, Mr. Chairman, I wonder how much information the
Canadian Pharmaceutical Association has on which it bases the second sentence
of 6.1: They say, “Drug costs to the vast majority of Canadians are neither high
nor exorbitant”. I say that, Mr. Chairman, because there have been a large
number of studies done by the Restrictive Trade Practices Commission, by the
Hall Commission, by the Kefauver Committee in the United States, and all of
them indicate that the cost of prescription drugs to the consumer, in Canada
and in the United States, is much higher than in other countries. I am not
blaming your organization for that, but I just wonder on what you base this
statement. We have lots of information, some from the reports I have men-
tioned, some has been collected privately, that some of the largest companies, I
will just mention a few of them, Lilly, Parke Davis, and so on, charge anywhere
from 200 to 500 per cent more in Canada for a particular prescription drug than
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they do for the same product in Great Britain or in France. This is true even
when the actual research was done in those countries. I can give you a very per-
sonal illustration. My wife some ten years ago, had to take largactil which was
one of the first of the tranquilizers. Largactil was developed completely in Swit-
zerland and France. When my wife started to take it it was retailing for three
cents a tablet in France. It had been developed in France. It was selling in
Canada at the retail rate of that time, somewhere between 17 and 20 cents a
tablet. This is an actual case and I am wondering on what your organization

bases this statement that the price of pharmaceuticals is neither high nor
exorbitant.

Mr. TurNBULL: I will try to be brief. The statement here, of course, makes
direct reference to the survey which is attached as an appendix. It shows that
something under 85 per cent of all prescriptions dispensed in Canda were
dispensed at $5 or less which certainly cannot be considered high or exorbitant
in the Canadian economy; and that something like 1} per cent were over the
$10 figure, contrary to our own particular feelings when we have to dig into our
pockets for an unexpected expense.

Now, in relation to your other comments about 200 and 500 per cent higher
costs, I regret that my office has not experienced any figures along this line;
indeed, they have been to the contrary. We have noted that in some cases, one
of the companies you mentioned, is actually selling its drugs at a lower price in
Canada than it is across the line in the United States. I think, also, that this is a
question more suitably directed to the pharmaceutical manufacturers who
undoubtedly will have figures related to the comparative economies of these
various countries rather than just a straight dollar and cents comparison in
relation to the value of the inflated dollar as we know it in Canada. But, my
statement, of course, makes direct reference to community service in pharmacy.

Mr. OrLIKOW: Of course the proper place to go for the information is to the
pharmaceutical manufacturers but I raised the question now because it seemed
to me that the Canadian Pharmaceutical Association really can give evidence
only as it relates to the operations of their own members. I do not expect an
answer but for example, there is ample evidence that the price of very
important prescription drugs to government institutions and to hospitals is a
fraction of the price charged to the pharmacist.

'Mr. TURNBULL: Most definitely. We bring this out in this brief, that the
retail prescription is subsidizing every purchase by every hospital and govern-
ment agency in Canada.

Mr. OrLIKOW: Yes, but Mr. Chairman, I would like to know from Mr.
Turnbull, what is the evidence that your organization has that the phar-
maceutical manufacturers are selling to government agencies or to hospitals at a
loss because when you say that you are subsidizing you are saying in effect
that they are selling at a loss. The Kefauver investigations indicated very
clearly that they were not selling at a loss.

Mr. TURNBULL: I think this should be clear, Mr. Chairman. We do not
believe the manufacturer is selling to these other sources at a loss. There was a
time when these prices were an advertising and or promotion expense. This
does not apply any longer. This is 38 to 40 per cent of the total dollar volume of
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drugs sold by industry in Canada. But if this dollar volume happens to
represent 25 per cent of the price at which retail pharmacy buys its produects,
the quantity volume or the dosage is much higher in proportion than that 38 or
40 per cent. We do not believe they sell at a loss. They are selling very close to
the margin and possibly on a margin which would not enable them to stay in
business if governments and hospitals were their only customers.

Mr. OrRLIKOW: It also may mean that they are charging the retail pharma-
cist an exorbitant price and making an exorbitant profit, you do not know.

Mr. TURNBULL: We have not stated that, no. We have merely stated that the
pharmacist pays top dollar for his drug supply.

Mr. OrLIKOW: I do not question that, Mr. Chairman, but I do not think the
Canadian Pharmaceutical Association has any right to say that they are
subsidizing other sales. I think that is a matter of statistics which should be
discussed with the people who make these decisions who are the Canadian
pharmaceutical manufacturers.

Mr. MACKASEY: Mr. Chairman, I have a question on section 11 now. Are we
finished with all the others?

The CHAIRMAN: We were accepting it as a basis for the question on section
6.1. We are still on six.

Mr. MACKASEY: Mr. Orlikow a few minutes ago made a statement concern-
ing certain firms, Lilly, a few others, and the mark-up on drugs of 200, 300 or
500 per cent. He made this as a matter of statement. Is this to be the progedure,
because the people involved are not here to refute that statement? It is very
unfair to Mr. Turnbull to ask him to comment on something which has pothmg
to do with him, and Mr. Orlikow, after making the statement, then points out
that it perhaps would have been best addressed tomorrow or later on to the
Canadian Pharmaceutical Manufacturers’ Association. But the significant thing
is that it has now been said and headlines tomorrow across Canada could very
well say that the drug companies take 500 or 1,000 per cent mark—up on a drug,
and, nobody here today is in a position to refute a statement which may or may
not be true. 1

Mr. ORLIKOW: Mr. Chairman, I do not want to interrupt Mr. MacKasey, but
on a question of privilege, I did not say that the manufacturers are making the
500 per cent. He made this as a matter of statement. Is this to be the procedure,
pharmaceutical manufacturers are here, that the prices they charge in Canada
are anywhere from 200 to 500 per cent more than they charge for the same
product in countries like Britain and France. I did not say anything about their
mark-up nor, Mr. Chairman, did I ask Mr. Turnbull to make any comment
about the manufacturers. Instead, I tried to find out from Mr. Turnbull how

much information his organization had to back up that one sentence on page 6

in which his organization says that drug costs to the vast majority of Canad@an
Citizens are neither high nor exorbitant. I will fulfil my obligation to queSt_lO“;
pharmaceutical manufacturers when they are here. It is not only my duty; 1

will be a great pleasure.
® (12:30 p.m.)

Mr. TURNBULL: I must point out, Mr. Chair
Private files in our office, a considerable amount o

man, that we do have_ in our
f documented information that
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would be in line with the references Mr. Orlikow has made, with respect to
prices, not only here in Canada but in many countries and this is why I
mentioned the fact that we have no evidence of any 200 or 500 per cent increase
of prices in relation to the Canadian economy and the inflated dollar in Canada.

Mr. MAcCKASEY: Mr. Turnbull, in paragraph 6.4 you talk about the gross
margin for the over-all drug store operation of 34.2 per cent. Does this include
the areas of the store which are not considered pharmaceutical.

Mr. TurNBULL: This is the total drug store, sir.

Mr. MACKASEY: Mr. Chairman, with your permission, because I think the
brief would have been even more effective if page 9 was considered right after
6.4, because there you do have a more direct breakdown of the pharmaceutical
dollar, if I may use that expression. Am I right, Mr. Turnbull?

Mr. TurNBULL: That is correct, yes, the consumer’s pharmaceutical dollar.

Mr. MackASEY: The point I am trying to make, Mr. Chairman, is that I take
execption to the remarks or rather the conclusions of the Minister of Revenue
the other day at which time he said the sales tax effect was 2 to 3 per cent on
the consumer dollar. I was not here and I am only going by hearsay. I worked it
out from Mr. Turnbull’s statistics on page 9—I have not had a chance to get any
further into the brief—as a minimum effect of at least 9 per cent. I do not know
what your opinion is, Mr. Turnbull.

Mr. TurNBULL: Most definitely; this is the figure—some 9 per cent—that we
calculate the minimum effect of the federal 11 per cent tax to be in relation to
pharmaceutical services.

Mr. MAckASEY: May I ask a series of direct questions for information, Mr.
Chairman, so that I can understand this brief a little better. Mr. Turnbull, from
whom does the average druggist procure his drugs?

Mr. TuRNBULL: Direct from the manufacturer and from the service whole-
sale nearest to him.

Mr. MAckasey: And or both, but normally? Is it from a wholesaler, a
distributor?

Mr. TurnBULL: I would suggest the majority from the wholesaler.

Mr. Macrasey: In other words, he does not vary from most businesses
which do buy from wholesalers; some because of volume buy directly from
manufacturers?

Mr. TURNBULL: Right.

Mr. MACKASEY: You mentioned 34 per cent. I read in one of your tables

that your average gross profit median is around 33 per cent, in some cases 34
per cent?

Mr. TURNBULL: Yes.

Mr. MACKASEY: I have been in manufacturing business and I know sales

tax. This suggests that the mark-up practice of the druggist is to take the cost
of the invoice plus 50 per cent?

Mr. TURNBULL: Are you relating this to prescription?
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Mr. MackASEY: Well, yes, because this is the area where you show a gross
profit of 33 per cent.

Mr. TUuRNBULL: No; this is not quite correct. Those who are basing their
prescription pricing on a mark-up principle are taking the normal merchandis-
ing mark-up of some 33% to 35 or 40 per cent, depending on its reference to
sharing and adding a small fee which might be 75 cents.

Mr. MACKASEY: Let us forget the fee.

Mr. TURNBULL: The fee is necessary.

Mr. Mackasey: I am trying to get to the sales tax; I will talk about the fee
later. If you buy a product from a wholesaler at a dollar, what would you
normally expect to charge the consumer?

Mr. TurNBULL: My calculations are not too good, but depending on the
nature of the drug and the record requirements, and what not, it would
probably come out at around $2.

Mr. MACKASEY: Yes, well, now forget that; it includes the professional fees
which is logical—

Mr. TUuRNBULL: Yes.

Mr. MackaSeY: But apart from the professional fees.

Mr. TURNBULL: The normal mark-up would come to $1.60, would it not?

Mr. MackAszEy: Yes, 60 per cent. In other words 20 per cent off.

Mr. TurRNBULL: Would make it $1.80.

Mr. MACKASEY: The point I am getting at, Mr. Chairman, is that in that
dollar is included 11 per cent sales tax. The 11 per cent sales tax of that dollar
becomes pyramided by the 60 per cent mark-up.

Mr. TurnBULL: Correct.

Mr. MACKASEY: So the 11 per cent is affected by the 60 per cent mark-up.
In effect, the 11 cents which is passed on from the manufacturer, through
devious steps, to the consumer is no longer 11 per cent but is now 17.6 per cent
which is a far cry from the information we received last week. I would suggest,
Mr. Chairman, that since we have hired an accountant we put the problem to
the accountant. In other words, put him to work between now and the next
meeting and find out whether the Minister is right with his 4 per cent or
whether Mr. Turnbull is right with his 9 per cent or whether I am right with
what I think is much closer to 17 per cent.

Mr. TURNBULL: Your 17 cents is on $1.80, is it not sir?

Mr. MACKASEY: My 17 cents, Mr. Turnbull, comes in the over-all p?cture
from the manufacturer to the consumer, not necessarily through your inter-
mediate step that 'you suggested involved 9 per cent. I suggested the other 8 per

cent comes in at the pricing of the wholesaler. )
Now, one last point: the Canadian Manufacturers Pharmaceutical Associ-

ation say that 37 cents of the consumer’s dollar—
The CHAIRMAN: You are making reference to a brief which has not been
presented to the committee.
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Mr. MACKASEY: No, this was last year on safety. I have not seen this year’s
brief. Mr. Chairman, 37 cents is supposed to be the cost of the consumer dollar
as far as manufacturing is concerned; Mr. Turnbull’s is 50 cents on the dollar, or
rather 33 cents; that is why we need the blackboard. I think the wholesaler, Mr.
Turnbull, is getting an abnormal mark-up, almost 30 per cent.

Mr. TURNBULL: No, as I indicate in this brief—these figures were taken from
D.B.S. figures—the wholesaler on the average is working on a gross of about 12
per cent. This is his complete field. He is working on about 163 with regard
to pharmaceuticals. The Dominion Bureau of Statistics is our best source of
information although I will not comment on their particular value or otherwise;
but they show the wholesaler is riding at about 2.1 per cent.

Mr. MACKASEY: Mark-up?
Mr. TURNBULL: Net.
Mr. MAckASEY: But I am not interested in that.

Mr. TurNBULL: But this is why the mark-up is indicated as 12 per cent. It
is taken from D.B.S.

Mr. MAckASEY: I think, Mr. Chairman, I will bring a table of what I am
trying to discuss.

The CrHAIRMAN: I think the best thing to do would be to have the distribu-
tors and wholesalers before us and ask them the particular question.

Mr. MAcCRASEY: Mr. Chairman, do I need to put it in the form of a motion,
that the accountant be instructed to verify the actual effect of the sales tax?

The CHAIRMAN: I am sure the accountant has listened to what you said and
will be quite willing to discuss the sales tax with the Committee.

Mr. OrLIKOW: I would just like to say, Mr. Chairman, that I agree with Mr.
Mackasey, probably for the first time since these hearings were set up.

Mr. Mackasey: Even the most dense brain can be penetrated.

Mr. OrLIKOW: Possibly.

Mrs. RIDEOUT: Whose brain are you referring to?

The CHAIRMAN: Are there any other questions?

Mr. BLARELY: Mr. Chairman, I am a little confused because I am not quite
sure which section we are dealing with.

The CHAIRMAN: We are really on 6.2 but we have spread into 7.1 because
the two are related to one another.

Mr. BLARELY: Well, I have a question which relates to 6.5 but before I get
into it, with reference to the previous speaker, I think there was a time limit

put on his request which was between now and the next meeting which is
Thursday.

Mr. MAckAsEY: Well, I think that is a 15 minute exercise in elementary
arithmetic. If you take 100 per cent and add 60 per cent to it you end up with
17. something. It has to be charged somewhere because it is in something and it
has not got lost on the street anywhere. It may be buried in many steps from
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fche manufacturer to the consumer but in the final analysis it is there because it
is charged at the source.

Mr. OrRLIKOW: I do not think we should spend much time at it, neither do I
not think we should insist that our accountant have the answer in two days.
This is one of the few, if not the only specific question, we have been asked to
consider, the effect of sales tax on the price to the consumer, and I think the
accountant should do a first class job on that. If he cannot do it by Thursday,
then he should do it later. Certainly, when the government asks us to look at a
specific matter we should look at it and report on it before we finish.

The CHATRMAN: I will discuss this with the accountant and we will come to
a suitable agreement.

Mr. TURNBULL: We have calculated in here, as you know, that the delay in
the abolition of the federal sales tax, has according to our calculations, cost the
Canadian public over $14 million prescription dollars in 1964.

The CHAIRMAN: I think Mr. Benson used the figure $19 million for this
year, but your figures are for 1964 are they not?

Mr. TuRNBULL: Right.
The CHAIRMAN: Mr. Benson’s were for 1965.

Mr. BLAKELY: Mr. Chairman, on item 6.5 at page 7, the comments I have to
make here also apply to page 11, item 7.11. I think we could refer to paragraph

6.5. It is stated here:
“Subsidization of prescription service by commercial transactions is
well illustrated in the Survey”.

I have to confess that this conclusion is not apparent to me from review of

the information submitted to us, and particularly taking into account the
statement upon which the conclusion appears to have been reached. Again, I
quote :
“Within each sales category, total expenses grow with prescription volume”.
From the results of the 1964 survey which I believe would be Tables 21 to 26 in
the green pages, I suggest a strong case can be made for this last statement,
although if you look at it in depth you will also notice that there are sgles
categories where expenses remain relatively unchanged, even though there is a
significant increase in volume of prescriptions. However, my point is that even
accepting that total expenses do grow with prescription volume, I suggest, Mr.
Chairman, it does not automatically follow that prescription services are
subsidized by commercial transactions. You cannot look at the change in
expenses without also looking at the change in the rate of gross margin. If you
are to do this, in the tables I mentioned, you will find that within each sales
category that while total expenses do grow with prescription volume, so does
gross margin and at a higher rate.

Mr. TurNBULL: No, I am sorry, but the tables do not illustrate that. The
tables, in many instances, are the reverse of that. However, even where the
gross margin may increase, the expense part, the cost of providing .tl.le Jocal
service, the cost of renting from a local landlord and hiring a 10(_:a1 individual to
do this work, is much higher in relation to those that have a higher volume of
prescription revenue, even though their gross may increase.
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Mr. BLAKELY: Mr. Chairman, in support of the point I was making, I can
illustrate this in every one of the categories, but just taking one, dealing with
the same one you dealt with, Mr. Turnbull, in paragraph 6.5 which, incidentally,
I think has an incorrect reference. The sales category of $125,000 to $150,000
comes from table 24 not table 23. The percentages you quote there, come from
table 24 and the sales category you indicate comes from table 23. If you refer to
table 24, you will find that in the lowest category, that is, the lowest volume,
where prescriptions are 12.9 per cent of total volume expenses are 27.2 of total
sales. If we go over to the highest, where the prescription volume is 42.9 per
cent of total, we will find that there, Mr. Turnbull, the expenses are now 33.6
per cent of sales.

Mr. TurNBULL: Correct.

Mr. BLakeLy: First of all, that is a difference of 6.4 per cent, as you stated.
However, if you go to the gross margin, for the same two groups of figures you
find that the change is from 30.8 to 38.2 which is 7.4. It is at a higher rate, sir.

Mr. TurRNBULL: Correct.
Mr. BLARELY: So it does not—

Mr. TURNBULL: Here we have a situation, of course, where the first category
to which you referred is writing 10 to 20 prescriptions a day; in other words,
probably an individual operator in a fairly small community with a wholesaler
doing the majority of his warehousing for him. As a consequence he is paying
slightly more for that particular service. In the other category, there are over 40
prescriptions a day, I would suggest well over 40, where he is buying direct and
getting a better gross mark-up, doing his own warehousing and paying for it.
He has had to hire professional staff over and above his own capabilities to
maintain the legislative requirements pertaining to pharmacy practice. You will
notice that the greatest difference is in the 8.6 and 15.0 as opposed to 6.6 and
11.63 in the salary categories; in other words, the salaries required by profes-
sionally trained individuals.

Mr. BLARELY: I do not agree with the conclusion, Mr. Chairman.

Mr. TurNBULL: In your study, sir, I would direct your attention to the more
elaborate discussion of this as we presented it in our brief to the Hall
Commission. We indicated the position of the individual who might have to get
along in a small community on prescription revenue only, and 27 per cent of
$130,000 is around a $34,000 to $35,000 gross. I do not think he would live too
long as he would not eat too well.

Mr. ISABELLE: Just one question, Mr. Chairman: it is too bad Mr. Orlikow
has left but Mr. Clancy is here. The drugstore business is regressing in the west,
maybe you should move east. I have a question here. Maybe you can comment
on this. How is it that in the Ottawa area, if you give a prescription of 50, for
Librium, 10 milligrams, if you go to a normal pharmacy the price will range
from $6 to $7.85, and if you go to a shopping centre where they employ a
pharmacist the Librium, 10 milligrams by the 100 will cost $7? You could go
this afternoon and see the prices.

Mr. TURNBULL: I have no comment on this, other than what I said earlier.
Each individual, be it you or I, knows the value of their own particular services
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and the monetary value they wish to place on their services. I do not know how
the shopping centres operate. I do not know whether they provide a standby
emergency service on a 24 hour basis. I do not know how these other people
might price. As a matter of fact, looking at that price—maybe I should not say
this—I would seriously question that you are getting Librium at $7 a hundred.
and I said Librium.

Mr. ISABELLE: When you are talking about services from a drugstore are
you including professional fees and things like that?

Mr. TURNBULL: Most certainly. The individual pharmacist has a tremendous
obligation to his community. I would suggest with respect that some of the
larger installations, many of which do not have a telephone, do not provide a
prescription copy, do not provide any emergency care service hours. The
pharmacist is acting as a technician and a technician only for the purpose of
counting out tablets or pouring out a liquid. There is no pharmaceutical service,
as we deem it necessary, in these particular shops. The laws of our land say
they shall stay in business and it is probably a good thing; competition is a good
thing.

Mr. ISABELLE: Mr. Chairman, may I point out that if we discuss the price
of drugs here we are wasting our time. I think the problem which is more
important than the price itself is the whole organization of the pharmaceutical
industry which should be looked into. The Hilliard Report which was tabled in
the House of Commons on May 12 is one of the best reports that has ever been
presented. If the Food and Drug Directorate does not have the power to
implement the recommendations of the Hilliard Report, then we are working for
nothing here. This Committee will go nowhere because these recomendations
are the only ones which will bring about, in the long run, the lowering of the

cost of drugs. This is my feeling.

The CHAIRMAN: This Committee will be going into all aspects of this. qu
list of witnesses is very extensive and we hope we cover every aspect of this
field.

Mr. BLAKELY: Mr. Chairman, I have a few questions. I do not think they
will take very long as they are really for clarification.

Mr. Turnbull, the statistics you have on item 7.5 at page 9 to'which
reference was made earlier, appear to have come also from table 24, is that

correct?

Mr. TurnBULL: Correct.

Mr. BLAKELY: These statistics represent something like 42 pharmacies. I am
not quite clear as to the reason these figures were chosen. Is it because you feel
this is more typical of the industry?

Mr. TurNBULL: No. As I stated, it can be realistically assumed that. a
pharmacy having 43 per cent prescription volume probably gained a substantlgl
portion of the balance of its $129,500 gross revenue from items which l?y t.helr
nature are necessarily and/or legislatively restricted to pharmacy only d1§tr1bu-
tion such as prescription accessories and related items. These constitute a
comprehensive total community pharmacy service and hence the breakdown of
the consumer’s dollar for services and goods. Here we are talking of the
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pharmaceutical dollar. We do not believe that statistics exist at any level
related specifically to the prescription dollar and its breakdown. We agree that
a fifty-fifty apportionment occurred at the retail community level. Fifty per
cent represents ingredient costs, and in that ingredient cost are many factors
such as this $14 million federal sales tax. Fifty per cent represents the cost of
providing a local service. We cannot break down that 50 per cent in relation to
this 38 per cent, because there are so many items, such as the pharmacist’s
direct expenses related to a prescription; the salaries; the spoilage; the delivery
cost; depreciation and interest and the indirect expense such as rent, power and
telephone.

The place needs a telephone if it is a drugstore per se or if it is just a
pharmacy. So how much do you apportion to them. This is why we say there
are no existing statistics at any level of distribution which can be directly
related to the prescription dollar.

Mr. MACKASEY: Mr. Chairman, surely this problem is no different from any
other store that has departments; for instance, Simpsons, Morgans, they have a
way of knowing the value per foot of floor space, everything is costed this way.
Every department has a different mark-up. How many outlets are there in
Canada which are devoted purely to the dispensing of drugs?

Mr. TurNBULL: How many devoted purely to the rendering of phar-
maceutical service? There are some 5,000 retail pharmacies in Canada, and I
would suggest there are no more than 12 to 15 pharmacies in Canada devoted
exclusively to dispensing.

Mr. MACKASEY: Have you the statistics pertaining to these 12 or 15?

Mr. TurRNBULL: No; we have them from two but we do not believe that two
are sufficient.

Mr. MackAsEY: Well, why have you not got them from 15? Is it voluntary—
Mr. TURNBULL: Oh, yes. We do not have an arm on these people—

Mr. MackRASEY: You say there are 5,000 and you are asking us to presume
that a very small sampling is indicative, or descriptive of the 5,000 outlets?

Mr. TuRNBULL: Yes, because this is information that we have been gather-
ing now for some 24 consecutive years. It is not something we went out last
month and picked up. All the surveys have shown the gradual progression in
each of these tables. None of this has just suddenly happened. We have got this
information over a period of years.

e MI‘..MACKASEY: What Mr. Turnbull is saying is that the drugstore, because
it is selling drugs in one corner and silk stockings in the other, has no particular

way of knowing precisely the income from each section. This is hardly
believable.

Mr. TURNBULL: No, I am not saying that Mr. Mackasey. I am saying that
the available statistics we have here, and which are published, are possibly the
most accurate that can be obtained in relation to the rendering of a phar-
maceutical service with a minimum of these other activities.

Mr. MACK'ASEY: You say they are the most accurate available. What you are
really saying is they are the only ones available? The thing is you cannot vouch
for their aceuracy because you have nothing to compare them with?
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Mr. TurNBULL: Oh, I do not know. There is a group called the American
College of Apothecaries which is composed basically of pharmacies throughout
the states, shall we call them professional pharmacies, with a very small amount
of the other activity going on. Our statistics presented here compare very
favourably with their statistics. As a matter of fact we have, if anything, erred
on the professional side, as opposed to this information.

Mr. MACKASEY: Has any effort been made here to break down the
proportion of fixed cost, fixed overhead, indirect cost, direct overhead to volume
coming out of one department as opposed to another?

Mr. TURNBULL: Yes; although they are not used in this brief because they
are not a published statistic and at the moment they are still confidential. How-
ever, a very extensive study was done in one of the provinces for some of its
negotiations with a provincial government. We made reference to that in our
study which led up to the use of these figures. When that study is published I
think you will find these figures do pertain and that study does go into depth on
these direct and indirect expenses and apportions them. For example, it shows
that the Canada pension plan is going to influence the prescription dollar by
one-fifth of a cent.

Mr. MACKASEY: Mr. Turnbull, you mentioned the median gross sales, as
opposed to the average gross sales, as being $112,000. What percentage of that
$112,000, what volume of that $112,000, could be directly attributed to the
sale within the drug store of products other than what are considered phar-
maceuticals?

Mr. TURNBULL: I believe, without digging it out, 24.6 per cent was due to
prescription receipts. I would have to search through this to come up with that
figure.

Mr. MACKASEY: Well, about 75 per cent of the drugstores’ business today is
directed to other than the filling of prescriptions.

Mr. TURNBULL: But not to other than the items which come within this field
of pharmaceutical services. The items, which by their very nature, must be so.ld
only in a pharmacy. Here let us refer to your codeine preparations and cer_tam
of the cough preparations and so on. These not only have to be sold in a
pharmacy but an individual would be very foolish to pull these off the

supermarket shelves.
® (1:00 p.m.)

The CHAIRMAN: Gentlemen, it is now after one o’clock and it is obvious that
we are not going to get through this brief at this sitt.ing. However, the
Committee does have authority to sit while the House is s1tt1ng but‘ I under-
stand that the business of the House this afternoon is a topic which will engage
many of the people here. It just is not the same problem.

Mr. MACKASEY: What is the business?

The CrATRMAN: I understand the House will be debating today the health
resources fund, and there are many people in the room who have already tolid
me they would be unable to attend this afternoon because they‘want tp ’ga e
part in the debate in the House of Commons. Therefore, I take it that if it 1s
agreeable to the Committee and to Mr. Turnbull, we will arrange another
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sitting at a later date in order to finish the brief. A sitting this evening would be
unreasonable for the same reason it is unreasonable this afternoon.

Mr. MACKASEY: Mr. Chairman the best part of the brief is still to come;
there is reference here to generic and to hospital—

The CHAIRMAN: As I pointed out, unless we are prepared to cover these
briefs with a great deal more speed than we have to date we are not going to
make very much progress.

Mr. MacDonNALD (Prince): Mr. Chairman, I think in view of the fact the
Chair should, perhaps, be a little more ruthless in keeping us to the areas being
discussed in order that we do get through this in good time.

The CHAIRMAN: When the problems are related in one way or another it is
difficult to pin down the questions.

Mr. MAcKASEY: Such an elaborate brief deserves more than two hours of
our time, Mr. Chairman.

The CHAIRMAN: I would suggest that Mr. Turnbull and I make suitable
arrangements and that we call the meeting again at a later date. On Thursday,
at 3.30 in the afternoon we will meet to hear the beginning of the presentation
from the Pharmaceutical Manufacturers Association of Canada. I hope by then
everybody will have read the brief.
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The Special Committee on Drug Costs and Prices met this day at 3.45 p.m.
The Chairman, Mr. Harry C. Harley, presided.

Members present: Mrs. Rideout and Messrs. Asselin (Richmond-Wolfe),
Brand, Chatterton, Enns, Harley, Howe (Hamilton South), Howe (Welling-
ton-Huron), Hymmen, Isabelle, MacDonald (Prince), Mackasey, O’Keefe, Or-
likow, Patterson, Prud’homme, Rynard, Tardif, Yanakis (19).

Also present: Mr. Matte, MLP.

In attendance: From The Pharmaceutical Manufacturers Association of
Canada: Dr. Wm. W. Wigle, M.D. of Ottawa, President; Mr. Robert F. Daily,
Chairman of the Board of Directors and Vice President and General Manager,

Smith Kline and French Inter-American Corporation; Mr. E. Glyde Gregory,

Vice-Chairman of the Board and President, Ayerst Laboratories; Mr. Harry D.
Board and President, Abbott

Cook, Immediate past Chairman of the :
Laboratories Ltd.; Dr. Peter C. Briant, Vice Dean and Director, School of

Commerce, McGill University; Dr. Arthur Grieve, Director of Quality Control,
Ayerst Laboratories, all of Montreal; Mr. Gregory J. Gorman, Barrister; Mr.
Gordon F. Henderson, Q.C., Patent Attorney, both of Ottawa; Mr. Peter How-
sam, Vice-President and Gen. Mgr., Warner-Chilcott Laboratories; Mr. Fred R.
Hume, Q.C., Barrister, both of Toronto; Mr. Roger Larose, Vice-President, CIBA
Company Limited, Dorval, Quebec; Dr. Brian Stewart, Director, Pharma-
Research Canada Limited, Pointe Claire, Quebec, and Mr. Guy Beauchemin, of
Ottawa, Executive Secretary.

Also in attendance: Mr. W. J. Blakely of
Committee; and Mr. A. M. Laidlaw, of Ottawa,
mittee.

The Chairman introduced Dr. Wigle who, in turn,
of the delegation.

Dr. Wigle read a pref

Kingston, Accountant for the
Legal Counsel for the Com-

introduced the members
atory statement, a summary of the brief, and the

recommendations of the Association relating to the cost of drugs.

On motion of Mr. Enns, seconded by Mr. Asselin (Richmond-Wolfe),
Agreed,—That an abstract of the submission prepared by PMAC be printed
as part of today’s proceedings and that Appendix <4 e submission be
printed as an appendix to the proceedings. (See Appendix “A”).
On motion of Mr. MacDonald (Prince), seconded by Mr. Isabelle, '
Resolved (unanimously),—That the Committee seek permission to reduce its

quorum from 13 to 10 members.
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Agreed that each member be limited to 10 minutes when questioning a
witness.

Dr. Wigle was examined on different sections of the brief; Messrs. Hume,
Larose, Briant and Beauchemin also supplied information.

At 5.45 pom. the Committee adjourned to 11 a.m. Tuesday, June 21, to
resume study of the submission of PMAC.
Gabrielle Savard,
Clerk of the Committee.
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e (3.45 p.m.)

The CHAIRMAN: Gentlemen I think we could start our hearing this after-
noon. There is no correspondence at the present time. I may interrupt the
testimony later on to ask for a motion but at the moment we will listen to the
brief presented by the Pharmaceutical Manufacturers Association of Canada. As
most of you probably will remember, representatives of this association will be
before the committee for the next three sittings of this committee, on Thursday
afternoon at 3.30 and Tuesday morning at 11 a.m. They are rather unusual
hours but this is the wish of the committee. I would therefore, introduce Dr.
Wigle, the President of the Pharmaceutical Manufacturers Association. There
are certain portions of the brief that Dr. Wigle wishes to read. I think we might
have questioning after each section of the brief; the portions to be read are
actually a very small part of the brief. Then it is our hope in kt?eping with what
we have done with other briefs that we will study them one section at a time.

Dr. WM. W. WiGLE (President, Pharmaceutical Manufacturers A§sociation
of Canada): Thank you very much, Mr. Chairman. It is my understanding that I
have your permission to remain seated?

The CHAIRMAN: Most certainly. Of course, that goes for everyone in the
room. This is completely informal.

Mr. WicLE: First of all, Mr. Chairman and members of the committee, I
would like to say this climaxes a couple of years of preparation and hard wo1:k
in anticipation of presenting the story of the pharmaceutical manufacturers in
Canada to your committee. Indeed, it is a pleasure and an honour for us to be

here today.

Before I begin I would like to introduce the members of our delegation who

are here to support me with special knowledge in those areas, W}}ich are very
numerous, with which I am not familiar myself. I might quickly point them out,
starting at the far end, Dr. Brian Stewart, who is i1.'1 full time research; Mr.
Harry Cook who is the president of Abbott Laboratories; Mr. (}lyde Gregory‘ of
Ayerst Laboratories; Mr. Guy Beauchemin who is a phgrmams.t and executive
secretary of our association; Dr. Arthur Grieve who is in quality control.; Mr.
Peter Howsam who is vice president and general manager of Warner-(%h;lcott;
Professor Peter Briant from McGill University, our consultant economist; Mr.
Gordon Henderson, patent consultant; Professor Larose of CIBA; Mr. Gregory
Gorman our legal consultant and patent consultant also; Mr. Fred Hume, our
official legal consultant, and the Chairman of our Board of Directors, Mr. Robert

Daily of Smith Kline and French.
93
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Mr. Chairman, with your permission I would hope that you might indulge
us while I read the section of the brief which is marked as preamble and briefly
run through the summary indicating the sections into which we have broken the
brief, look at the introduction and then summarize our recommendations.
Following that we would hope to be able to answer questions.

My colleagues and I in PMAC have addressed ourselves to the question of
the present level of drug prices in this country. We gave long and careful
consideration to the peculiarities of ethical drug manufacturing that make this
industry unique of its kind. Our deliberations, on the evidence adduced in the
main body of this brief and documented in the appendices, impelled us to the
fundamental conclusion that the cost of drugs to Canadians is fair and reasona-
ble. The plain fact is that if we consider the 7eal cost of any product or
service—the hours of labour necessary to earn the money for the purchase—we
find that Canadians come off well in terms of the pharmaceuticals necessary to
our national health and well being. A Canadian citizen is obliged to work fewer
hours than the peoples of most other countries for the ethical drugs needed for
the maintenance of his and his family’s health.

Our recognition of this fact, however, has not deterred us from exploring
every conceivable means of reducing the prices of pharmaceuticals to Canadi-
ans. As good corporate citizens, our member companies have expressed their
willingness to work with responsible government authorities in seeking sensible
means of lowering drug costs and prices to the people of Canada, along the lines
suggested in the principles advanced by the Association and outlined in the
body of this brief. And as sound business people, the chief executives of our
member firms are well aware of the advantages that can accrue to any company
able to pare its costs and its prices in a highly competitive industry. But there
are stern realities that must be faced by any company doing business in Canada,
as well as certain characteristics of drug manufacturing that must be carefully
considered. I should like to review these briefly for the Committee.

First of all, the costs involved in the producing of pharmaceuticals tend to
be higher than they ordinarily would be because of the need for building
quality into the product through every stage in the manufacturing process. The
reasons for this should be obvious. It is not simply a matter of building a better
mousetrap; it is in fact a matter of safety. Within the past three decades the use
of pharmaceuticals has loomed ever larger in the practice of medicine, and the
drugs themselves have become more and more potent and complex. The high
costs of quality control necessary to ensure the availability of drugs that are of
the required safety, strength, and therapeutic effectiveness influence every facet
of the manufacturing process. Because we are, after all, concerned with
supplying the means to relieve human suffering and to treat and to cure those
conditions that have plagued mankind over the centuries, we must continually
pay a premium to make sure that our products perform these functions. Any
company that cuts corners on the matter of quality control does so at its peril.

I am reminded at this point, Mr. Chairman, of an observation which we
have not made in the brief, in my opinion, as often as we might; that our
previous submission to this committee on safety, we believe, is fundamentally
linked with this problem of costs because the two cannot be divorced.
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Our distribution costs are far higher than we like them to be. This is, of
course, partly owing to the geographic facts of Canadian life. High quality
pharmaceuticals must be readily available to all physicians no matter where
they may be practising in Canada, to all hospital dispensaries, and to the vast
network of pharmacies that serve a great and thinly-populated country. The
costs associated with controlling the distribution of fragile and, in many
instances, perishable, pharmaceuticals are real enough for any manufacturer,
but to those must be added the record-keeping costs of the increasing number
of drugs that the physician now has at his disposal.

Our costs of marketing are high. This is a matter of concern to the
members of our industry and to me personally. But this is one aspect of the
industry’s economics that is most difficult to control. Our member companies do
not advertise to the general public; they inform the medical profession of the
availability of new pharmaceuticals. And while introductory and reminder
advertising in professional publications make up a sizeable item in the marketing
budget of every drug manufacturing company, by far the heaviest marketing
expense that must be borne is the cost associated with sending highly-trained
professional representatives into the field to make our medical people aware of
the existence of new drugs, of their indications and contra-indications, of their
side effects and therapeutic potential. We would like to reduce these costs and
we will propose a recommendation to this effect presently, among the other
recommendations we are prepared to make to this Committee.

But the greatest concern, without question, is the matter of pharmaceutical
research and the patent position of the pharmaceutical manufacturer in Canada.
This is a research-based industry that spends internationally something in the
order of half a billion dollars a year to provide us with the new life-saving
drugs that have in the past two decades all but revolutionized the practice of
medicine., Better than ninety per cent of the drugs prescribed today were
unavailable twenty short years ago. And yet the irony is that some of the
life-saving and curative pharmaceuticals that I have the privilege of prescribing
today will never earn a dime for the companies that developed them. There are
a couple of searching reasons for this state of affairs. In the first place, some of
these discoveries have been products of other intensive research programs,
results, as it were, of a total research activity. In this instance the man in the
street gains because our companies give these drugs that cure rare diseases to
our doctors and hospitals either at factory cost or free of charge. And again, the
company that spent perhaps $5 million developing a new drug may not fully
recover its investment if, after developing the new product and creating a
Canadian market for it, an imitating company infringes its patents or secures a
manufacturing licence for a token royalty. And this, it seems to me, is the nub
of the problem that faces Canada at the present time. In recent years the Hall
Commission and the Restrictive Trade Practices Commission have suggested
that the abolition or sharp reduction of patent protection is a necessary move to
reduce the cost of prescribed drugs. I can think of no more misguided step
for the government of this country to take. Canada can not have a free ride.
If we stand to one side and wait for the United States or Europe to develop new
drugs with the notion that we will then import them, we may wind up paying
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more than we should for questionable products and we will wait longer to
receive them. We must pay our way. The cost of pharmaceutical research is a
fact of twentieth century life.

We have, perhaps, devoted what might be considered a disproportionate
amount of time to consideration of the patent position of this industry. In my
judgment it is called for. Our patent laws should encourage swift and full
disclosure of new pharmaceutical developments. And it should reward those
companies or individuals that are willing to invest time and huge sums of
money in Canada’s medical future. At the present time one large international
pharmaceutical company, Ayerst, McKenna and Harrison, under the name of
Ayerst Laboratories, is doing all of its continental research in Montreal. Other
companies, for example, Pharma-Research Canada Limited, Bristol Laborato-
ries, Smith, Kline & French and Warner-Lambert have built new laboratories
in Canada to continue this trend. Still others of our member companies have
begun to expand their research facilities. But if this trend is to continue, we
must foster the incentive that gave rise to it in the first place. Above all, we
must not set up conditions that would destroy that incentive. The cost of drugs,
whether we like it or not, is very closely linked to the maintenance of
laboratories that will provide new drugs. If Canada is to do its share in helping
to establish new beachheads in the eternal conquest of disease, it must foster
the conditions that will enable the drug industry to grow and flourish in this
country and throughout the world.

We have some recommendations to make. They are not startling, but they
will, if adopted, reduce the cost of drugs to Canadians without damaging an
essential industry. Our principal recommendations are these: abolition of the
federal sales tax on prescription drugs; a wider availability of drug insurance to
prevent catastrophic drug expenses during medical emergencies; and the estab-
lishment of an independent source that would provide doctors and pharmacists
with accurate and up-to-date information about pharmaceutical products and
their prices. And because of the vital importance of safety and reliability of the
drugs Canadians receive, we make the further recommendation that a properly
qualified tribunal be established to decide the merits of compulsory licence
applications from would-be secondary manufacturers. If we are to reduce the
cost of drugs, we must not do so at the expense of the very health of the
industry itself or to the hazard of the consumer.

I should like to close my remarks with two thoughts that I believe are
worthy of this Committee’s consideration. The first is that during my years with
the Ontario Medical Association and the Canadian Medical Association my
greatest preoccupation was with the quality of the medical care being received
by Canadians. I am more convinced than ever now of the vital link between
high quality pharmaceuticals and effective medical care. And I wish that during
those years I had been aware of the problems that beset this industry and the
dangers that threaten therapeutic advances. Mr. Chairman, I, as a physician,
feel that the one thing that has compelled me to work with the pharmaceutical
industry and I must emphasize this, is not for its economic survival per se but
because I am firmly convinced that therapeutic advance, the best chance of new
cures for arterial sclerosis, cancer, multiple sclerosis and all those things with
which people now suffer, is to have a continuing, productive, thriving phar-
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maceutical industry. The fundamental products in the past 30 years have come
from that .industry, much more than I and many other physicians ever realized.
I had no idea that 57 out of 66 of the most commonly prescribed drugs today
came from the industry while I was practising and prescribing them.

And finally, my investigation of this industry has convinced me that the use
of thg products of responsible, research-oriented drug makers is a positive
contribution to new cures, remedies, and disease prevention. In almost every
study we look at in relation to the safety, effectiveness and purity of drugs, we
?each .the common conclusion that the greatest guarantee of quality rests in the
integrity of the manufacturer.

With these thoughts, Mr. Chairman, our brief is respectfully submitted.

) Now, as I had indicated I would like to run through the summary, the
introduction and the recommendations, with your permission.

; The CHAIRMAN: May I interrupt you for a very simple technical reason of
Whlqh all the committee members are aware. First of all, the question of what
portlpns of the brief should be reproduced in the printed evidence of this
meeting was discussed at the last meeting. I would suggest we print an abstract
of the submission of this association as part of today’s proceedings.

It is much shorter than the brief itself, consisting of 37 printed pages.
Agreed.
The abstract is as follows:

INTRODUCTION

The Pharmaceutical Manufacturers Association of Canada, a non-profit
organization whose 57 member companies account for more than 85 per cent of
the pharmaceuticals made and sold in Canada, is presenting this brief as
an evaluation of the factors underlying the present level of drug prices in
Canada. It is PMAC’s contention that in a country that has attained the general
standard of living of Canada, no citizen should go without needed medication
because he cannot afford it. Our brief, therefore, concludes with certain recom-
mendations which, we believe, will help ensure that every Canadian is able
to obtain the drugs prescribed by his physician, and that these drugs meet the
highest standards of safety, reliability and therapeutic effectiveness. We would
caution against any consideration of drug costs which divorces them from these

three essential qualities.

The prescription drug industry has its own significant characteristics: its
customers do not themselves decide what products they are to buy or how much
the purchase will cost them; demand for prescription drugs is influenced
Primarily by the incidence of illness and demand is relatively unresponsive to

the industry is composed of strongly competitive companies
onsibility in the conduct of

level of fixed costs (e.g
borne even in the face of a
ducts are available
be expected from

changes in pricing;
whose products call for a high degree of resp
competition; these companies must meet a high
research and informational services) which must be
decline in sales revenue; companies must ensure that all pro
on a national basis, even though only limited revenues can
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many that are used for rare illnesses; and the industry is subject to a growing
body of government controls that add to the operating costs of the drug
companies.

The Canadian drug industry cannot be considered in isolation, for it is an
international one. Moreover, it is a young evolving industry created by the
research discoveries of the past 30 years.

The tremendous expansion of the drug industry in Canada as elsewhere in
the world stems from the beneficial flow of new drugs, which in turn has at its
source an intense, sustained effort in basic and applied research, based on
international cooperation between universities, hospitals, government and in-
dustry. It is the function of industry to turn the discoveries of research into
drug products of therapeutic value.

“The dynamics of progress in the drug field,” in the words of the Hall
Commission Report, “are illustrated by estimates which indicate that 90 per cent
of the drugs prescribed in 1960 were introduced in the previous two decades.”
But this lesson will be of only academic significance unless it influences the
policies which shape the future. Very great challenges remain; they will be
overcome only with the massive dedication of all resources. The major drug
companies, for instance, are continually increasing their investment in research
and development, even though this is yielding fewer new products. Although
the cost of research is only one element in the total cost of prescription drugs, it
is an important one. Further, only companies operating at a risk-related profit
can afford the commitment to an uncertain future which maintenance of a
large pharmaceutical research establishment demands.

This research activity has paid large economic and social dividends through
the control of formerly fatal diseases and through the savings to the community
which arise from the use of drugs to combat mental illness.

The contribution prescription drugs have made to the national economy is
well evidenced in the savings in productive time for millions of Canadians who
otherwise would not be able to work or take care of their families, and the
savings in hospital facilities and professional care. The present health care
structure is, in fact, built on the ready availability of reliable pharmaceuticals.

Responsible citizenship on the part of our member companies demands
wholehearted cooperation with those administering the laws of the country. In
this spirit our scientists and technical people have collaborated with the Food
and Drug Directorate in the elaboration of many regulations bearing on
standards for both manufacturers and particular products. We have consist-
ently supported the strengthening of the Directorate, and put forward the
concept of registration to assist the Directorate in enforcing its standards.
Representatives of our Association serve on the Drug Advisory Committee,
appointed by the Minister of National Health and Welfare.

Nevertheless, as a competitive industry in a free enterprise economy, we
are concerned to defend what we believe to be the freedoms essential to our
efficient operation. To serve the people of Canada properly, we must be able to
conduct our business realistically and to make a fair profit.

A. sense of practicality should determine the allocation of responsibilities to
agencies of government. They have important regulatory functions. They can also
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assist greatly in obtaining and disseminating scientific and technical information.
However, it is most undesirable that government become the final arbiter of
therapeutic efficiency, or infringe upon the physician’s professional rights and
responsibilities.

BREAKDOWN OF THE PRESCRIPTION DOLLAR

Out of every prescription dollar, on the average, 371 cents go to the
manufacturer. The remaining 62} cents are required for distribution through the

retailer and wholesaler and to pay the federal sales tax.

EcONOMIC STRUCTURE OF THE DRUG INDUSTRY

For the 41 reporting companies in 1964, sales of packaged human phar-
maceuticals amounted to $110,465,396, not including proprietary or patent
medicines. It is estimated that total sales of packaged human pharmaceuticals
of all PMAC members amounted to $136,000,000. Of this amount, approximately
70 per cent was distributed through retail pharmacies.

Market surveys show that no single company holds as much as six per cent
of the Canadian pharmaceutical market. It is significant that in the three largest
classes—antibiotics, hormones, vitamins and nutrients—no single company has as
much as 21 per cent of the market, and that only in five of the 24 therapeutic
classes into which the market is divided does the share of the top company
exceed 40 per cent.

Our brief to the Hall Commission, submitted in May 1962, reported
that approximately 83 per cent of the prescription products sold in Canada
were manufactured here, the remaining 17 per cent being imported. It

_has not proved economica asible to develop a pharmaceutical chemical
industry itself, primarily because of the limited size of the 3

Pharmaceutical companies in Canada have developed principally to serve
the domestic market, and at present few of them are exportive. Certainly it
would encourage exporting activity if conditions in Canada fostered a more
comprehensive manufacturing operation, including the manufacture of active
ingredients.

The pharmaceutical industry, which has expanded steadily in recent
years, makes an appreciable and growing contribution to the national economy.
Our 38 reporting companies had 6,098 employees in 1964, and the total
employment is estimated at something over 10,000. It is interesting to note that
of the total employees of those companies reporting, approximately 25 per cent

are university graduates.

purchasers of goods and services in Canada. In
e of $107,790,000, materials purchased
for about $22,215,000, the remaining
d investments made in Canada.

Companies are substantial
1964, out of a reported final sales volum
abroad and other payments accounted
$85,575,000 being represented by payments an

Profits in the pharmaceutical industry are consistent with the risks in-
volved. This is a research-based industry in which progress resultg from
vigorous and sustained competition. According to a review of profit ratios for
1962, published by Canadian Manufacturers Association, profit as a percentage
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of sales for all manufacturing before taxes came to 7.6 per cent; this included
severally chronically or temporarily depressed industries. Pharmaceutical prep-
arations were listed as 11.4 per cent. Manufacturing industries earning higher
profits were: soft drinks, alcoholic beverages, pulp and paper mills, engraving,
stereotyping and allied industries. Total operating earnings before taxes re-
ported by the 41 companies replying to our 1964 survey was 10.8 per cent on
sales. Profit after taxes was 5.2 per cent. Relating earnings to the resources
employed by our 41 reporting companies, the rate of return for the industry
amounts to 15.6 per cent before taxes and 7.6 per cent after taxes which would
seem to be in line with results for other industries.

Research has been one area where pharmaceutical manufacturers located in
Canada have been singled out by the Hall Commission. Its report questioned the
value of the reported earnings of the Canadian drug industry because subsidiar-
ies are being charged for research done by parent companies. We would like to
state that although 37 of our members which answered a question on this
subject reported that they spent in 1964, $5.5 million in research in Canada and
were charged $1.5 million by their parent companies for research done in their
behalf, our members have at their disposal the results of over $400,000,000
spent in research by the total world pharmaceutical industry.

The average annual rate of investment over the five-year period 1960-64
was 9.3 per cent. In every year plant investment exceeded the depreciation
charged during the year.

The members of our Association responding to annual surveys report that
over a five-year period 1960-64 they paid excise and sales taxes of $43,783,000
and income taxes of $41,712,000. Their net income over the period totalled
$43,781,000, of which $21,053,000 were paid in dividends. Thus for every dollar
earned, the companies paid two dollars in taxes; and for every dollar paid in
dividends, the companies paid four dollars in taxes.

THE CosT oF DRUGS TO CANADIANS

It has been widely maintained that the cost of drugs to the Canadian
consumer is unduly high in comparison with what is paid in other countries,
this allegation being based on evidence produced before the Kefauver Commit-
tee. These comparisons were made in terms of actual prices, translating the
foreign currencies into Canadian dollars. To present a fair picture, we believe it
is essential that standards of living and earning powers in the countries
concerned be taken into account.

To present a fair picture, we selected 17 major drugs selling in good
volume under their brand names in Canada, according to these criteria: they
represent the most important therapeutic classes; they are the products of a
number of major drug companies; the same products are sold in similar
strengths and dosage forms in other countries. Seven countries were selected
for comparison with Canada, and wage rates of manufacturing employees were
obtained from reliable sources. We then related these wage rates to the selected
drugs and obtained comparisons in terms of labour hours, the comparisons being
worked out both for actual hours of labour and as an index of labour hours,
using Canada as 100. The impact of the federal sales tax was reflected and a
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51mple average was developed for the hours of labour indices. The significant
finding is that most products cost less in terms of labour as the standard of
living rises, and Canadians therefore can buy drugs with less labour than
people in most other countries. Despite the existence of National Health Service
in the UK., the real cost of drugs there is higher than in Canada. In Sweden,
where the standard of living approximates that of Canada, the price to the

retailer is in line with the Canadian price.

DISTRIBUTION AND PRICING

There are various methods of distribution, direct and indirect. Phar-
maceutical manufacturers will normally sell to hospitals and governments
direct, though hospitals on occasion buy through regular trade channels.
Products for retail sales may be sold to pharmacists direct or through a
wholesaler. This also holds true for dispensing doctors.

Larger manufacturing companies frequently maintain warehouses or depots
strategically located in cities such as Moncton, Halifax, Montreal, Toronto,
Winnipeg, Calgary, Edmonton and Vancouver, either operating their own ware-
houses or using the facilities of a warehousing company. To ensure that
drugs are available everywhere immediately or with a minimum delay in a
large and sparsely populated country constitutes a tremendous distribution
problem.

Pricing considerations are many, and they are based on a forecast sales
pattern that takes into account the size and nature of the market, the competi-
tive strength of existing products, and the product’s therapeutic advantages.
Prices will also be influenced by the following factors: the type of therapy for
which the drug will be used; whether the length of therapy calls for price on a
daily cost basis or a price based on the anticipated size of the average
prescription; certain operating costs which sales of all products must cover (e.g.
products sold at a loss or provided at no cost for use in the treatment of rare
diseases); a proper allocation to the companies’ research program; production
costs; and the cost of an effective program of information and promotion.

there is the cost involved in the manufacturer’s policy of returned

Finally,
ufacturing industry in Canada.

goods, which we believe is unique in the man

THE PRICING STRUCTURE

It has been a policy of the Association to refrain from any activity in the

matter of price and the pricing practices of its members.

Our member companies must unilaterally determine their own policy in
this area. Until the enactment of Section 34 of the Combines Act, most
companies established the resale price. Since the enactment of this section, it
has been a common practice in many manufacturing industries to suggest a
retail price. Most pharmaceutical manufacturers have continued the practice of

selling to retail pharmacists at a discount of 40 per cent off this price.
However, some manufacturers have given up this system for “pre:scription
only products” and have adopted a policy of “net” prices to pharmacists.

In contrast to the retail market, there is no clear pricing pattern known to
us for drug purchases by hospitals, institutions and government. Prices here are
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influenced by a number of special considerations and also depend upon the
individual manufacturer’s policy.

There are various reasons for the differences between the price to the retail
pharmacist and the price to hospital or government. Firstly, hospitals do not pay
the 11 per cent sales tax. Secondly, these customers buy in large quantities and
the discounting of bulk purchases is normal business practice, Moreover, it may
be advantageous to the manufacturer to have his product used substantially in
hospitals, so that physicians become acquainted with it, and are therefore more
likely to prescribe it in their own practice.

Finally, the competitive situation will have a strong influence. There is
normal and continual competition within all therapeutic categories, but when
the competition comes from a so-called generic equivalent the original manu-
facturer must decide whether to abandon the hospital or government market or
reduce the price to the level of a competitor who is free of the costs of research
and product introduction and who carries little or no scientific overhead.

THE CoST OF MANUFACTURING AND QUALITY CONTROL

The 1964 statistical survey shows that the manufacturing costs of goods for
human pharmaceuticals is estimated at 32 per cent of net sales. About 10 per
cent of manufacturing costs are expended in quality control activities.

THE CoST AND VALUE OF RESEARCH

Pharmaceutical research is an essential activity of mounting cost that
carries no guarantee of success or profitable return. International expenditures
exceed $400 million a year, and some companies spend millions on a given
project with no result at all apart from the knowledge of what cannot be
accomplished. It is estimated that only one in every 3,000 new compounds tested
will yield a drug of sufficient value to justify its introduction.

Pharmaceutical research is both a cooperative and competitive endeavor.
Fostering the health of any nation requires that the fruits of world-wide
research be exchanged among universities, hospitals, government laboratories
and pharmaceutical companies. On the other hand, it is our strong contention
that a research-based industry develops its maximum potential only under the
spur of sustained competition. In this connection patent laws are valuable since
to obtain a patent an inventor must reveal the facts of his invention. This
information suggests new goals to other researchers and steers them away from
duplication. But-lack of patent protection leads to disruptive secrecy and
discourages investment.

The sequence of research proceeds from the discovery and synthesis of new
chemical compounds through pharmacological testing on animals, identifying
undesirable side effects and toxicity, establishing therapeutically effective
dosage forms, cautious evaluation in humans, followed by intensive human
testing, and culminating in a New Drug Submission to the Food and Drug
Directorate which agency prohibits marketing of the product until it has
issued a Notice of Compliance.

The expenditure required to bring a new drug to the market has been
increasing sharply. This is owing to, among other things, the general increase in
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research expense, the growing complexity of the research, a shift in emphasis
from the treatment of symptoms to the treatment of chronic diseases, as well as
to the more extensive testing requirements of regulatory authorities. The
accumulated data needed to satisfy FDD requirements before limited human
testing may begin often forms a stack of documents several feet high.

The rate of discovery in any research-based industry fluctuates, and the
past few years have seen a marked reduction in pharmaceutical research
productivity. In the United States from 1954 to 1961, the annual rate ranged
from 31 to 63 new products. It dropped to 27 in 1962, 16 in 1963 and 17 in 1964.
in 1965, it rose to 24, due in part to more rapid processing by the regulatory
authorities. A similar pattern can be discerned in Canada.

Expenditures on research and development in terms of net sales in the
pha}rmaceutical industry runs at about three times the average for the manufac-
turing industry generally.

The Hall Commission is critical of the expenditure on research by Canadian
companies on two counts: the amount spent in this country and the amount
charged for the work done elsewhere. Actually, expenditures in Canada have
gone from $2,500,000 in 1959 to $6,500,000 in 1965, and should conditions remain
favourable there is every indication that the present rate of growth will be
maintained in the years ahead. It would be unrealistic to claim that we can ever
be_the authors of the major proportion of the prescription drugs used in this
country, but we can be worthy collaborators in an ‘mm
must Temain an international industry, with the main foci on endeavor in those
countries where the major companies have been long established.

Nine of our members now operate research and development laboratories
in Canada. Further growth can certainly be expected so long as the treatment of
our industry does not preclude the necessary investment.

Scientific personnel employed by the industry on research and development
work have increased substantially in recent years. For instance, the pumber of
physicians employed full-time in research by members of the Association rose
from 12 in 1958 to 45 in 1964. At last count—in 1964—there were 73 Ph. D’s or S.
Sc’s working in company research laboratories, 31 M. Sc’s and 108 B. Sc’s or B.

Phm’s.

This expansion of research activity in Ca
maturity of the country. However, it takes
productive—as much as five to ten years from i
of its first compound. And even the best staffed and
themselves no guarantee of success. Indeed the risks
ing must be directly related to the potential benefits
researchers.

nada reflects the growing scientific
time for a laboratory to become
ts establishment to the marketing
equipped laboratories are of
of any research undertak-
to mankind sought by the

PUBLIC SERVICE PRODUCTS
e international pharmaceutical companies

have developed many products—some of them Hfg-saving—tha‘g are spgc1ﬁcs for
rare illnesses. These products are often made available to physicians either free
of charge or at factory cost. A recent survey of our members showed 18
companies listing 84 products of this type. The cost of these products cannot be
easily determined but their value to Canadians is inestimable.

The research laboratories of th
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MEDICAL INFORMATION AND THE COST OF MARKETING

Our annual statistical survey for 1964, which includes the marketing
expenses for 41 PMAC companies, showed that physicians’ information accounts
for 23.3 per cent of the manufacturer’s sales dollar. Other marketing
expenses, primarily direct selling to the pharmacist, account for 6.6 per cent.
The net result is that the manufacturer’s marketing expenses amount to ap-
proximately 11 per cent of the prescription dollar.

To secure and maintain medical acceptance must be a major part of the
operating costs in this industry. Companies have to ensure that every physician
and pharmacist across Canada is properly informed about their products, and
the fixed cost of the necessary marketing machinery must be borne whether or
not a particular product is commercially successful. Nor do companies benefit
from a mass market. They handle a large number of separate products, many
with quite limited sales volume. In fact, at present in Canada only nine
prescription drug products have an annual manufacturer’s sales revenue ex-
ceeding $2 million.

The geographical and other facts of doing business in Canada must be
faced. We operate across a vast country with a scattered population. Qualified
representatives must be paid salaries on a North American scale. But except for
those who serve in major cities, where there may be a concentration of
physicians in a small area, they cannot hope to maintain a call average
comparable with other western countries. In cases where territories are so
sparsely populated that companies cannot afford to send in representatives, they
must rely on journal advertising and literature to carry essential information to
physicians.

The cost of providing full information and promotion services in'two
‘lie_lgax,aggs is also substantial. This calls for highly qualified translators and the
uplication of relatively short printing runs.

Pharmaceutical marketing is concerned with two related requirements—the
provision of scientific information and the promotion of its products. Ideally,
companies would like to do business successfully by a single, introductory
provision of objective data. But success in this industry means developing
useful new drugs and making them widely available, and this in turn is founded
on competition and enterprise, including effective promotion.

Two characteristics largely fashion our marketing practices. On the one
hand, drug products are numerous, varied, and, increasingly, potent and
complex. On the other, the use of those products is determined by the 20,000
members of the Canadian medical profession. This group determines a phar-
maceutical company’s principal asset: its reputation, both for the reliability of
its products and for thé information it provides about them. Both of these are
subject to control by the FDD, which not only passes judgment on safety and
efficacy, but also approves the basic circular about a product on which all
promotion is based, and which has lately established requirements and stand-
ards for advertising material.

The first purpose of pharmaceutical promotion is to arouse interest in a
new product, because it cannot become widely used unless physicians are
properly informed about it. This requirement is not merely commercial—it is an
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industrial responsibility since delay in informing doctors about new drugs, once
they have received a notice of compliance from the FDD, can well cause
unnecessary loss of life and suffering.

Nor can marketing activity—information, promotion and advertising—be
limited to new products. New information may develop including new indica-
tions or new contra-indications. And companies have found that the market for
even well-established products depends on the maintenance of promotional
flow, a fact of competitive life.

Today there are approximately 8,000 prescription preparations immediately
(or very rapidly) available in this country through any of the 5,000 pharmacies
across Canada. All required drugs are equally available in all hospitals.
Physicians, dentists and pharmacists must be fully informed about them, and as
a result marketing becomes a rather rigid cost for the pharmaceutical company.
Extensive reviews of the purposes and costs of detailing and pharmaceutical
mail, together with journal advertising, are contained in the appendices.

The need has been recognized in Canada by doctors, pharmacists and
manufacturers alike for objective, independent reporting on new products. At
the initiative of PMAC, a committee has been set up to investigate the
development of a coordinated drug information system in this country. Repre-
sented on it are FDD, the Canadian Medical Association, the Canadian Phar-
maceutical Association and the Canadian Association of Hospital Pharmacists. It
is our strong opinion, coinciding, we believe, with that of the medical profes-
sion, that this is a task for an independent professional body composed of
representatives of medicine and pharmacy operating with the support of
government, not a responsibility of government itself. There is, we believe, a
marked danger of the views of an official body being treated as a seal of official
approval or disapproval, and so becoming an undesirable limitation on the
professional freedom of the physician.

Pharmaceutical companies carry out a number of activities included in
marketing expense but not related directly to product information or promo-
tion, although they do have a general marketing purpose—the establishment of
the company in the minds of doctors as a responsible, scientiﬁcally-orl.ented
organization. These include the organization of symposia relating to particular
diseases; distribution of the record of proceedings; and the support of prqus-
sional meetings in various ways, including closed circuit coloured television
facilities and the setting up of international links.

THE COST OF SAFETY

The cost of safety is a growing one that stems from the awarengss of
government, industry and the medical profession of the toxic potential of
modern pharmaceuticals. It adds to the cost of research through dleays encoun-
tered in getting new products approved, whether for clinical testmg or market
introduction. It adds to the cost of manufacturing through the maintenance 0?
high standards of quality control. And it has had an impact on tljle cost c;
marketing through the need to ensure that full information about side effects
and contra-indications is widely disseminated among physicians and pharma-
cists. Moreover, distribution costs are influenced by stringent controls on the

24628—2
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distribution of Schedule G pharmaceuticals, such as barbiturate and ampheta-
mine products, which call for very detailed supervision and extensive record
keeping.

PHARMACEUTICAL PATENTS

The purposes of a patent system are to stimulate invention, to bring new
devices or processes into public use, and to encourage the full disclosure of new
ideas. The value of a patent system in respect to pharmaceuticals can be further
assessed in terms of the industry’s contribution to economic development and
the therapeutic value of goods and services that result from the granting of a
patent.

Two recent reports, those of the Restrictive Trade Practices Commission
and the Hall Commission, criticized even the present scale of patent protection
for pharmaceuticals and maintained that either the abolition or emasculation of
this protection was a necessary move to reduce the cost of prescribed drugs.
They apparently based this position on the belief that the consequent wide-open
competition in pharmaceuticals would best serve the national interest.

An effective patent admittedly confers a temporary monopoly and so
rewards the industrialist who makes the invention public. However, there are
virtually no drugs that possess a therapeutic monopoly. For almost every means
of treatment, patented or not, there is one or several alternatives. And these
have a major influence on price levels.

Further, the public interest is not limited to the provision of drugs at the
lowest possible price. Quality and safety are extremely important. The availa-
bility of a full range of drug preparations for both frequent and rare diseases is
extremely important. The continuing flow of new discoveries is extremely
important. And, finally the growth of a research-based industry that makes
large-scale investments and provides good employment opportunities is ex-
tremely important.

There is ample evidence of Canada’s recognition that it can enhance its
industrial status only if it encourages innovation through research and develop-
ment. In both its annual reviews published so far, the Economic Council of
Canada has underlined the need for increased R and D expenditures. And of
course, a patent system provides industry with the very primary incentive to
innovation. But the present administering of Section 41(3) of the Patent Act
creates a problem for the pharmaceutical industry. To quote from a memoran-
dum submitted by the Association of the British Pharmaceutical Industry to the
British government on the subject:

“...If one is to diminish the monopoly granted to a particular group of
inventors the group selected should be one that confers upon society a
smaller than average benefit. We believe that the pharmaceutical inven-
tor deserves as well of public esteem and reward as does the inventor of
any other kind of invention. Yet the inventor of a new drug that for the
first time would effectively treat coronary thrombosis is subject to the
particular severities of Section 41, whereas the inventor of a new hair
curler, machine-gun, whistling top or mouse-trap is not subject to the
special provisions of that section...”
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Two counter arguments have been advanced by those who would abolish
Canadian patents for pharmaceuticals: (1) It is claimed that abolition of
patents would have little effect on the expansion of research and development
activity within Canada. (2) It has been suggested, notably by the Hall Com-
mission, that pharmaceutical research can and should be directed and financed

by government.

In recent years expenditures for prescription drug research have risen
steadily, from $2.5 million in 1959 to $6.5 million in 1964, with nine companies,
nine companies now operating research laboratories in this country. This
expansion has been due in part to tax incentives offered by the federal govern-
ment, and a few companies have been given direct grants for specific projects.
An inhibiting influence, however, has been the increase in the past year or
two of applications for compulsory licences under Section 41(3) and the
apparent ease with which such licences have been granted. If the development
of pharmaceutical research is held to be a national interest for Canada, the
denial to the industry of reasonable patent protection calls for the closest
serutiny. Canada can ill afford decisions that could endanger its long-term
interests as a rising industrial power.

The second argument—that pharmaceutical research should be financed by
government—ignores the realities of industrial, and notably pharmaceutical
research. This is an increasingly complex and costly activity; several interna-
tional companies each spend more than $20 million yearly on research and
development. Their activities are carried on in close cooperation with un.lver.si-
ties and hospitals; they form part of an interwoven pattern of scxen}‘;ﬁc
exchange, and they are devoted to a specific and essential purpose—the apph.ca-
tion of scientific and medical knowledge to the development of pharmaceutical
products of direct benefit to mankind. But, the fundamental object.ion.iS. that
government-sponsored research is usually isolated from t1.1e practlcahtles of
therapeutic necessity and this research therefore connot be directed economical-
ly or effectively.
es performed for Canadians_by a research-based
international pharmaceutical industry which would be seriously endangered if
the treatment of pharmaceutical patents discouraged an orderly pattern of drug
development and control. Genuine patent protection encourages a company to
devote considerable resources to the introduction and marke’gmg_of its prod-
ucts. It does this through a carefully planned program of sc1ent1ﬁca11y-ba§ed
Information. An imitating company merely takes ad\_rantage of j:he medical
lr}fOI‘mation provided by the originating company, and is probably incapable of
ither maintaining or advancing it.

The activity of a research-based company is a total operatlon, and many
life-saving drugs of limited market potential are made available only because
they are part of the total operation. Without reasonable patent protection for
its main products, a company might well decide that it could not afford to
Introduce new products if they were to be used enly for rare diseases or
conditions. Significantly enough, a study of applications made for compulsoxl-ly
licences under Section 41(3)- will reveal that the.apphcants, netura]ly enough,
are interested in products which have already obtained substantial sales.

24628—214%

There are significant servic
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Drug safety calls for extensive and continuing work in pharmacology and
toxicity beginning with assembly of the material necessary to meet the rigorous
demands of a New Drug submission. We do not believe that an imitating
company possesses the scientific resources to meet this requirement or to
provide the FDD with the information on which to base manufacturing stand-
ards, essay procedures and the like. If the research-based company does not
carry out this work and incur the related expense, nobody else will. Here again,
patent protection is the key. A company which has merely acquired the right to
manufacture or distribute a product will not have the resources in personnel,
clinical experience or accumulated international information to place at the
disposal of the medical profession and government. There has been at least one
important case where a licencee was completely unable to meet the scientific
requirements of government in this connection. Uncontrolled compulsory licens-
ing of potent drugs will distort or destroy the validity of much clinical
experience because the active ingredient alone does not determine the thera-
peutic behaviour; reactions can be caused by the formulation as well as the
drug. The general danger to drug safety is intensified by the encouragement
that Section 41(3) offers to patent infringement. It is a fact, however
undesirable, that patent-holding companies hesitate to take action against
infringers because the immediate counter-measure may well be an application
for a compulsory licence.

The price of drugs is and should be a matter of public concern. But price
cannot be properly considered apart from drug safety, reliability and availabili-
ty. Significantly, the Special Committee of the Commons on Food and Drugs
put drug safety before cost when establishing its order of priorities. The public
interest is best served when the relationship between price and product is in
proper balance.

Section 41(3) should be studied against the background of this industry’s
industrial contribution to the Canadian economy, and the determining influence
the state of patent protection has on the industry. Section 41(3) clearly
discriminates against food and drugs. The question is whether such discrimina-
tion serves the public interest. If, as we believe, it subordinates the real
interests of Canadian users of pharmaceuticals to those of a small number of
imitative manufacturers making very large profits out of their licences, then
effective remedies for this situation should be implemented.

- The origin of Section 41(3), which was introduced in 1923 having been
modelled on a similar section of the English Patent Act of 1919, was the danger
of a shortage of drugs in England, a situation which in no way applies in Canada
today. The products to which it is now applied are immeasurably more potent
and complex, the requirements for medical information more demanding, the
research that yields new products far costlier.

The actual wording of Section 41(3) intensified the problem. In effect both
the first and final decisions as to the granting of a compulsory licence are made
by the Commissioner of patents. Well qualified though he is in patent technicali-
ties, he does not have experience either of the economics of this industry or of
its medical and scientific aspects. And under the present regulations he is not
required to obtain expert advice in these areas. The section provides that the
Commissioner shall grant a licence unless he sees good reason to the contrary.
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And the courts have refused to interfere with his decision on the ground that
the section provides that the decision is one for the Commissioner to make. The
section is defective in that it contains no objective standard for judgment by
the Commissioner. No guidance is given by the section, and no guidance has
been given by the courts as to what matters the Commissioner should examine
or investigate to determine if good reason does in fact exist for refusal of a

licence.

To sum up: Section 41(3) of the Patent Act subordinates the real interest
of Canadians in the availability, quality and safety of pharmaceuticals and in
the stimulation of research to limited and temporary price advantages. This
misconception of the real interest would be even more dangerous were the
practice of compulsory licensing under Section 41(3) to be extended to drug

imports, as recommended by the Hall Commission.

The establishment of royalties has been based on a widespread misunder-
standing about the nature and cost of the essential functions performed by a
responsible company. These include the cost of research and development, the
cost of manufacturing, including sustained quality control, and the maintenance
of scientific information services that go far beyond the promotional activities
usual in other industries. Unless the holder of a compulsory licence is required
to pay a royalty that covers the cost of necessary functions .being perforrped by
the patentee, the licencee is being given something for nothing. An examination
of the licences which have been granted under Section 41(3) will show that the
applications were made in the expectation of a “free ride” in relation to certain
of these functions. If, indeed, the royalties granted had borne a rea§on§b1e
relationship to the cost of the functions, it is doubtful whether the applications

would have been perused.

There appears here a fundamental misunderstanding of the pature of the
Pharmaceutical industry. The cost of production, the cost of operatmg the plant,
is only one of its continuing and essential costs. The'bfasm purpose of t.he
industry is to provide the means for medical treatrpeqt; 1t. is as much a service
industry as a manufacturer of goods for retail dls'grlbt}tlop. In thgse circum-
stances, to maintain research and a proper flow of scientific information are two

Crucial functions.

Essentially, what the applicant for a licence under_Section 4}(3) seeks is
the right to copy the patentee’s dosage form so as to claim that this copy has a
therapeutic effect identical with the original. In so doing he is, at m{nlmal cost
and with no lasting commitment, taking advantage of a substantial market
Created by the patentee. Further, he relies on the patentee continuing ’fhe
Necessary efforts and expenditure to support the market. And he.w111 enjoy
automatically any benefits that result from any new therapeutic use the
Patentee may discover, having played no part whgtsoever'm such discovery.
There is no true competition between patentee and licensee since the patentee 1s
I effect continuously subsidizing his competitor. Eurthex:, the patentee carries
expense burdens immeasurably greater than the licensee’s, yet is quite unable

to discard them.

Concern about the dangers resulting from the inadequacies of second
Manufacturers under compulsory licensing led the government to set up a
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special committee of investigation last summer under Dr. Irwin Hilliard of the
University of Toronto. The report of the Hilliard Committee, tabled May 12,
1966 in the Commons, dealt with the hazards which could arise under compul-
sory and voluntary licensing and made a number of recommendations, all of
which the Association heartily endorses. There are, in addition, other vital
aspects of the situation that must be dealt with as well. For this reason our own
recommendations regarding pharmaceutical patents would range beyond those
of the Hilliard Committee and are covered at the end of this section.

Section 67 of the Canadian Patent Act contains effective provisions for
action through compulsory licensing to prevent the abuse of a patent. Because
of the existence of Section 41(3), no recourse has been had to Section 67 with
regard to patents on drugs, yet this would appear to be the true defender of the
public interest. Moreover, implementation of Section 67 would provide strong
encouragement for the extension of pharmaceutical manufacturing and phar-
maceutical chemical manufacturing in Canada. At present Section 41(3) actual-
ly discourages manufacturers from working their patents in this country
because whether they work them or not has no bearing on the granting of
compulsory licences. Hence Section 41(3) as presently administered directly
contradicts the normal purposes of patent legislation. Moreover, Section 19
gives the Government of Canada the right to use any patented invention on
payment of reasonable compensation, providing additional protection for the
public interest.

In international terms, Section 41(3) discriminates against pharmaceutical
patents in an all-embracing way quite rare in other industrial countries,
concerned as they are to make drugs of high quality widely available and to
foster research and industrial expansion. There is nothing similar in the patent
law of the United States. Some West European countries have compulsory
licensing provisions, but these are generally dependent on abuse of the patent.

New legislation in Italy has been approved by the Council of Ministers,
providing for - process patents of ten years’ duration, compulsory licensing
provisions, fair compensation to the patentee, and royalty agreements providing
full appeal to the courts. The draft European Patent Law prepared by the
European Economic Community would grant a patent life of 20 years and
permit compulsory licences only in case of proved abuse. Moreover, in Britain,
where Section 41(3) originated, the treatment of the patentee is notably more
realistic than in Canada with regard to both the granting of licences and the
establishment of royalties. The licence is granted on the basis of the public
interest and the royalty is based on the costs of research and medical informa-
tion as well as a return on the capital invested in both of these functions.

The Association’s reasons for its position on the Patent Act as it now relates
to preseription drugs are as follows:

1. The public interest requires the continuing availability of the prod-
ucts of international pharmaceutical research at reasonable prices.
g "I‘he public interest also requires that a reward be given for an
invention so that further research is encouraged and the industrialist

has an interest in making public the results of the invention. This is
the basic purpose of the Patent Act.
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3. The public interest is opposed to discrimination against phar-
maceutical patents since such discrimination inhibits the fulfilment
of both these purposes.

4. St_ection 41(3) of the Patent Act, as it is now interpreted and applied,
discriminates severely against patents on pharmaceuticals, and so
works against the public interest in the following respects:

(a) it permits compulsory licensing of pharmaceutical patents with-
out setting out any objective standards against which to
determine whether the public interest is already being served;

(b) a single individual, the Patent Commissioner, holds absolute
power to decide whether a licence should be granted, and to
determine the royalty to be paid;

(c) it does not provide that the patentee should be adequately
compensated for what he loses when a licence is granted;

(d) there is a clear threat to the public health in the proliferation of
imitative products introduced without adequate attention to the
scientific capabilities of the secondary manufacturer or distri-
butor.

5. Section 67 of the Patent Act contains full provision for compulsory
licensing where a patent is not being worked or is otherwise abused.
In addition, Section 19 allows for the over-riding interest of the
Canadian Government.

6. Effective application of Section 67 would serve as a strong incentive
to the expansion of pharmaceutical and pharmaceutical chemical
manufacturing in Canada, since it treats the non-working of a patent

as grounds for compulsory licensing.
In the light of these facts, we make the following recommendations:

1. The protection of the public interest requires the establishment of a

properly qualified tribunal to decide on compulsory licence applica-

tions in the first instance. This tribunal should be composed of men

able to pass judgment on legal matters, economic arguments, and

medical and scientific implications.

It should be clearly stated what matters this tribunal will take into

account during its review of a licence application, including the

elements to be considered in arriving at an equitable royalty.

3. A compulsory licence should be granted on economic grounds only
if the tribunal finds that the patent is being abused or not used

for the public interest.

4. There should be full right of appeal from the decisions of the tribunal,
with a definite determination of the bases on which an appeal can be
made regarding both the licence itself and the royalty granted.

5. There should be an early revision of the Patent Act, leading to the
establishment of a tribunal with the composition and powers out-

lined above.
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The Question of “Generic Equivalency”

There are two ways of designating a pharmaceutical chemical: by its
lengthy chemical name; and by what has come to be known as the proper,
non-proprietary, common or generic name. This is derived from the chemical
name. A brand name, however, fulfills a different function. It establishes the
manufacturer’s responsibility for a particular drug product.

An editorial in the Journal of the American Medical Association of No-
vember 9, 1964 concluded its comments on “Drug Names” with the following
advice:

“... The physician who prescribes meprobamate as such has no way
of knowing that his patient will receive the drug in a form of highest
quality and expected potency. Careful prescription writers provide the
necessary assurance in one of three ways: by writing the non-proprietary
name plus the name of a manufacturer known to be reliable; by writing
the desired brand name; or by writing the non-proprietary name plus
the desired brand name. The third method has the modest advantage of
reducing the likelihood that the pharmacist will make a mistake in filling
the prescription.

“When a physician uses a brand name or a manufacturer’s name to
designate the source of supply, he is fulfilling a part of his professional
obligation to his patient. Having decided that medication is required, he
should assume the responsibility for selecting a manufacturer who will
supply the drug in a therapeutically effective form at the lowest possible
cost to the patient...”

The members of our Association and most other Canadian companies
market most of their products under brand names. But there are also a smaller
number of companies which market products according to the generic name of
the active ingredient.

Both the Restrictive Trade Practices Commission and the Hall Commission
called for wider generic prescribing by Canadian doctors in order to reduce the
cost of drugs. Certain questions are raised here.

Since about half of the prescription products available are mixtures and
only about a quarter of them have generic equivalents, how is the physician to
prescribe these generically? And can the physician be confident of the quality of
drugs prescribed generically?

Dr. Showalter of the Department of Industry testified before the Special
Committee of the Commons that the government has had its troubles with
products bought by price alone. Said he: “The practice of competitive bidding
on price seems to have resulted in obtaining supplies mainly from the least
competent or possibly the least serupulous suppliers.” This was the origin of the
decision to develop CGSB standards for companies wishing to tender for
government business, as well as for the Committee’s recommendation that all

manufacturers and distributors be registered so that they can be inspected by
the FDD.

; In April 1962 the Alberta government passed a bill that enabled pharma-
cists to substitute generic-name equivalents for brand-name products unless
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specifically ordered not to by the physician. This legislation has had little or no
impact. According to “Drug News Weekly” of February 15, 1964, Donald
Cameron, Registrar of the Alberta Pharmaceutical Association, has stated that
about 88 per cent of the doctors in the province prescribe by brand name. Said
he: “Doctors are wary of prescribing generics because there have been too many
reports of cases where cheaper drugs were used without success or with
disappointing results, thus eventually increasing the overall cost.”

The problem of generic drugs is a problem of quality, and it should
be recognized that government inspection can never guarantee the quality of all
drugs sold in Canada. According to Dr. C. A. Morrell, then head of the FDD, in
his appearance before the Special Committee of the Commons:

“...I am loath to have people say that a drug is guaranteed by the Food
and Drug Directorate. I do not see we can guarantee it. There are many
subtleties, and we have not the facilities to detect differences. ...You
cannot put ‘government approved’ on a drug.”

A major weakness in the Hall Commission approach to prescription drug
services is its failure to appreciate the inevitable limitations on government
action. This is most evident in the section of the Hall Commission report
entitled “Quality of Drugs” (pp. 366-370)

It is our belief that open competition between qualified suppliers is the best
Way to serve the interests of the Canadian people where drugs or any other
Products are concerned. But such competition is not encouraged by the destruc-
tion of long-accepted methods of protecting the legitimate rights of the manu-
facturing companies—as represented by the companies’ brand names.

The requirements for sound drug purchasing were described by Dr. Mor-
rell, when he headed the FDD, in a press statement to the “Globe and Mail,”
August 18, 1960:

“When it comes to buying top-quality drugs, the things to check are
the ability, facilities, personnel and conscience of the drug manufacturer.
Neither a brand name nor a drug’s generic name is the sole reliable guide
to quality. The real point is who makes the drug and how it’s made—the
control system that ensures careful and scientific testing for potency and
reliability.”

There is finally the broad question of whether any two prescriptioq drug
broducts, even though containing the same active ingredient, can be cons.ldered
truly equivalent. Long experience, backed by considerable scientific evidence,
leads our companies to conclude that this is rarely the case. Said Dean F. N.
Hughes of the School of the Pharmacy of the University of Toronto before the

all Commission: .
“We believe the principle of requiring practitioners to prescrxbp
medicine only by chemical or generic name to be entirely wrong.'Tms
presupposes that any given dosage form containing the same quantities of
a drug will have the same clinical effect. It has been clearly shown that
this does not necessarily follow.”

The many factors of drug formulation (24 of them.) which can affe;t
ther'dpeutic efficiency were reviewed succinctly in an article by Dr. Max S.
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Sadove and others which appeared in the February issue of “American Pro-
fessional Pharmacist.”

The practising physician should certainly be informed about the cost of
therapy as he is about its effectivenesss, and we support the Hall Commission
recommendation for more extensive efforts in this area. However, maintenance
of the physician’s freedom to prescribe the drug of his choice is of overriding
importance.

THE PROVISION OF PRESCRIBED DRUGS UNDER MEDICARE AND WELFARE PROGRAMS

There is growing interest throughout Canada in the provision of prescribed
drugs as part of medical service plans. The Hall Commission recommended a
Prescription Drug Benefit plan, which would require contributory payments and
based on a National Drug Formulary. Certain provinces are going ahead with
welfare programs, while others are working on broad plans for prescription
prepayment or insurance.

We believe strongly that under any assistance program proposed by
government the range and quality of preparations doctors may prescribe should
depend solely on therapeutic considerations. It would scarcely be logical for
government to develop plans designed to assure all citizens of the physician’s
services they need, and then limit the means of treatment the physicians may
prescribe.

Our Association has formulated and made public the following set of nine
principles that should govern, we believe, the provision of prescription drugs
under health service programs:

1. It is the responsibility of the pharmaceutical manufacturer in coop-
eration with the professions of medicine and pharmacy to search,
develop and provide safe and effective drugs of the highest quality.

2. It is a cooperative responsibility of the manufacturer and the
pharmacist to make safe and effective medications of high quality
immediately available in all parts of Canada.

3. Itis the right of the physician to prescribe the drug preparation of his
choice.

4. Nothing must be allowed to interfere with the duty of the pharma-
cist to respect the integrity of the physician’s prescription.

5. It is the citizen’s right to consult the physician of his choice.

6. It is the citizen’s right to have his prescription dispensed by the
pharmacist of his choice.

7. It is the responsibility of any agency paying for drugs to recognize
the rights and duties of the physician, the pharmacist and the citizen.

8. The respect of industrial property rights as represented by patents

and trade marks is the essential foundation for progress in research
and therapeutics.

9. A pharmaceutical benefits program which assists the needy and
encourages the self-supporting to provide for themselves will best
meet the requirements of the people of Canada.
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So far as the general provision of prescribed drugs is concerned, we have
worked with the Canadian Pharmaceutical Association in developing its propo-
sals for Pharmacare, and we consider this an effective plan for meeting the real
needs of the large majority of Canadians.

RECOMMENDATIONS RELATING TO THE COST OF DRUGS

In general we consider the prices charged for the prescription drugs made
and sold by our member companies to be fair and reasonable as evidenced by
information in Section 4. These are products of high quality and of intense and
continuing international research. Their proper availability depends on sus-
tained programs of medical information and on a nation-wide distribution
network. Those who manufacture and distribute the drugs must meet the costs
of doing business in Canada with regard to salaries, wages and the purchase of
materials, goods and services.

We have, however, a number of recommendations bearing on the cost of
drugs. Some of these would reduce the price of drugs generally, or the prices of
certain products, or the prices to certain groups of citizens. Others would
convey to the professions concerned and the general public more extensive and
precise information about the cost of particular products. We recommend the
following:

1. The abolition of the Federal sales tax on prescription drugs. This
would reduce the manufacturer’s prices by approximately 10 per
cent.

2. The wider availability of programs for drug insurance or prepay-
ment. A joint study has been made by PMAC and CPhA of the
feasibility of prescription drug insurance, and a model insurance
plan has been developed.

3. The establishment of an independent source which would provide
doctors and pharmacists with accurate and up-to-date information
about pharmaceutical products.

4. The development of more comprehensive and up-to-date statistics
relating to the cost of drugs and expenditures on drugs. We would be
happy to work with the Dominion Bureau of Statistics or other
authorities in the elaboration of such a program.

5. A cooperative program by the universities, medical and pharmacy
associations, and pharmaceutical manufacturers to provide physi-
cians with more extensive information about the cost to their
patients of particular drug therapies. ‘

6. The abolition of suggested catalogue prices for drug products availa-
ble only on prescription, leaving the retail pharmacist to assess the
sum necessary for the proper compensation of his services.

7. Sponsorship by the Government of Canada, assisted by the Drug
Advisory Committee, of a feasibility study for a voluntary drug
price restrain program, for implementation on a trial basis for a
period of five years, as recommended by the Hall Commission. The
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members of our Association stand willing to enter into any discus-
sions about the prices of their products which the governments
concerned may consider desirable.

® (4.00 p.m.)

Mr. MAcKASEY: Mr. Chairman, there is also an appendix of interest, at the
back of the brief, the Hilliard report. The committee will have to make
reference to this at some time in our proceedings. Would it be possible to have
this printed as an appendix at the same time?

The CHAIRMAN: If it is the wish of the committee.
Mr. MACKASEY: I think it is fundamental to the whole question of costs.

The CHAIRMAN: Mr. Mackasey has asked that the portion of the brief, which
is really the Hilliard report, be printed as an appendix to today’s proceedings.

Mr. MACKASEY: It is appendix “K” to the submission, I believe.
Mr. Exns: I so move.

The CHAIRMAN: That is correct. That is a relatively short appendix. I think
that would be reasonable because it is very pertinent to what we are discussing
today.

The CHAIRMAN: Is there a seconder?
Mr. ASSELIN (Richmond-Wolfe): I second the motion.

The CHAIRMAN: It has been moved by Mr. Enns, seconded by Mr. Asselin
(Richmond-Wolfe) that an abstract of the brief of the Pharmaceutical Manu-
facturers Association of Canada be printed as part of today’s proceedings and
that appendix “K” of that brief be printed as an appendix to the proceedings.

Motion agreed to.

The CHAIRMAN: Gentlemen, we have a very good attendance today but
because many other committees are meeting I was wondering if it was the wish
of the committee to have its quorum reduced at this time, or shall we carry on?

Mr. MacDoNALD (Prince): I move that our quorum be reduced from 13
to 10.

Mr. IsABELLE: I second the motion.
Motion agreed to.

Mr. WiGLE: Mr. Chairman, thank you. As I said, I will try to be as
considerate of the committee’s time as possible but I would like to indicate
quickly those contents of the summary, which is the next section in the brief.
Just to summarize the brief generally, it includes first the introduction which I
propose to go through quickly with you; then the breakdown of the prescription
dollar; the economic structure of the drug industry according to surveys carried
out by PMAC among its member companies, indicating the size of the prescrip-
tion drug market and how the market is shared; the extent to which the
manufacturing activity is primarily Canadian; market growth and other statis-
tics relevant to the economics of the industry.

' You may note that in those sections which deal with our statistical surveys,
in part there are 35 companies reporting and in another part 41 companies, and
in another one perhaps 28. The reason for this, of course, is that we are a
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voluntary non-profit association of companies and when we make a plea to them
to participate in a survey they do those portions of it which they feel capable of
doing, and all portions do not apply to every company so that the numbers in
different sections can be understandably different.

The section on the cost of drugs to Canadians is, as we mentioned in the
preamble, a comparison with foreign countries on the basis of the hours of
labour that are required to pay for the average prescription. Section 5 is
distribution and pricing, the peculiarities of distribution which are characteristic
of Canada along with pricing considerations which are influenced by the
industry’s sales patterns to government customers and to wholesale and retail
outlets. The cost of manufacturing and quality control again gives survey
figures of the cost of manufacturing and the added cost for quality control. The
cost and value of research covers the mounting expenses involved in the
discovery and synthesis of new compounds and the steps that must be taken to
bring a new drug to the market, along with the co-operative and competitive
aspects of research. In this regard, Mr. Chairman, we had intended to bring
today exhibit A, which is referred to in section 7 under research but the weather
being what it was we were a little lazy and did not cart it across from the office.
Exhibit A is a submission on a new drug made by one of our companies, an
average sized submission which consists of 28 volumes, eight of which cover the
investigation of the new drug and the information which has to be given before
obtaining permission from Food and Drug to go ahead with the clinical inves-
tigation, and then another 17 volumes which deal with the new drug application.
We felt that exhibit A might be of interest to the committee. If the committee
feels it would like to see it, well, on some occasion during the next two hearings
we will pack it over for you. But it is a very impressive array of documents, I
assure you, and not assembled without considerable time and money.

Section eight deals with the public service products which, as mentioned
previously, are those rarely used but when needed may be needed in any
remote community of Canada, for nobody knows whose child or relative may
need it, yet it must be available even though infrequently used. These products
too are practically impossible of assessment so far as cost is concerned because
they are not used often enough to produce a market for them.

The cost of marketing is broken into physician’s information as well as
Scientific information—promotion and scientific information being difficult to
Separate. These items are dealt with in that area as are journal advertising and
other methods of promotion, marketing and information to the professions of
Medicine and pharmacy.

The cost of safety is section 10, in which there is a review of the cos'_c of
Safety and its over-all influence on the cost of research, manufacturing,
Marketing and distribution.

. Section 11 deals with pharmaceutical patents and this, of course, is an area
In which we have great concern because of section 41(3) of the Patent Act,
Which grants compulsory licences in Canada to those secondary manufacturers
Wf.!o wish to apply once the product has been established on the market by the
Original manufacturer and a good market established for it..It becomes obvious
that somebody who would like to capitalize on it can make application for a
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compulsory licence in that area. I might just mention with regard to exhibit A
we have a lot of concern about whether the granting of the compulsory licence
does or does not include having to produce an exhibit A. It might be much more
just in the granting of a license if they did. Likewise, the Hilliard Committee
report which was mentioned, and which one of your members asked to be added
to your proceedings, is relative to this granting of patents, and we are most
anxious that the Hilliard Committee report be applied by the Food and Drug
Directorate.

Section 12 deals with the question of generic equivalency. This section
discusses the differences between non-proprietary or generic names and brand
names. It presents the arguments in favour of brand names and establishes the
manufacturers’ responsibility for their own particular drug products. It consid-
ers the broad question of whether any two drug products can be considered
truly equivalent and it points up the factors which can affect therapeutic
efficacy.

Section 13 is the provision of prescribed drugs under medicare and welfare
programs, which is a speculative area into which we have done studies with the
pharmacists of Canada and with the medical association. We have established a
set of principles which we think should be preserved in the provision of drugs
under such programs if we are to continue the therapeutic advance—the
development of new cures which I mentioned previously.

Section 14 is our recommendations relating to the cost of drugs.

That is a summarization of the segments of the brief, Mr. Chairman. The
other portions I mentioned to you are the introduction and our recommenda-
tions. May I proceed?

This presentation is made on behalf of the Pharmaceutical Manufacturers
Association of Canada, which at present represents 57 companies who produce
about 85 per cent of the prescription drugs sold in this country. Under the
by-laws of this Association there are two types of membership, and Appendix A
is a PMAC application that outlines the classifications and membership require-
ments.

Currently, there are 52 full members and five associate members. It will be
seen that all companies are required to meet proper conditions for control of
quality and standards; ability to qualify under the Canadian Government
Specifications Board regulations is a further requirement for membership.

I might say Mr. Chairman, that it is a matter of pride to our Association
that we had the privilege of working with the Canadian Government
Specifications Board in the setting up of those qualifications listed as 74 GPI
under which a manufacturer qualifies in Canada to sell to the Government.

In addition, each member must subscribe to a Code of Ethics and a Code of
Marketing Practices. These are attached as Appendix B and Appendix C.

Provision, Distribution and Cost of Drugs in Canada, a study made for the
Royal Commission on Health Services by the Research and Statistics Division of
the Department of National Health and Welfare, reports that in 1960 there were
198 establishments ‘“engaged chiefly in the manufacturing of pharmaceuticals
and medicines”.
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The following breakdown is given: “It seems that many of these 198 plants
are small regional concerns, while others manufacture proprietary medicines
exclusively. Probably more than two-thirds of the plants are what might be
considered multi-line pharmaceutical manufacturers. Approximately three-
quarters are multi-line proprietary manufacturers. The remainder comprise
agents, wholesalers and retailers who also manufacture some medicinals plus
packaging concerns and other suppliers.” Many manufacturers have not sought
to join our Association. So far as it is possible to judge from available
information, many would not meet the rigorous standards that are a qualifica-
tion of membership.

I might say, Mr. Chairman, in this regard that we are pleased to say that
we had previously recommended to the Food and Directorate some method of
notification of product that would identify all of the people who market and
produce pharmaceuticals in Canada. The Food and Drug Directorate is proceed-
ing now with such a requirement for the notification of product and in due
course we will have a tabulation, we believe, of all manufacturers and
producers of pharmaceuticals.

This presentation relates solely to prescription products: those available
only on prescription, or designed primarily for sale on prescription, and so not
advertised to the general public. These are the products referred to as human
Pharmaceuticals. However, some of these products can be bought from retail
pharmacies by the public without prescription, and some companies have
subsidiaries, affiliates or divisions which manufacture and sell proprietary
medicines advertised to the public for self-medication. Most of the statistical
information in this presentation has been developed for the prescription drug
Portion of the business alone, but where company earnings are concerned, any
Separation must be arbitrary.

Our presentation is not intended to give a total picture of the operations of
either the drug industry in Canada or our own Association. Rather it takes the
Question: “What are the reasons for the present level of drug prices in
Canada?” and presents the answers as they appear to us, answers based on
Sustained experience of conducting a highly specialized business in this country.

Further, we believe it axiomatic that in a country which has attained the
general standard of living of Canada no citizen should go without needed
Mmedjcation because he cannot afford it. Our brief therefore concludes with
Certain recommendations which, we believe, will help ensure that every
Canadian is able to obtain the drugs prescribed by his physician, and that these
drugs meet the highest standards of safety, reliability and therapeutic effective-
Dess. We would caution against any consideration of drug costs which divorces
them from these three essential qualities.

Characteristics of the Drug Industry

y The prescription drug industry has its particular and significant character-
J ics:

(1) When people buy drugs on prescription, they do not, themselves,
decide what products they are to buy or, therefore, how much the
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purchase will cost them. In addition, the need to make the purchase
is in itself usually unwelcome;

(2) The demand for prescription products as a whole is influenced pri-
marily by the incidence of illness. This incidence combines with the
medical assessment of comparative value to determine the sale of
individual products; demand is relatively unresponsive to changes
and differences in pricing;

(3) The industry is composed of a large number of strongly competitive
companies, yet the nature of their products requires a notable degree
of responsibility in the conduct of competition;

(4) Companies must meet a high level of relatively fixed costs. For in-
stance, an effective research operation must be maintained even
though it does not yield immediate products. Similarly, as explained
in Appendix D, the costs associated with an effective physicians’
information service must be borne even in the face of a decline in
sales revenue;

(5) Companies must ensure that all the products they market are avail-
able on a national basis, even though only limited revenues can be
expected from many that are specifics for relatively rare illnesses
and conditions. Similarly, full medical information must be provided
about all products. This includes maintaining an advisory service for
physicians, based on the latest world-wide scientific knowledge;

(6) Although this is not a regulated industry in the technical sense, it is
subject to a considerable, and growing, body of government controls.
Necessary in the interest of public safety, such controls, add to the
operating costs of the drug companies.

The Canadian drug industry cannot be considered in isolation, for this is
among the most international of industries. Firstly, most of the major companis
involved in providing Canadians with drugs of quality, like the research
through which these drugs have been discovered, are international in scope.
Research conducted in Canada both benefits from and contributes to world
knowledge. Secondly, the conduct of business in Canada is very similar to that
practised in other countries, subject to the specific requirements of government.

Another major factor bearing on our situation is that, as we know it today,
this is a young, evolving industry. Essentially, the present pharmaceutical
market has been created by the research discoveries of the past 30 years. In
many fields, drugs which provide definite cures instead of alleviation of
symptoms alone have become widely available. In addition, pain and suffering

can be effectively treated in illnesses where no means of alleviation previously
existed.

This has led to tremendous expansion of the industry in Canada as else-
where in the world. Very many new products have been introduced, and
there have been frequent changes in company leadership in the wvarious
therapeutic categories.
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The Benefits Resulting from Research

The beneficial flow of drugs has at its source an intense, sustained effort in
basic and applied research, based on international cooperation between univer-
sities, hospitals, government and industry. However, it is the function of
industry to turn the discoveries of research into drug products of therapeutic
value. The Royal Commission on Health Services described the results in the
following words: '

The outstanding progress made in medicine in the present genera-
tion would not have been possible had it not been accompanied by major
advances, and in some cases by a breakthrough in the discovery of new
drugs and the development of improved pharmaceuticals to help physi-
cians to combat and in many instances prevent disease and illness.

Effective and judicious use of drugs have made it possible not only
to improve the health of the nation but also to raise the economic benefits
resulting from the provision of health services . . .

Advances in drug therapy in the last two decades have been
particularly spectacular. Most of the progress made has taken place in
such industrially advanced countries as the United States and the United
Kingdom. Canadians have shared in this progress. The dynamics of
progress in the drug field are illustrated by estimates which indicate that
90 per cent of the drugs prescribed in 1960 were introduced in the
previous two decades; 40 per cent could not have been prescribed in
1954.

This lesson will be of only academic significance unless it influences the
Policies which shape the future. Very great challenges to medical and phar-
Mmaceutical research remain; they will not be overcome without the massive
dedication of all resources. The major drug companies, for instance, are
continually increasing their investment in research and development, even
though this is yielding fewer new products. Although the cost of research is
only one element in the total cost of prescription drugs, it is an important one.
Further, only companies operating at a risk-related profit can afford the
Commitment to an uncertain future which maintenance of a large phar-
Maceutical research establishment demands.

The economic and social benefits of pharmaceuticals have been widely
attested, for instance, through the control of formerly often fatal diseases such
as diphtheria, pneumonia, tuberculosis and syphilis.

Most significant, too, are the savings to the community which arise from the
Use of drugs to combat mental illness. For instance, the rise in the admission
Trate to mental hospitals in recent years has been far exceeded by the rise in the
Tate of discharge, due in large measure to the availability of new medication. As
a result, mental hospital residency per 100,000 population has declined steadily.
Ccording to the Dominion Bureau of Statistics, it dropped from 406.4 in 1955
to 352 in 1962. This has allowed major savings in the provision and mainte-
Rance of hospital beds.

N On pages 426-9 of the Hall Commission report are printed tables giving 'ghe

t_atlonal expenditure on personal health services. From 1945 to 1961, prescrip-

'on drugs varied from 6.2 to 7.9 per cent of the total expenditure, less than a
246283
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third of the cost of physicians’ services or a sixth of the cost of hospital
services. The figures for prescription drugs do not include drugs dispensed in
hospital, but these come to less than a tenth of total hospital expenditures.
When all prescription drug costs are added together, they appear to amount to
about 10 per cent of all health service expenditures.

In assessing the contribution prescription drugs have made to the national
economy, a number of factors must be taken into account, for instance, the
saving in productive time for millions of Canadians, who otherwise would not
be able to work or take care of their families, and the saving in the occupation
of hospital beds and in the attention required from professional staffs. The
present health care structure is, in fact, built on the ready availability of
reliable pharmaceuticals.

The cost and value of prescription drugs cannot be properly assessed out of
the total health care context. The national interest requires clear thinking about
the impact of any price-oriented projects affecting drug availability on the
adequacy of other health services, as well as about the ultimate cost to the
country.

Relations with Government

It seems appropriate at this point to set out what we believe to be a
workable philosophy of government-industry relations. Responsible citizenship
demands wholehearted cooperation with those administering the laws of the
country. In this spirit, our scientists and technical people have collaborated with
the Food and Drug Directorate in the elaboration of many regulations bearing
on standards for both manufacturers and particular products. We have consist-
ently supported the strengthening of the Directorate, and put forward the
concept of registration to assist the Directorate in enforcing its standards. That
is really the notification of products which I mentioned previously, Mr. Chair-
man.

Representatives of our Association serve on the Drug Advisory Committee,
appointed by the Minister of National Health and Welfare.

Nevertheless, as a competitive industry in a free enterprise economy and in
an advanced industrial nation we are concerned to protect what we believe to
be the freedoms essential to our efficient operation. To serve the people of

Canada properly, we must be able to conduct our business realistically, and to
make a fair profit.

A sense of practicality should determine the allocation of responsibilities to
agencies of government. They have important regulatory functions. They can
also assist greatly in obtaining and disseminating scientific and technical
information. However, it is most undesirable that government become the final
arbiter of therapeutic efficiency, or infringe upon the physician’s professional
rights and responsibilities.

Mr. Chairman, I said I was trying to be as considerate as possible of the
time of your committee and I am indeed apologizing for taking the time to read
these sections to the committee. I embellish the apology with the explanation
that it has taken us two years to put this brief together and I would appreciate
your indulgence while we look at the recommendations.
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In general, we consider that the prices charged for the prescription drugs
made and sold by our member companies are fair and reasonable as evidenced
by information in Section 4. These are products of the highest quality, the fruits
of intense and continuing international research. Their proper availability
across Canada depends on sustained programs of medical information and
promotion, and on a nation-wide distribution network. Those who manufacture
and distribute the drugs must meet the costs of doing business in Canada with
regard to salaries, wages and the purchase of materials, goods and services.

In this connection, we would draw attention to the following statement by
the Hall Commission:

“We conclude on the basis of the evidence presented to us that it is
the unequal and generally unpredictable incidence of heavy drug costs
that have given rise to the greatest concern on the part of the public,
rather than what has been described as the ‘high costs’ of drugs as such.”

I think that paragraph is understood, Mr. Chairman, and this has been
explained many times. I am sure that other committees I have worked with
have studied this and realized the greatest concern is those areas where there is
a catastrophic cost for a particular individual or family. It is not the day to day
average cost for us all.

We have, however, a number of recommendations bearing on the cost of
drugs. Some of these would reduce the price of drugs generally, or the prices of
certain products, or the prices to certain groups of citizens. Others would
convey to the professions concerned and the general public more extensive and
brecise information about the cost of particular products.

. 1. We strongly support the recommendation made by many groups and
individuals that the Federal sales tax on prescription drugs be abolished. This
would reduce the manufacturer’s prices by approximately 10 per cent.

2. There is a clear requirement for much wider availability of programs for
drug insurance or prepayment. These would greatly assist the relatively small
number of Canadians who find buying prescription drugs a real burden,
Whether due to personal circumstances or to the impact of either catastrophic or
chronic illness. As reported in Section 13, a joint study has been made by
PMAC and CPhA of the feasibility of prescription drug insurance, and a model
Insurance plan has been developed. Such a program would satisfy the require-
ments of most Canadians, and would provide an effective vehicle through which
8overnment can help those who need assistance.

i As mentioned in Section 9 of our brief, we support the establishment of an
Independent source which would provide doctors and pharmacists with accurate
a{ld up-to-date information about pharmaceutical products. The size of compa-
hies’ expenditures on medical information and promotion relates directly to the
effectiveness of these activities. Should such an independent source for the
Provision of information to doctors and pharmacists prove to have a significant
Influence on the prescribing habits of physicians then the industry naturally
Wo}lld adjust its activities and might well modify the extent of promotional
actlvity. But this would, of course, be an area of experimentation which we
Would have to indulge in with the professions concerned, in establishing such an
Independent source.
24628—31%
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4. Recommendation 82 of the Hall Commission calls for the development of
more comprehensive and up-to-date statistics relating to the cost of drugs and
expenditures on drugs. We believe that the provision of more detailed and more
broadly-based statistics would be helpful to all who are concerned with the
development of drug benefit programs, and would generate valuable informa-
tion for the general public. We would be happy to work with the Dominion
Bureau of Statistics or other authorities in the elaboration of such a program of
more comprehensive and up-to-date statistics.

We favour a cooperative program by the universities, medical and pharma-
cy associations, and pharmaceutical manufacturers to provide physicians with
more extensive information about the cost to their patients of particular drug
therapies. In fact, some companies now include information about the approxi-
mate cost of therapy in their medical literature.

The Association approves the action taken by some member companies to
abolish suggested catalogue prices for drug products available only on prescrip-
tion, leaving the retail pharmacist to assess the sum necessary for the proper
compensation of his services. In this connection, we acknowledge the support
given increasingly by representatives of retail pharmacy to a cost-price-plus-
professional-fee system for pricing prescriptions. This system generally has the
effect of increasing somewhat the price of the cheaper prescriptions but
markedly reducing the price of those prescriptions most often criticized as being
unduly expensive.

The Hall Commission has recommended that the Government of Canada,
assisted by the Drug Advisory Committee, sponsor jointly with the drug
industry and such provincial governments as wish to participate, a study of the
feasibility of a voluntary drug price restraint program for Canada, for im-
plementation on a trial basis for a period of five years. The members of our
Association stand willing to enter into any discussions about the prices of their
products which the governments concerned should consider desirable.

I might embellish that a little, Mr. Chairman, because as you know there is
a voluntary price restraint program in England which I believe has borne some
fruit, and although it is based on a method of calculation which would not be
easily applicable to Canada we are prepared to sit down and try to develop
some such program with our government if they wish to do so. However, we
would reiterate that this position must take cognizance of the nine principles
which we set down in section 13 where the freedom of the pharmacists,
physicians, citizens and so on and the protection of patent rights are laid out.

Mr. Chairman, this concludes my summation. I have not referred specifical-
ly to any of the statistical areas but we are fundamentally here to talk about
costs and I might in closing emphasize that in the breakdown of the costs of
drugs, we have taken that portion of the prescription dollar for which we feel
the manufacturer is responsible. You will see that in the tables which are
presented to you this is about 374 cents of the prescription dollar of which we
speak. So we are hoping that as we assess the effect of impositions that might be
placed upon the industry to effect changes in price we should continually keep
in mind that we are talking about 37} cents of each prescription dollar or $3.70
out of a $10 prescription. Thank you very much.
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The CHAIRMAN: Thank you very much, Dr. Wigle. Gentlemen, I know there
will be many questions. The group will be here for the next two meetings. I had
hoped we would be able to restrict our questioning to any one section but I
realize that this is going to be extremely difficult because one section is going to
give rise to another section. However, I would ask you to be a little patient with
me if I seem to think you are straying from the point we have under
consideration at that moment. I would ask particularly those members who
are sitting on the inside of the tables to pick up the microphone and speak into
it because otherwise we have trouble with the communication when you speak.
This does not apply to those on the outside because they are facing in this
direction and the microphone will pick up your spoken word without any
trouble.

The meeting is now open for questions.

Mr. OrLikOW: Mr. Chairman just before you start the questioning I have
two questions about groundwork. First of all, are we going to meet tonight? It
seems to me that we have a lot of people from out of Ottawa here at
considerable expense and if we could have a quorum tonight it would be well
worthwhile. That is my first question. The second question is really a suggestion
based on my experience in the transport committee. It made a good deal of
sense to set a period of time for which any one member could ask questions and
then he would go to the bottom of the list. On the transport committee we used
20 minutes for any one member at a time.

The CHAIRMAN: That sounds like a reasonable suggestion. My only reaction
would be that 20 minutes, to me, sounds too long. I would say we start off with
10 minutes and see how we go along. The problem with having no limitation at
all means that one member may spend the whole session monopolizing the
Questioning and sometimes the Chair finds it difficult. I think the Chair is in an
easier position if there is a time limit. No one will ever be prevented from
asking a question if he waits his turn long enough. So far as sitting this evening,
I have not discussed this with the witnesses who are before us. We are hoping
that they will be here next Tuesday and Thursday. It is a very extensive brief. I
Certainly feel that we are going to be strapped for time really and if it is the
Wish of the committee to sit tonight I would certainly agree. I would bring up
One small technical problem. At the moment, until it is approved in the House,
Which cannot be before next Tuesday. The quorum is still 13 members, although
When we are hearing witnesses for information only the Chairman sometimes
finds it rather difficult to count correctly.

Mr. OrLiKOW: May I suggest that we take a straw vote now and see how
many members could be here tonight.

The CHAIRMAN: I would be quite willing to do that, provided the witnesses
are available and this is the first consideration.

Mr. Fred R. HuvMmeE Q.C. (Barrister, Hume, Martin and Allen, Toronto,
Ont.): M. Chairman, perhaps mistakenly, but most of us here understood that
You would sit till six o’clock. Most of them are from out of town and some may

ave plans. If we could have a minute just to canvass and find out.

d The CuamrMaN: I would say that I think next week, once we are into the
€Pths of this brief, it is going to become obvious that we need more time and I
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would like to ask now that both the witnesses and the members be prepared
next week to be here both Tuesday and Thursday nights. I think this is going to
be a necessity.

Mr. RYNARD: Did you realize that Friday is a holiday?

The CHAIRMAN: Well the House is also sitting until 10 o’clock the night
before the holiday.

Mr. RYyNARD: Then there is the next Friday after that.

The CHAIRMAN: This is right; St. Jean Baptiste Day is a Parliamentary
holiday.

Mr. MACKASEY: I think, Mr. Chairman, you will have a hard time to get a
quorum on the Thursday night before St. Jean Baptiste Day. Most of us will be
home preparing our floats.

The CHAIRMAN: I would assume then that all members are willing to come
to the meetings promptly and perhaps we can stretch them out a little longer. I
would ask, particularly for Tuesday night then, that the witnesses be available.
As the committee members know, this committee has power to sit without
seeking the authority of the House to sit at any hour whether the House is
sitting or not. It was my hope that we might be able to conclude today’s sitting
by sometime between 5.30 and 5.45. I think, Mr. Orlikow, there is an under-
standing, from what has been said, that the committee does not wish to sit this
evening nor are the witnesses necessarily available.

Mr. MACKASEY: Could we take a vote because I think Mr. Orlikow and I are
agreeing more and more these days.

The CHAIRMAN: Time will tell.

Mr. MACKASEY: I said that, Mr. Chairman, in order to give Mr. Orlikow an
opportunity to even the score.

The CHAIRMAN: If you wish, but I would point out that unless the
Chairman sees 13 hands raised as being here tonight there is no point to it.

Mr. MAckASEY: I think it would take three months to do this brief properly.
I counted about 10 statements by Dr. Wigle which were very interesting but I
think they need substantiation. This is a very deep brief on a very important
topic and I do not know how this committee can do without the benefit of these
witnesses for many, many sittings let alone three.

The CHAIRMAN: We will have to play this by ear as we go along. There is
one date that I just mentioned to Dr. Wigle today which is also free, June 30, if
we run over the three sittings.

Mr. MackAseY: I will be here tonight, Mr. Chairman.

The CHAIRMAN: Will those people who would come to a meeting, say, at
eight o'clock this evening please indicate. The Chairman will have to rule,
therefore, that there will be no meeting this evening because of the number of
members who are unable to attend. May we start the questioning then with Mr.
Mackasey and we will have ten minute question periods. We will try to proceed
section by section.

Mr. MACKASEY: My questions, Mr. Chairman, arise out of the section Dr.
Wigle covered. Is that in order?
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The CHAIRMAN: Yes, preferably on the sections on which Dr. Wigle spoke.

Mr. MACKASEY: I will restrain my remarks to that and I certainly will not
be 20 minutes.

_At the bottom of 14.1 you say as we expected you to say—I think this is a
subject that should be exhausted before we get into the alleged combines:

9 We strongly support the recommendation made by many groups and
1nd.1v1duals that the Federal sales tax on prescription drugs be abolished.
This would reduce the manufacturer’s price by approximately 10 per
cent.

Now I keep coming back to this: “This would reduce the manufacturer’s
price by 10 per cent.” How much would it reduce the consumer’s price, which is
a fundamentally different problem?

Mr. WicLE: Mr. Chairman, there has been a good deal of speculation by
various types of economists on exactly how this pyramids or does not pyramid,
I think is the word they use. From my simple arithmetic it would appear it
would be 10 per cent of the 374 cents that the manufacturer represents in the
brescription dollar. However, I would be happy to have Mr. Beauchemin give a
further explanation if that is not a satisfactory explanation.

Mr. MAckASEY: Well, it is only the first of a series of questions.

The CHAIRMAN: Two things I would like to mention. First of all, I do not
think we could expect the manufacturers association to comment on that part
of the consumer’s price because they are only concerned with the manufac-
turers price.

Mr. MACKASEY: Mr. Chairman, I must disagree at this point because read-
ing section 5.3, the manufacturers, the group here today, have a very direct
control on the retailers’ price so let us not live in a fool’s paradise. There is
Just not different independent areas arriving to the consumer. I think it starts
here and I think we must follow it logically right through.

The CuHAIRMAN: Fine. The other thing I would like to report to the
Committee while we are on the subject is that the Minister of National Revenue
1S producing a paper which will show us where he obtained the figures he
quoted to this committee and with which the committee had some disagreement.
That should be before the committee prior to our next meeting.

Mr. Mackasgy: I think we have agreed the effect of the federal sales tax on
the manufacturing price is approxiamtely 10 per cent. You say, and it is one of
the things we are here to find out, that only 37 per cent of the dollar, the
Consumer’s dollar, can be directly attributed to the manufacturing cost, leaving
an area of 63 cents, which we should investigate just as thoroughly as the 37
cents. It seems to me to be a wider field to reduce cost. At the bottom of 5.3 sir,
You go on to say, contrary to your recommendation—but we have to talk about
What exists, not what you recommend—that, “Until the enactment of section 34
°f the Combines Act, most companies established the resale price. Since the
ie;’;cﬁmgnt of this section, it has been common practice in many manufacturing
i E:Strles to suggest a retail price.” This is only a play on words. Now, you go
sel ‘0 say, “Most pharmaceutical manufacturers have contmu&_ed thg practice of

ling to retail pharmacists at a discount of 40 per cent off list price.” What I
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want to know bluntly is the relationship between this recommended price and
the manufacturing price. You recommend it sir, or they are, in general, recom-
mending a reduction of 40 per cent from the suggested retail price. Now what
is the relationship between the suggested list price and the manufacturing price
which includes, incidentally, the sales tax, because it is important.

Mr. WiGLE: Well the economic details we will probably get from our
professor of economics but, to me, it would be the list price less 40 per cent, as
the manufacturers’ price.

Mr. MACKASEY: No, no. What is the relationship between the cost, the 374
cents, and the list price that you recommend? This here is a breakdown of the
consumer’s dollar. What I want to know is when you send out a list price to
druggists, recommending the price of a particular product you must have a
formula; you must have a direct relationship between what you hope the
druggist will sell the product at and what you consider your fair price to the
druggist or to the wholesaler.

Mr. RoGER LAROSE (Vice-President, CIBA Company Limited, Dorval,
Quebec): I believe it is very simple.

The CHAIRMAN: I wonder if perhaps it might be convenient also for the
witnesses to identify themselves. These meetings are not recorded by a stenog-
rapher but are now recorded on tape.

Mr. LarosE: The suggested retail price when it is the price that the retail
pharmacist charges to the consumer yields to the manufacturer, if he actually
sells directly to the pharmacist, that price less 40 per cent.

Mr. MACKASEY: Yes, but you have not answered my question.

Mr. LArRoSE: I am coming to that. If the manufacturer sells to the
pharmacist through a wholesaler then there is a further discount. Then the
manufacturer, before he actually keeps a portion of that cost, must remit to the
government the 11 per cent sales tax. That brings us from that $1 listed as our
suggested retail price to the 374 cents which Dr. Wigle spoke about.

Mr. MackasEY: That is not the answer, of course. Let me phrase the ques-
tion another way. Let us take that area of drugs that you sell directly to a
druggist rather than to a wholesaler, for the moment. You have a drug which
we will call drug because I cannot pronounce all these words, which you sug-
gest to the druggist should be sold at $5 or, say, $2 because it is more in line.
What does that drug cost you? You suggested that the druggist sell it at $2;
what do you charge the druggist for it?

Mr. LAROSE: Usually it is $1 less 40 per cent.

Mr. MACKASEY: You charge him 60 cents and he charges—

Some hon. MEMBERS: No, no.

The CHAIRMAN: That is on a dollar.

Mr. WiGLE: We might get Professor Briant to answer Mr. Mackasey.

Dr. PETER C. BRIANT (Vice Dean and Director, School of Commerce, McGill
University): If the retailer was selling for $2—I just made a quick calculation
based on what Mr. Larose said—the manufacturers price would be about 39
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cents, I think—sorry, 78 cents; I have to double my 39 cents. So that a product
that the manufacturer would sell ex sales tax at 78 cents would retail
approximately at $2.

Mr. MACKASEY: If I can put a question to Mr. Briant, when you invoice is
the tax included or is the tax extra to the druggist.

Mr. BRIANT: Apparently tax included.

Mr. MAcCKASEY: Well, Mr. Beauchemin, the 78 cents is tax included and you
invoice the druggist at 78 cents.

Mr. Guy BEAUCHEMIN (Executive Secretary of PMAC): May I interject
something? We are talking about two different things. We are talking about a
suggested retail price. Your question was on the suggested retail price and I
believe the answer given was on the prescription dollar. This is not quite the
same thing because, of course, when the pharmacist performs an extra service
other than selling the drug directly to the consumer, such as interpreting the
prescription, filling in the different forms and ensuring it is the proper drug and
so on he properly charges for his services. The CPhA in their brief last Tuesday,
I believe, suggested that the material cost to them for a prescription of $1. was
50 cents—that is the cost to the pharmacists.

Mr. MAckASEY: This is what they suggested and I have that figure in my
mind but I want to know what you think it is, because what I am trying to get
at, Mr. Chairman, if you will allow me to explain, although I think the
witnesses know what I am trying to get at, is this. The 3 cents, say, on the 37
cents, or on the 78 cents approximately 70 cents plus the 11 per cent sales tax
are one concern. The relationship between the $2 retail price and the 78 cents is
a factor; it is part of a formula. You do not calculate every drug separately. I
want to know the precise formula you use to mark up because I contend that at
the same time you are marking up the 78 cents you are also marking up the
sales tax. This is the point I want to get at.

Mr. BEAUCHEMIN: That is correct.

Mr. MAcRASEY: All right, it is correct. I know it is correct that is why I am
asking. What I want to know is what does this 7 per cent that we start with cost
the consumer. I am not interested in what Mr. Benson’s opinion of 3 or 4 per

lC{en’c is; I want to know what that 7.8 per cent becomes. That is what I want to
now,

Mr. BEAUCHEMIN: It becomes approximately 10 per cent. It stays about the
Same, percentage-wise. Now it all depends, of course, on the method of pricing
Which the pharmacist may use. There are three different methods. Let us take a
Product with a suggested retail price of $1. It will cost the pharmacist 60 cents.

he Minister of National Revenue has decided that the formula for calculating
the sales tax will be the suggested retail price less 40 per cent less 153 per cent.

he 15} per cent supposedly covers distribution costs. So the tax is applied to
the suggested retail price minus 40 per cent, minus 154 per cent. So the tax is
applied on approximately 50 cents. We have 11 per cent of that 50 cents which
1S approximately 6 cents, and that leaves 44 cents. That is the cost to the
Manufacturer at a suggested retail price of $1 but, this is on a straight over the
Counter transaction. Now, if it is a prescription, the pharmacist usually will add
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some 50 or 75 cents. Of course this 6 cents, which was applied to the
manufacturers level on $1, becomes 11 per cent but on $1.50, of course, this 6
cents may be only 6 per cent.

Mr. MACRASEY: Four per cent.

Mr. BEaAucHEMIN: Four per cent. Now, the pharmacists use an alternative
method of pricing prescriptions which is the cost plus professional fee. The
strict base cost plus approximately $2 or $2.25. Well that six cents, then, on a
prescription which cost them 60 cents will retail at $2.50 or $3.00. This six cents
now is only 2 per cent.

Mr. MAckASEY: You are losing me there because you are bringing in the
alternative method of pricing which is only coming into vogue, and that is cost
plus.

Mr. BEAUCHEMIN: I agree but there are three methods in use.

Mr. MacgASEY: The prevalent one is to take your list price and either sell
at full list price or sell above list price which I am sure some must do or sell
below. You have no control over that I presume?

Mr. BEAUCHEMIN: No.

Mr. MACKASEY: But you do have a control between your manufacturing
cost and the price you suggest that it should be sold at. I am saying the price
you suggest it should be sold at has a relationship to your cost including the
cost of the manufacturing tax of 11 per cent. I am simply saying that this is
pyramided along the way to the consumer. I would suggest that we could easily
prove—our accountant will eventually prove—that the federal sales tax has an
effect of over 16 per cent on the consumer.

Mr. BEAucHEMIN: This is quite possible.

Mr. MACKASEY: This is not your fault; it is our fault. It is one of the
mandates, Mr. Chairman, that has been given to us. That is why I come back
and I would still like to know the formula that you use in arriving at your
suggested retail price and its connection or direct relation to the cost of
manufacturing. The sole reason for that is to get the effect of the Federal sales
tax.

Mr. BEAUCHEMIN: I am not, of course, in manufacturing pharmacy per se,
but I would imagine that if it was my product I would establish what price I
want to sell it and then I would add the tax which the government forces me to
collect, and then add the distribution cost which is the wholesaling cost, the cost
of distribution, and then the pharmacist sells it, of course, at the price he wants.

Mr. MACKASEY: Mr. Beauchemin when the druggist has been invoiced
including the cost of the federal sales tax, the cost of shipping and so on, he
doubles that end price, does he not?

Mr. BEAUCHEMIN: Well if it is over the counter it is usually 60 per cent
original or mark up 40 per cent, yes.

Mr. MACKASEY: Forty off the list and 60 per cent markup. Therefore, if you
charge him—we will use 10 instead of 11 for easy calculation—that tax is also
doubled to 20 cents.
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Mr. BEAUCHEMIN: Right.

Mr. MACKASEY: And 40 per cent comes off the 20 cents, 12 cents. In other
words the tax at the manufacturing level now has cost the druggist 12 cents. In
addition, after he has got that drug, and he paid the government 12 cents, he
then includes it in the cost of his drug and marks the 12 per cent up to, say, 60
per cent, which is another 7.2 cents. So, now the consumer, with an ethical
druggist—who is not over-charging, is now up to 19 per cent, the 12 cents plus
the mark up, say a normal 60 per cent which certainly he is entitled to; 60 per
cent of 12 is 7.2 and you are now up to 19.2 cents on the dollar. I think Mr.
Chairman, they should straighten out once and for all the effect sales tax has on
the cost of drugs because it is in our terms of reference.

The CHAIRMAN: I am sure we will do that Mr. Mackasey. I would point out
though that this has nothing to do really with these people. If the pharmacist
wants to add it up that way he can but if he wants to do it some other way this
is his right and the manufacturers have no control over that.

Mr. MACKASEY: I am not chastising them for it. As a matter of fact, they
have no choice; they must charge it. But surely they are the best qualified, Mr.
Chairman, to tell me what effect it has on their invoices.

Mr. Howe (Hamilton South): Mr. Chairman, I would like to base my
questions on the first paragraph of the preamble which says a Canadian citizen
is obliged to work fewer hours than the peoples of most other countries for
ethical drugs needed for the maintenance of his and his family’s health. I have
here in front of me a rather lengthy document which I would like to put in the
record, although I am not going to read it into the record today, showing
comparative drug prices in England and in Canada of name products manufac-
tured by the same manufacturers, and the same things here cost three to 20
times as much as they do in England. Now these prices were obtained from the
chemists and druggists quarterly price list, which is an English publication,
dated March 1966 and the Canadian prices were obtained from the price book
dated December, 1965 of the Canadian Pharmaceutical Journal, a price book of
drugstore merchandise. These prices show definitely that name products of
arbitrary choice are, as I say, from three to 20 times as much.

Mr. WIGLE: Mr. Chairman, may I ask if these comparative prices are at
Tetail level?

Mr. Howe (Hamilton South): Yes, they are retail prices.
Mr. WiGLE: Thank you.

Mr. Howe (Hamilton South): I was reading in section 4, simply because
Section 4 is applicable to this first paragraph. The comparisons were done by
this association on 17 products. This is section 4, page 1 in which it names some
17 products. Last evening I went to the trouble of looking up these prices and
tl'ansposing them into Canadian money at the present rate of exchange. I do not
know if it was today or last night, it does not much matter. An then, I
multiplied it by a number given on page 43 taking the country, United

ingdom, at 129.40 as an index which you claim is the differential in labour
costs and so on in England and Canada. When I multiplied these out, in every
Single instance, the drugs cost up to as high as three times as much in Canada as
hey do in England, even making this allowance that you made. I accepted this
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figure of yours without having any way of being able to prove, in my own
mind, whether it was correct or incorrect. Going to your price list of 374 cents
you only show labour as being 1} cents of the 37} cents. At page 22, it shows
manufacturing labour cost at 13 cents which is roughly 3% per cent of the 373
cents. Now it would seem to me that this figure of yours of 129.40 as the index
would be a little high when the labour cost is such a small feature of the drug
price, and that there drug prices are way out of range in the two countries. I
can give actual prices if you are interested in them. In the case of Peritrate it
shows 100 10-milligram Peritrate tablets in England costing $1.16 and here
costing $3.75; multiplying that $1.16 by the index you give the comparable
figure in Canada should be $1.50 and yet they sell for $3.75 here.

Mr. RYNARD: Mr. Chairman, I wonder if the doctor made a mistake or did I
mishear him. Did he say 110 milligram Peritrate?

Mr. OrLIKOW: No.
Mr. Howe (Hamilton South): One hundred at 10 milligrams.
Mr. ORLIKOW: One hundred tablets at 10 milligram strength.

Mr. MACKASEY: It would not be the first mistake the doctors have made. T
mean that as a joke.

Mr. WiGLE: Well, Mr. Chairman, I hope I have your sympathy as a
physician in this accumulation of—

The CHAIRMAN: Is this related to appendix F which shows international
drug prices?

Mr. Howe (Hamilton South): It is section 4 and page 1 gives you the names
of the 17 drugs I selected which the association uses and page 4.3 gives you the
index of price to the retailer of 129.40. That is taking Canada at 100 and,
therefore, I multiplied the English price by that index figure to arrive at what
an equitable Canadian price should be by your own comparison. Is this not
correct Dr. Wigle?

Dr. WiGLE: Mr. Chairman, I will not comment on the particular method by
which they are calculated because we do have Professor Briant. I would just
like to point out, however, that the list of drugs were chosen by therapeutic
category and the first three or four of largest selling products in most
therapeutic categories. We have no doubt there are other products on the
market and may vary in a different proportion but we did choose the thera-
peutic categories and the top selling products in each group.

Mr. HOWE (Hamilton South): Well, Dr. Wigle, I did those first three
Achromycin in England at $3.51 and in Canada as $5.40 and multiplying by the
index it is still $4.54 which is almost $1. less or should be almost $1. less.
Chloromycetin at $2.11 in England and $4.95 here and, using the index, it brings
the Canadian price supposedly to $2.73. Terramycin at $4.21 in England and
$6.95 cents here and again using the index it should be $5.45 cents here, which
is still $1.50 more in Canada than that index would show.

Dr. WiGLE: Mr. Chairman, could I ask Professor Briant to comment in reply
to Mr. Howe?

Mr. BRIANT: Therg are a number of points. I am as close to being as
confused as Mr. Howe is about this. May I just elaborate. The drugs in this list
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represent about 8.5 per cent of the total market in dollar terms so that they are,
we think, a fairly substantial sample of the market. My second point, Mr. Howe,
the breakdown of the sales dollar, showing the proportion of the sales dollar
represented by labour costs, has no relationship at all to this particular section.
The only other thing that I could say on this is that I would need to see your
figures and look at the sources because the prices which you read out, the retail
prices, are different from the ones that we obtained.

The CHAIRMAN: The microphone has been pulled out, Mr. Briant; perhaps
you would repeat the answer.

Mr. BRIANT: Are we set now? Is it recording now? If so, I will try and
remember what I said.

The first point was, so far as the sample is concerned, the drugs that we
have down, the 17 products, represent about 8.5 per cent of the dollar value of
the total market and this, we believe, is a fairly broad sample of the market.
The second point that I made was that the breakdown of the sales dollar with
the proportion of the sales dollar represented by labour costs has no relation-
ship to the material in section 4.1 showing the real cost of drugs to Canadians.
The fact that the proportion of the sales dollar spent on labour is small does not
relate in any sense to the real cost of drugs at retail prices. For those
calculations on page 4.2 we used hourly rates in manufacturing so that we are
relating the average hourly earnings of the worker to the dollar price of the
drugs that he buys to determine how many hours or minutes someone works in
Canada to buy a drug product. The third point was that I could not comment on
the figures you have there without seeing them. I made a quick check as you
Wwent along with the prices of drugs in the U.K. and in Canada and not only are
Your U.K. prices different from ours but your Canadian prices are toq, so we
shall just have to get together afterwards, perhaps, and look at these prices and
See where our sources differ.

Mr. Howe (Hamilton South): Mr. Chairman I can do better than that. I am
Willing to table any of these documents to show the prices. I have given fche
Names of them, which will be on the record; I have these here and I am willing
t0 do anything that you wish with them. I also have this other list of drug
Prices in a documentary form showing the prices of many others that have
nothing to do with this. They are admittedly selected drugs showing, as I say,
from three to 20 times as much here in Canada as in England. Whatever you
Would like to do with these documents I would be very willing to table them so
they can be seen or to give them to the gentlemen, whichever way would be

est,

Mr. Hume: Mr. Chairman, may I point out that Mr. Howe’s prices, as I
Understand them, are prices paid by the consumer and the appendix F referred
o in our material is the price to the retailer, so it would be impossible to
Compare them unless Mr. Howe’s prices also indicate the price to the retailer.

Mr. Howe (Hamilton South): This is, of course, a retail price and I would
Presume it would be less whatever percentage was allowed in these countries.
Ur interest is the eventual cost to the consumer, in any case, not the cost to the
Ug store although your prices may have been based on that. Certainly these
€an be brought down to comparable prices. There is no reason why it cannot be
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done. But this is as up-to-date a price list as I could get, dated March 1966 in
England, and this other one is December 1965.

Mr. HuME: I would like to point out that the apparent discrepancy is due to
the fact that we are talking about different things and while they could be
related, here and now that discrepancy is obvious. We are using two different
levels of pricing.

Mr. Howe (Hamilton South): Yes, but if you take two levels and one is
double the other and you cut the same amount off they are still going to be
double.

The CHAIRMAN: I was going to to suggest that perhaps the best thing to do
would be to have the professor and yourself get together with your figures and
then at the next sitting of the committee, perhaps, if you have not been able to
resolve the figures then you put them back on again. As has already been
mentioned, we will be coming to an appendix where actual figures have been
quoted by the association of prices they have of drugs in various countries and
compare them to prices in Canada.

Mr. HuME: There is one other point. I believe Mr. Howe is using 129.4 as a
sort of conversion factor. You cannot apply this to any one product and,
secondly, it is technically wrong to make this kind of conversion. However, I
think we can handle this.

The CHAIRMAN: Perhaps the two of you could get together and if you do
not get the answer to your question, Mr. Howe, we can bring it up again.

Mr. Howe (Hamilton South): Well, I would like it left on the record as it is
for the time being.

Mr. ORLIKOW: Mr. Chairman, I would like to ask some questions and to
begin right at page 1 of the first section, where the brief says Canadians come
off well in terms of pharmaceuticals necessary for our national health and well
being and the Canadian citizen is obliged to work fewer hours than people of
most other countries for the ethical drugs needed and so on. Mr. Chairman,
there has been a great deal, as I am sure our delegation knows, of study given to
this question and the question of prices has been given a great deal of considera-
tion by the restrictive Trade Practices Commission in Canada, by the Hall Com-
mission, by the Kefauver Committee in the United States and there are some
very astounding examples used. I will quote so that our witenesses can check my
references later. I will very quickly quote from a book which I am sure they
know, called The Therapeutic Nightmare by Morton Mintz and published by
Houghton Mufflin, and at page 352 there is an example of the kind of thing
which upsets the public and which I think the drug manufacturers have to
explain to the public. Here is a prescription drug. These are American examples
but I am sure if it varies, it varies by the price to the consumer being higher.
Now, here is prednisone which is used very extensively in which the price
charged to the druggist by Upjohn, by Merck by Parke Davis was $170 a
thousand. I imagine this would be say, two years ago. McKesson and Robbins,
which is one of the biggest distributing companies in the United States was
offering this to the druggists at $20.95. This is the kind of price discrepancy
which the public in increasing number knows about and which I think requires
a good dea lof explanation. Let me take another example. Here is a drug widely
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used in the treatment of diabetes, orinase, which is distributed in the United
States and I am sure, in Canada, by Upjohn, which was developed in Germany.
Let me quote from the book:

Upjohn’s price to the wholesalers and to retailers buying $100 or more
worth of goods a year, was $83.40.

Consumers buying in 50-tablet lots paid $139 for the 1000 tablets, while
the production cost was only $13.11 and this included the royalty paid to
the German company of $6.25. :

I could go on, Mr. Chairman, but these are the kind of figures which have
to be explained. I can give a personal illustration, Mr. Chairman, because my
wife had to use Largactil, a product developed completely, as I understand,
researched and developed—and I hope we will have a good deal of discussion
about this question of research—in France. The company in France which
developed it was selling it retail at 3 cents a tablet when it was selling in
Canada and the United States for anywhere from five to ten times that amount.
These are the questions, Mr. Chairman, and I do not think we have time today
to go further into them. I want other members to have a fair opportunity to ask
questions but these are the kind of facts which have come out in recent years on
which I think, if not today, we are goin to have to get detailed answers from the
Pharmaceutical manufacturers.

Mr. WIGLE: Mr. Chairman, I will not attempt to answer the detailed
questions because we are not acquainted with the detailed pricing policies of
our various members as it is improper for our association to be so acquainted.
The document to which Mr. Orlikow has referred, of course, is a book by
Morton Mintz and we are quite acquainted with it. We have had quite an
exposure to it. He is the ex-reporter of the Washington Post who became an
expert, I believe, during the Kefauver hearings and published his assessment of
the virtues of the pharmaceutical industry in North America. Mr. Mintz has
raised these questions which Mr. Orlikow has mentioned but I do not think it is
Proper for our association to get into comparing the prices of Merck Sharp &
Dohme with the prices of somebody else within the same country because it is
not association business. I believe that you are having individual companies
appear before this committee and I would think that appropriate examples
might properly be used at that time. If any members of my delegation feel
Something more should be added I would ask them to proceed.

Mr. BEaAucHEMIN: Yes. Mr. Orlikow quoted the difference in price between
the prednisone of one company with the prednisone of another company. As is
Well known, there are different methods of fabrication which can entail a
different therapeutic effect. On that particular drug I would like to read to you

€ short testimony which was given by Dr. Gemmell who is Associate
rofessor of Medicine, University of Manitoba at the Restrictive Trade Practices
‘Ommission during its hearings on the drug industry some years ago. He said:
I have a patient who is entirely dependent on the fact that she receives
Cortisone and this is relatively important, the amount of the cortisone. My
Prescription read cortisone which is a generic name, 25 milligrams, half a tablet
Our times a day. Her husband called me and said she was not well at all so I
but her in hospital and she was running a high fever and feeling terrible. I
asked if she was taking her medicine and she said that she was. Obviously she
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needed more cortisone so I gave her intravenous cortisone and the minute I did
she became a new woman. The next morning I asked her, where did you get
your cortisone. She said from the druggist. 1 said have you got it with you. And
she handed me the thing and it looked like no cortisone medication I had ever
seen in my life so I phoned the pharmacist and said what kind of cortisone is
this patient getting? He said in the past I have given her such and such a
company which is very reputable and so and so which is also reputable but
lately as this is very expensive I have given a cheaper form of the drug.” This
can illustrate one difference which may occur in tablets containing or supposed-
ly containing the same therapeutic element but which were processed different-
ly.

Mr. ORLIKOW: Mr. Chairman, I might just say that instead of taking
Largactil at the moment my wife is taking Meprobamate. Now I understand that
all the Meprobamate sold on the American continent is made by one company,
Carter products, which has the American patent. Now I can buy Equanil and pay
the price for Equanil. I can go to the dispensary at the Winnipeg General
Hospital and buy Meprobamate at one-third the cost of Equanil. The Professor
of Pharmacology at the Medical College of University of Manitoba tells me that
it is made by the same company. Now this is a problem which the consumer has
to face. It is all very well for the pharmaceutical manufacturers to say it is only
a few cents a tablet or a few cents a day but when the patient has to pay $8 and
$10 and more for prescriptions, as he frequently does, it makes a tremendous
difference.

Mr. MACKASEY: May I ask a question for my information. Can anybody go
to the hospital and get this less expensive substitute?

Mr. OrLIKOW: Maybe they should. }

Mr. MAckASEY: I did not ask that. At the present moment can anybody go
there and get it?

Mr. OrLIKOW: Of course they can. All I am saying is I am sure the hospital
is ensuring that it is dispensing reputable and satisfactory drugs, and they are
buying drugs much cheaper.

Mr. Mackasey: Well I want to be fair to Mr. Orlikow and to the committee
and point out that the significant point is that in one case it was bought from a
hospital where obviously there are different pricing methods and different
purchasing methods, and in the other case it was bought from a reputable
pharmacist. This is one of the things we should have got into, Mr. Chairman,
but our witness, Mr. Turnbull had to leave us. I just wanted to know could
anybody go to the hospital?

Mr. ORLIKOW: Mr. Chairman I used that illustration because it is one I
know. All I am saying it that the people of Canada who have to buy
prescription drugs, and particularly the people who have long-standing and
more or les chronic illnesses are finding the price of prescriptions extremely
onerous and they are concerned.

I would like to ask some questions arising out of section 2, page 2 where
the brief outlines the cost of the manufacturers proportion of prescription
dollars. As I read this, and I would like to make sure that I am reading it
correctly because I often get lost in figures, in the 374 cents which the

f)
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manufacturers calculate as their share of the prescription dollar, am I correct
that the cost of labour is just 1% cents?

Dr. WiGLE: I believe the breakdown is on the following page, Mr. Chair-
man.

Mr. OrLIKOW: Or, on the following page it is still what I say, four per cent
of the cost is the cost of labour? So the cost of labour is not a very significant
factor in the cost of prescriptions?

Dr. WicLE: I would hesitate, Mr. Chairman, to say that all the labour
involved, including the salaries of other people in the pharmaceutical manufac-
turing establishment, and so on, are all included in that item of labour. There
are many other salaries and payments to individuals which are not included
under that particular item. That is only what might be classified as a person
V;orking in the plant running a machine or sweeping the floor and that sort of
thing.

Mr. ORLIKOW: Again, on. page 2, section 2, am I right that the cost of
research and development is 23 cents out of the 373 cents?

Dr. WicLE: Yes, research and development, 7 per cent.

Mr. ORLIKOW: I compare this, Mr. Chairman, with the item listed as
professional service representation, marketing and medical information pf 30
per cent. It seems to me, Mr. Chairman, that if there is a cost figure which is
significant in the cost to the consumer at the end, it is that figure. It is this
figure which both the Restrictive Trade Practices Commission and the Hall
Commission dealt with very extensively, the very high cost of each drug
Company having representatives, detail men, whatever you want to call. them,
Whose major function, if not their only function, is to call on the individual
doctor and to convince him that their product is better than another product,
and very often better than the same product made by another company.

Dr. WicLE: Mr. Chairman, I believe I have indicated in the portions of the
brief that I read, the preamble, introduction and other areas includlng a
recommendation, that one of the areas of greatest concern to the pharmac_eutlcal
Manufacturing industry of the world is the cost of providing information on
their new products and getting back the information on the old products. There
are drugs showing up every day after having been in use for four and five
Years. Some new factor is discovered and often this is discovered py the f:act
that a medical service representative visited doctors and got this information
back. It is a two-way street. We are concerned about the cost of it. We know
that this is high. But this is a process of providing information which has
€volved during this drug explosion of the last 30 years and certainly you canpot
deny that the health of the world has benefitted very greatly by this exp!oswn,
an_d if there is a better way to provide the physicians and the pharmacists of
this country from coast to coast with the information about new products z.md to
8¢t the information back, and a way which will be as successful as this has

e'en, then the pharmaceutical manufacturers stand responsibly ready to help
With setting up such a system. Whether you call it a drug information source or
hether you have sessions, seminars scattered across the country at' three
mf)nth intervals and everybody makes his doctor go from that communl'fyy 30
€S or 100 or 250 miles, as I was, from my nearest city to the nearest city so
246284
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that he will get the information, then I think you would be doing something
just as safe probably, as long as the doctors went and got the information. But
it has been a process of evolution and we do not know the correct answer to this
yet.

Mr. OrLIKOW: It is very unlikely and, in fact, I would say it was impossible
to get a reduction in the tremendous amount of very expensive promotional and
education material which the various drug companies send out on a voluntary
basis. Is that not so?

Dr. WicLE: I would not say that, Mr. Chairman. I think Mr. Orlikow made
the presumption that it is very difficult to get a reduction in this. I am very
proud to say that our association has as a general principle and policy that any
physician who will indicate to a member company or to us generally that he
does not want direct mail and/or medical service representatives his wishes will
be respected. This has been a policy of the association of British pharmaceutical
industry for some years and approximately 2 per cent of the physicians have
indicated that they did not want this information.

Mr. OrLIKOW: What would you think of legislation which would restrict for
tax purposes the amount of money that could be spent on this form of
promotion. I am just speaking from memory but I think that is recommended
in one of the Howard books.

Dr. WicLE: Mr. Chairman, Mr. Orlikow asked me what I would think of it. I
would think that if a government could responsibly introduce such a measure
and know for sure that these restrictions were not going to endanger your child
or my child or somebody else or keep some doctor from having the information,
if they were sure of that, then let the government in its wisdom make such
recommendations, but I would hesitate to get into that area when it affects the
total cost of the final prescription to such a relatively slight extent.

Mr. OrRLIKOW: How can you say that when the cost according to your own
figures is 30 per cent of the—
Dr. WiGLE: Of 37} cents on each prescription dollar.

Mr. ORLIKOW: But we could go through with you precisely the same steps
which Mr. Mackasey did with regard to the sales tax. Just as the sales tax
pyramids as it goes from the manufacturer to the wholesalers to the retailers to
the consumers, so your 30 per cent pyramids in the cost to the consumer at the
end. I am asking seriously. I realize the difficulties. After all you have a large
number of companies and 90 per cent of them could agree that it would be a
good idea, from every point of view, to reduce this cost factor but if the other
10 per cent did not and went to the other view they would force the 90 per cent
to compete because if they found more doctors and sent out more literature
they would get an increasing part of the market. All I am saying to you is, would
it not make sense if the government made the same rule for everybody.

Dr. WiGLE: Mr. Chairman, Mr. Orlikow has impressed me with the seri-
ousness of his approach. No one could be more serious than I am about methods
to reduce the cost of drugs but I am very reluctant to do things which would
endanger anybody’s livelihood. My main reason for this is that in the 15 years I
was in practice I never had a patient once or a representative of a family who
said to me, you just forget it; do not do it if it is going to cost too much or do

L
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not look for that new cure for my baby if it is going to cost too much. They
were not that interested. Now, so far as this method of getting the information
across to the professions is concerned, there have been some very interesting
experiences in Russia and I will ask Mr. Howsam if he would like to comment
about the experience there?

Mr. Peter Howsam (Vice-President and General Manager, Warner-Chilcott
Laboratories, Toronto): There are a few comments I would like to make, Mr.
Chairman, with regard to Mr. Orlikow’s concern about this cost of promotion. As
a commercial enterprise we have two responsibilities, as pointed out in section 9
of the brief. The one is the scientific information that Dr. Wigle has referred to
and the second is the promotion of our products. If there were such a limitation
Proposed as you suggest, and no matter how we would like it, I think it would
be very difficult for a company. I think the commercial end of life would
Probably come to the fore first and the manufacturer would try and promote his
broducts, and there would be a real danger when a company would be required
to notify a physician of new side-effects or new areas that have come up. I
Would also point out that when the information is offered from a non-commer-
cial and purely scientific source it does not necessarily induce awareness. This
awareness—no matter what its source—does not necessarily induce a trial of the
Product. The vital function of the marketing man is to create an awareness of
this product and the disposition to try it. In Russia they have had a system
Similar to the one you describe where they have had an official pharmacopoeia
and announcements in the medical press and simple one page fliers and so on.
This system has not worked out well and we understand there have been re-
Peated official complaints lately that the doctors are not getting adequgte
Information about their products, so perhaps the functionality of our promotion
System is not so bad after all.

Mr. OrLIKOW: Well, Mr. Chairman, I would just like to say one more thing
and then somebody else can ask questions. I spent a number of years, maybe
more than I like to think about, as a pharmacist and I have seen many times a
Patient come from a doctor with a prescription, where there is obviously a
Serious illness, for chloromycetin, Aureomycin or something like that and want

5 or 20 capsules or ta{blets, when I have said to the person, well it is $8 or $10
Or whatever the price was at that time and they have said oh, well, I will not

Other or I will just take half. I cannot think of anything more useless than to
80 to the doctor when you are sick, get a prescription and then not be able to
8et the prescription filled and use it because you cannot afford the price.

Dr. WiGLE: Mr. Chairman, we have expressed considerable concern about
those people who are unable to pay for their drugs and we have made
Tecommendations in this regard too. I would just like to mention one thing in
Closing about the restrictions which might be placed upon methods of getting
out information to the profession. It is our opinion that this would practically

ake it impossible for a new drug company to start in Canada if there were
Testrictions because I am sure that if I started a company with you and one of
Oup confreres tomorrow, our first year we would have to put about 100 per cent
;ea"ur budget into promotion or we would not be on the market the following

i
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The CHAIRMAN: I think Mr. Brand has some questions. Perhaps we could
close today’s meeting with Mr. Brand?

Mr. BranD: I have only a couple of questions. First of all Mr. Chairman, I
would ask Mr. Wigle if he has access, in view of recent discussions, to the paper
prepared and presented in the Harvard Business Review, comparing the meth-
ods of promotion of drugs in the Soviet Union and in the United States. I think
this came out very shortly after the Kefauver Commission. If there are any
copies of these they might be useful for some members who have not seen it. I
think it lays out very effectively the points which Mr. Howsam was trying to
make. However, there are a couple of things here that puzzle me a little bit. If
we look at 14.3, Mr. Wigle, just for the moment and section 6, where you
approve the action taken by some member companies and so on and so forth and
you acknowledge the support given increasingly by representatives of retail
pharmacy to cost price plus professional fee system for pricing prescriptions. It
is stated this system generally has the effect of increasing somewhat the price
of the cheaper prescriptions but markedly reducing the price of those prescrip-
tions most often criticized as being unduly expensive. Now, do you believe
that the institution of this type of thing, cost plus the professional component
would tend to lower the cost of drugs generally? I presume this is your intent
since it is one of your recommendations?

Dr. WicLE: I think, from a statistical point of view, it is difficult, Mr.
Chairman, to show over a total sample that this has a great deal of effect, but
perhaps Mr. Beauchemin could reply.

Mr. BEaucHEMIN: In total, the average cost of a prescription, when you
take the total sales of prescriptions in Canada, would be approximately the
same depending upon, of course, the level of the professional fee involved. But
certainly it would have the effect of lowering considerably the price of, say, a
$10 prescription which would probably sell under a professional fee system at
around $8. It would reduce the price of a $10 prescription by about $2. On the
other hand, it would increase the price of a $1 prescription to a level of $2.50 or
$2.75 so it would tend to level off the cost.

Mr. BrRaND: You think it would be a good thing? That is what I mean.

Dr. WiGLE: Mr. Chairman, I believe the graph which has been drawn in this
regard shows that in the middle range, which you would have to average down
to, there is a little reduction.

Mr. BrAND: I just did some figuring. Everybody else seems to be figuring
so I thqught I would get into the act.

The CHAIRMAN: I should say that next week we will have a blackboard.

Mr. BRanD: I think we need one but I have been using these wonderful bits
of paper we have been given. Using a professional component fee of $2—I am
using Saskatchewan, perhaps coincidentally, but I happen to represent that
excgllent province—if you add the cost plus the $2 professional fees there will be
an increase in the price of 77 per cent of prescriptions, and I refer you to the
graphs on this presented by the Canadian Pharmaceutical Association, which
are already in evidence. I find that this makes me wonder whether this method
that you seem to be supporting will in effect do very much toward reducing the
cost of prescriptions to the general public.

f*
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Dr. WicLe: I do not think it was our presumption, Mr. Chairman, that the
total cost would necessarily, but in the areas where there have been hardship. I
do not believe it is the average $1.50, $2 or $3 prescription which causes the
Canadian consumer as much trouble as it is when it is the $10, $12 or $15
prescription and this is the area which would be affected by the cost plus
professional fee system.

Mr. BranD: So by increasing the cost of prescriptions 77 per cent you are
going to help the other 23 per cent. Do you think this is a logical assumption?

Dr. WicLE: I am not aware that it really comes out that way.

Mr. Bran: I realize I am backing you into a corner but I think if you look
at the figures you will find this is substantiated by the figures quite accurately.

The CHAIRMAN: Is the table referring to retail costs or consumer costs?
Mr. BRanD: Cost plus the $2 professional fee.
The CHAIRMAN: What were the costs you started with.

Mr. BrAND: This is in the graph. It starts from the price range of 1 ceqt, 50
cents and goes up to $25.01 and on up to $50 in this particular chart. It is on
bage 16.

Mr. HuME: Is this the retail cost with the mark up plus the $2 fee?

Mr. Branp: The average cost to the pharmacist from the manufacturer plus
the $2 component fee which has been suggested in 14.3. I therefore find this
Somewhat untenable. I get the impression from section 4.3 that,—maybe I am
wrong about this—‘the simple average developed for the hours of labour indices
and this shows in general terms the relationship of Canadian drug prices to
those of other countries” that we are on the basis of labour costs, considerably

elow other countries, except the United States. Is this a fair assumption?

Dr. WicLE: That is right.

Mr. Branp: On the basis of that and on the basis of the hourly cost in
CaHadian dollars of $2.02 compared to the United Kingdom of $1.04 let us go
ack to appendix F. Let us take equanil since it was brought into the discussion.
10e price to the retailer in Canada, as listed in your chart here on appendix F.3,
1S $3.40 and the United Kingdom price to the retailer is .94 cents. In view of the
fact that the labour costs seem to be double there seems to be considerably
Mmore of a difference there between the United Kingdom and Canada and I
Wwould like to know why.

Dr. WiLE: May I ask Professor Briant to explain it.
Mr. BrranT: You picked just one particular product.
Mr. Branp: Well, it is a popular one today, as you know.

Mr. Brriant: But the others are also popular. You may find that this index
does not seem to hold true but the fact is that this index is an average of the 17
Products on the list. So, if you look down at some of the other products you do
N0t see such a tremendous discrepancy between them.

y Mr. Branp: Take Peritrate, which was also mentioned today, at $2.50 and
cents; that seems like quite a difference.
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Mr. BrianT: I suggest we look at Achromyein, Chloromycetin, Terramycin
and Penbritin.

Mr. BranD: Let us get away from the antibiotics.

Mr. BrIANT: The Canadian dollar prices of these are much closer. So, when
you apply the substantial difference in wages, Canada $2.02 and U.K. $1.04,
which is about half the wage rate per hour, it is only those products whose
Canadian price would be more than doubled that will result in the kind of
relationship you bring out with Equanil. Clearly, market factors in the two
countries must have a bearing as well on the price at which drugs are made
available to the public.

Mr. BranD: Thank you very much for your explanation. How do you
explain Diuril at $4.79 in Britain and $4.38 in Canada? The situation seems to
be reversed and I am a little curious. Do you have to go to the bathroom more
often because of the effects of the drug, which adds to the labour cost.

Mr. BRIANT: It could be the production costs of this particular drug. I can-
not explain the differences in the market prices in the different countries.

Mr. BRAND: I would like to end on this note because it is now time to shut
up for the night. I think this is one thing the committee would like to have
clarified if at all possible. There are some rather startling differences in some
areas. I think if 'you look at Sodium Seconal at $2.85 to 90 cents or Pyriben-
zamin at $1.53 to 84 cents, there again is this startling difference. I would
hesitate to think the reason it is so much lower is not only that it is much easier
to make these or they are using more of it there than in other countries. I
wonder if these figures are not just a little misleading in the way they are
presented.

Dr. WiGLE: Mr. Chairman, some of them have certainly been studied by the
industry and it is obvious that in some countries it is less expensive to produce
a product than it is in another country, and yet it is produced in each country. I
think that these peculiarities of the industry would be fine to solve. If we could
have the same price for every drug in every country of the world I suppose that
would be the utopia. It would be nice if watches were that way and shotguns
and things; you would not have to do any smuggling.

Mr. Branp: This brings up one last point sir. If it is much cheaper to
produce a certain drug in the U.K would it then, in view of the wide
differential in some of these, not to be cheaper to import this particular drug
rather than manufacture it here, in order to bring down the cost?

Dr. WIGLE: It would have to be a decision as to what was the best thing to
do. Do you want to have those people working in Canada that are presently
producing it, and if you do put them out of work where do they go from there?

Mr. BranD: It would seem obvious that they could go to work producing
the drugs which are more expensive to produce in the United Kingdom.

The CHAIRMAN: Are there any other questions, Mr. Brand?
Dr. WI1GLE: There might be collusion, Mr. Brand?
Mr. MACKASEY: Mr. Wigle, are you saying that if we take advantage of the

lower cost of drugs in foreign countries we would be doing so at the risk of
abolishing a manufacturing industry in Canada?
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Dr. WicLE: I think this is a risk which would be involved, Mr. Chairman, if
I understand anything about the economics of the industry.

Mr. MACKASEY: Is it a large risk or a small risk?

Mr. BrianT: I think it is true, Mr. Mackasey, if you go through this list and
the price in another country is lower than the Canadian price, this is where we
have to balance. The fact is we can buy many products in other countries more
cheaply than we can in Canada. Presumably we want an economy that offers
diversified employment opportunities for our citizens.

Mr. ISABELLE: Mr. Chairman, now that Mr. Orlikow has made his press
communique of 45 minutes could I—

g The CHAIRMAN: I was going to ask if anyone noticed that I gave Mr.
Orlikow more time. This is so for the simple reason that he had told me he was

going to be out ot town and would not be here at the other presentations of this
group.

. Mr. IsaBeLLE: I just want to say one thing. I do not think we should take
into consideration the prices of drugs today because, you could get a brand new
car 15 years ago for $780 and today you are paying for the same brand of car
$2,000. What we should look into, as I said previously, is not the price of the
drugs but the racketeers in the drug industry, those companies that shouls
disappear. I think there are 50 per cent of the companies who do nothing, not
research, not even medical information. They should get out of the drug
industry because they give a bad name to the good pharmaceutical industry.
That is what I wanted to say and I think I am right.

_The CHAIRMAN: Gentlemen, the meeting is adjourned and we will meet
again on Tuesday morning.
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APPENDIX “A"

(Appendix K to the Submission)

REPORT OF THE SPECIAL AD HOC COMMITTEE
STUDYING MATTERS INVOLVING THE PATENT
LICENSING OF DRUG MANUFACTURERS

JouN N, CRAWFORD M.D.,
Deputy Minister of National Health.

Tabled by Mr. MacEachen,
May 12, 1966.

July 12th, 1965.

Miss Judy LaMarsh,
Minister,

National Health and Welfare,
Ottawa, Ontario.

Dear Miss LaMarsh,

I am enclosing a report of the Ad Hoc Committee set up to consider
problems involved in the compulsory licensing for the manufacture of new
drugs. The Committee met on June 24th and again on July 8th, and although
the Committee worked under some sense of urgency, a very comprehensive
study was made of matters relating to this subject.

You will see that the Committee went beyond the terms of reference for it
became obvious to us that the number of new drugs which were produced
under compulsory licence was very small compared to the number produced by
smaller companies through arrangement with the original developers of the
drugs, to some extent under threat of the application for compulsory licence. In
the last fifteen years only ten compulsory licences have been granted. Mr.
Michel, the Commissioner of Patents was most helpful and spent several hours
with us discussing the problems which he encounters in carrying out the
regulations. It was obvious that he was most anxious to cooperate with the Food
and Drug Directorate and welcomed their help in ensuring the safety of drugs
made under a compulsory licence. It is hoped that whatever changes take place
in this department, close collaboration can be developed between the Com-
missioners of Patents and the Food and Drug Directorate. It was a shock to the
members of the Committee to find the heavy responsibility put on the Com-
missioner of Patents. Many of the newer drugs are so complicated in their
formulae that part of the products, the isomers, might not be active therapeuti-
cally though chemically pure, and some dangerous impurities may not be
sufficient in amount, in small samples, to be detected.

The even greater worry to the Committee was this much larger area of
drugs produced under agreement. The Food and Drug Directorate are not
informed ahead of time and no inspection is required, although it might occur in
the course of time. Samples of the new product prepared by the new company
qre not now being analysed. The Committee felt that there should be notifica-

%
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tion of intention to make these agreements. We also felt that annual notification
of all drug companies of all drugs that they are producing with specifications
would be most helpful.

With regard to the specific conditions listed by Dr. Eloise Jones, you will
see that (a) and (c) are covered, that (d) is taken care of in a more logical
way. Some companies cannot afford to have a physician, or if they could, would
not have a job interesting enough to attract the kind of physician who could
fulfill the requirements. The Committee felt it was much better to have
av_ailable within a matter of a few hours all the information which the physician
using the drug might wish to have. With regard to (b), the Committee did not
feel that it was practical to demand repetition of clinical trials. At present in
Canada we do not have the facilities or personnel to carry out all the trials
Wwhich are desirable. It is assumed that the first clinical trials were satisfactory
and if the Food and Drug Directorate are assured that it is the same chemical
and that the potency is equal and no impurities are present and that the
Prescription form is identical; adequate protection would seem to be provided
for the public.

The Committee is greatly indebted to members of the Food and Drug
Committee and Mr. Curran for their help. They are tremendously knowledgea-
ble in this field and were most cooperative in giving their time and providing
background information for us. The report is respectfully submitted and we
all hope that the recommendations may be of some assistance to your
department.

Sincerely yours,

Irwin M. Hilliard, M.D., F.R.C.P.(C)
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REPORT TO THE MINISTER OF NATIONAL HEALTH AND WELFARE.

The Special Committee appointed by the Minister of National Health and
Welfare has the honour to present its report.

On the 14th day of June, your Committee consisting of
Dr. Irwin Hilliard, Chairman,
Physician-in-Chief,

Toronto Western Hospital.

Dr. Charles Gowdey,

Head, Department of Pharmacology,
Western University, London, Ont.
and

Dr. Roger Gaudry,

Rector,

University of Montreal,

was constituted to examine and report on certain matters, involving patent
licensing arrangements with respect to drugs.

The Committee met on June 24 and July 8 to consider the above and, in the
course of their enquiry, have had the benefit of the views of the Commissioner of
Patents and of officers of the Food and Drug Directorate which they found most
helpful.

The problem of adequately protecting the public who are using increasing
quantities of potent drugs is a constantly changing one. Many of the drugs
currently available and much in demand were not even known when the laws
re patents and compulsory licensing were formulated. Moreover, modern drugs
are usualy potent and have important side effects, some predictable from animal
tests and clinical trials, but some not predictable, and some not even recognized
until many thousands of patients have taken the drug.

Very special legislation is necessary, not only because recent scientific and
medical advances have made drugs so much more powerful and dangerous but
also because the public at large is completely unable to realize some of the
dangers inherent in the misuse of some of these products. Drugs, therefore,
differ greatly from most other commercial products in this very important
aspect of safety.

More and more drugs are being produced by synthetic processes of
increasing complexity. Because of the number of steps involved and the meed
for proper care at each intermediate step, it has become essential that adequate
quality control procedures be established and carried out at all levels of the
manufacture or synthesis of the chemical involved. It is not sufficient any more
to perform a simple test on a finished product. In many cases, such tests would
not disclose the presence of potentially dangerous by-products or impurities or
even chemical isomers which should be removed from the desired material if at
all possible. Minor changes in process may perhaps lead to quite different
contaminants in finished products and these contaminants may be toxic and may
even be missed by routine chemical analysis.

4
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Chemical producers with insufficient staff and technical facilities may either
be unaware of or tend to ignore these problems, or may be unable to institute
the mecessary control procedures which will ensure a standardized product
which is safe when used according to direction.

These safeguards have become necessary because over the past few years
newer drugs have been discovered which are so active that they affect some of
the very fundamental processes of life itself. This means that they must be
administered under the most carefully controlled conditions by specialists who
are aware that potentially serious side-effects are inseparable from and in many
cases may be part of the desired therapeutic effect. It is therefore essential that
the prescriber of such drugs be aware that side-effects are likely to occur and
that dosages often need to be individually determined. He must also know what
is to be done when these side-effects occur, or when an overdose has been
taken.

Therefore any company manufacturing such a drug should always be able
to provide complete informational material about the product to the medical
and paramedical profession; maintain a complete up-to-date file on the proper-
ties of and clinical experience obtained with this drug; and be able to supply
the necessary information very rapidly to any physician who needs it. This
should be available in a matter of hours.

The three main responsibilities associated with the production and the
marketing of a potent drug are:

(a) The responsibility of the chemical manufacturer to guarantee the
utmost quality of the finished bulk chemical.

(b) the responsibility of the marketing company to be completely
familiar with all the uses, effects and side-effects of such a drug and
to make this information immediately available at all times to the
prescribing physician who may require it.

(¢) The responsibility of the Food and Drug Directorate to ensure that
drugs be distributed only when they meet the specifications and
standards for such products.

The Committee proposes the following recommendations to deal firstly with
2 drug in respect of which a compulsory licence under the Patent Act is
nvolved and, secondly, where the holder of a drug patent or a person to whom a
Notice of compliance has been granted in respect of a drug, proposes to enter
Into g voluntary arrangement for the manufacture of that drug:

C0'"7-13ulso'ry Licence

Compulsory licensing for the production of a drug and its implicatior}s
Televant to the protection of the public were discussed at some length. This
Subject of licensing was considered important as the Committee feels that
Patents are valuable in stimulating research and development in the field of
drug therapy.

1. A compulsory licence for the preparation or production bY_Chemi?a_l £
fermentation processes of substances intended for subsequent use m.m‘edlcmes
Should not pe granted unless there is first furnished to the Commissioner of
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Patents a favourable report or certification by the Director of the Food and
Drug Directorate on the competency of the applicant for such licence to
manufacture or produce such substance, including adequacy of manufacturing
facilities and controls as required by the Food and Drug Regulations.

2. The necessity for close collaboration between the Commissioner of
Patents and the Food and Drug Directorate who are responsible for the safety
of the finished product is obvious and the Committee were impressed with the
willingness of the Commissioner of Patents to work closely with the Food and
Drug Directorate.

Before a licensee to whom a compulsory licence has been issued or any
manufacturer under that licence releases the drug in dosage form for sale or
distribution

(a) he shall furnish to the Director of the Food and Drug Directorate a
sample of such drug in dosage form and submit evidence that it has
been manufactured in conformity with and meets the requirements
of the Food and Drugs Act and Regulations.

(b) he shall also furnish to the Director copies of any labels and promo-
tional literature proposed to be used in connection with the sale or
distribution of the drug, and :

(c) there shall have been an inspection of his premises and a report
received by the Director indicating satisfactory compliance with the
requirements of Section C.01.051 of the Food and Drug Regulations.

Voluntary Licence

In reviewing the number of compulsory licenses granted in the last 15
years (approximately 10) it became apparent to the Committee that another
large area of concern should be the problem of voluntary arrangements made
by the company holding the patent for the drug with other companies,
sometimes possibly under threat of an application for a compulsory licence. Up
to the present time the Food and Drug Directorate have not always had prior
notification of such arrangements.

Whenever a person who is the holder of a drug patent or who is a person to
whom a notice of compliance respecting a drug has been issued pursuant to the
New Drug Regulations, enters into a voluntary arrangement with another
person to manufacture or produce that drug in Canada, he shall first notify the
Director of the Food and Drug Directorate giving the name of the proposed
manufacturer, the name of the drug, and the address of the premises where
such drug will be manufactured or produced.

A manufactureer of a drug pursuant to an arrangement as referred to in
paragraph 3, shall, before releasing the drug in dosage form for sale or
distribution, meet the requirements of paragraph 2, namely:

() furnish to the Food and Drug Directorate a sample of such drug in
dosage form and submit evidence that it has been manufactured in
conformity with and meets the requirements of the Food and Drug
Act and Regulations, and

s 8
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(b) submit copies of labels and promotional literature proposed to be
used in connection with the sale or distribution of that drug, and

(c) submit evidence that an inspection has been made of his premises
and a report received by the Director indicating satisfactory com-
pliance with the requirements of Section C.01.051 of the Food and
Drug Regulations.

New Drugs

The Committee felt that there was adequate protection of the public
through the present regulations, with regard to new drugs. The following
Tecommendations, however, were made to broaden the scope of the term:

That the definition of a new drug be amended to include a drug not
Currently in new drug status if it is to be manufactured or produced by a
Mmethod or process that is substantially different from the method or process
Currently being used in Canada; or if with prolonged use, new or more serious
Or more frequent side effects, develop.

That if any drug, made subject to a compulsory licence or voluntary
arrangement in the opinion of the Food and Drug Directorate or the Canadian
Drug Advisory Committee or any sub-committee thereof, requires special
m_anufacturing facilities or controls or further testing, which may include
clinical testing, provision be made in the New Drug Regulations that it be dealt

With as a new drug.

Availability of Information

7. While it would be desirable for a physician to have ready access to a
Tesponsible medical officer on the staff of a drug manufacturer, this may not be
feasible or even necessary under all circumstances. The Committee feels that
Tesponsible manufacturers will use their best judgment in this regard but
Whether or not there is a duly qualified medical practitioner available, it
Tecommends that no manufacturer shall market any drug unless he has
available a product brochure containing complete information on the indica-
tions, contra-indications, precautions, dosage and side-effects, as well as a
Tesume of the pharmacological and clinical studies carried out on that drug and
hat such prochure be furnished, on request, to any physician, dentist, veteri-
hary surgeon or pharmacist registered and entitled to practise his profession in

a province of Canada.

In studying the problem of compulsory licensing of drugs and voluntary
dgreements, the Committee noted certain other areas of general concern and
Would make three further recommendations.

Notification

¢ 8. That all drug manufacturers in Canada be required regularly to notify
he .FOOd and Drug Directorate of their name, address, names (trade .and
Oﬁimal) of their products, and any other pertinent information. (The Committee
Understood that this is already under consideration).
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Identification

9. That companies marketing drugs use an identification mark on the
finished product as well as recording the lot number on the container.

Imported Drugs

10. Distributors receiving bulk, semi-finished or finished drug products
from outside Canada must provide satisfactory evidence of testing of the
imported drug with regard to identity, purity, and potency before marketing
such drugs in Canada.

Dated at Ottawa,
this 8th day of
July, 1965.
Respectfully submitted.

Roger Gaudry

Charles Gowdey

Irwin Hilliard
(Chairman)

Y

)



HOUSE OF COMMONS
First Session—Twenty-seventh Parliament

1966

SPECIAL COMMITTEE

ON

DRUG COSTS AND PRICES

Chairman: Mr. HARRY C. HARLEY

MINUTES OF PROCEEDINGS AND EVIDENCE
No. 5

TUESDAY, JUNE 21, 1966
THURSDAY, JUNE 23, 1966

WITNESSES:

From The Pharmaceutical Manufacturers Association of Canada: Dr. Wm. W.

Wigle of Ottawa, President; Mr. Robert F. Daily, Chairman of the Board of
Directors and Vice-President and General Manager, Smith Kline & French
Inter-American Corporation; Mr. E. Glyde Gregory, Vice-Chairman of the
Board and President, Ayerst Laboratories; Mr. Harry D. Cook, Immediate Past
Chairman of the Board and President, Abbott Laboratories Ltd.; Dr. Peter s

riant, Vice-Dean and Director, School of Commerce, McGill University; Dr.
Arthur Grieve, Director of Quality Control, Ayerst Laboratories, all of Mon-
treal; Mr. Gregory J. Gorman, Barrister; Mr. Gordon F. Henderson, QC,
Patent Attorney, both of Ottawa; Mr. Peter Howsam, Vice-President and
General Manager, Warner-Chilcott Laboratories; Mr. Fred R. Hume,. Q.C.,
both of Toronto; Mr. Roger Larose, Vice-President, CIBA Company L{mgted,
DO}'val, Quebec; Dr. Brian Stewart, Director, Pharma-Research Canada Limited,
POlnte-Claire, Quebec, and Mr. Guy Beauchemin, of Ottawa, Executive Secretary.

ROGER DUHAMEL, F.R.S.C.
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY
OTTAWA, 1966



DRUG COSTS AND PRICES
Chairman: Mr. Harry C. Harley
Vice-Chairman: Mr. Patrick T. Asselin (Richmond-Wolfe)

and

Mr. Brand, Mr. Hymmen, Mr. Roxburgh,
Mr. Chatterton, Mr. Isabelle, Mr. Rynard,
Mr. Clancy, Mr. MacDonald (Prince), Mr. Scott (Danforth),
Mr. Cété (Dorchester), Mr. Mackasey, Mr. Tardif,
Mr. Enns, Mr. O’Keefe, Mr. Whelan,
Mr. Howe (Hamilton Mr. Olson, Mr. Yanakis—24.

South), Mr. Pascoe,
Mr. Howe (Wellington- Mr. Prud’homme,

Huron), Mrs. Rideout,

(Quorum 10)

Gabrielle Savard,
Clerk of the Committee.

NoTE: Mr. Scott (Danforth) replaced Mr. Orlikow on June 17; Mr. Roxburgh
replaced Mr. Haidasz on June 20; Mr. Olson replaced Mr. Patterson
on June 21.



ORDERS OF REFERENCE
Fripay, June 17, 1966.

Ordered,—That the name of Mr. Scott (Danforth) be substituted for that of
Mr. Orlikow on the Special Committee on Drug Costs and Prices. i

MonpAY, June 20, 1966.

: Ordered,—That the quorum of the Standing Committee on Drug Costs and
Prices be reduced from 13 to 10 Members.

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

TUESDAY, June 21, 1966.

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

Attest,
LEON-J. RAYMOND,

The Clerk of the House.
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REPORT TO THE HOUSE
FRIDAY, June 17, 1966. { )

i f+The Special Committee on Drug Costs and Prices has the honour to present
its iy ‘
FIRST REPORT

Your Committee recommends that its quorum be reduced from 13 to 10
members.

. Respectfully submitted,
a2 ' HARRY C. HARLEY,
Chairman.

ancurred in Monday, June 20, 1966.
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MINUTES OF PROCEEDINGS

TUESDAY, June 21, 1966, . . .
(7

The Special Committee on Drug Costs and Prices met this day at 11.15'a.m.
the Chairman, Mr. Harry C. Harley, presided.
Members present: Mrs. Rideout, and Messrs. Brand, Clancy, Harley, Howe
(I"Iamilton South), Howe (Wellington-Huron), Hymmen, Isabelle, Mackasey,
Keefe, Prud’homme, Scott (Danforth), Whelan, Yanakis (14).
Also present: Mr. Lind, M.P. s o
In attendance: From The Pharmaceutical Manufacturers Association of
Canada: pr., Wm. W. Wigle of Ottawa, President; Mr. Robert F. Daily, Chairman
3 the Board of Directors and Vice President and General Manager, Smith
e & French Inter-American Corporation; Mr. E. Glyde Gregory, Vice-
Chail‘man of the Board and President, Ayerst Laboratories; Mr. Harry D. Cook,
ediate Past Chairman of the Board and President, Abbott Laboratories
td.; Dr. Peter C. Briant, Vice Dean and Director, School of Commerce, McGill,
Alversity; Dr. Arthur Grieve, Director of Quality Control, Ayerst Laboratories,
all of Montreal; Mr. Gregory J. Gorman, Barrister; Mr. Gordon F. Henderson
-C., Patent Attorney, both of Ottawa; Mr. Peter Howsam, Vice-President and.
°heral Manager, Warner-Chilcott Laboratories; Mr. Fred R. Hume, QC,
arrister, both of Toronto; Mr. Roger Larose, Vice-President, CIBA Company
ited, Dorval, Quebec; Dr. Brian Stewart, Director, Pharma-Research
Canagda Limited, Pointe Claire, Quebec, and Mr. Guy Beauchemin, of Ottaws,

)

Xecutive Secretary.
C A?SO in attendance: Mr. W. J. Blakely, of Kingston, Accountant for the
?;’t‘lmlttee; and Mr. A. M. Laidlaw, of Ottawa, Legal Counsel for the Com-

ee.
The Committee resumed consideration of the submission presented by the
Armaceutica] Manufacturers Association of Canada. :

Py The. Chairman referred to a suggestion made to have the entire submigsion
Outtsd In the proceedings. After discussion, on motion of Mr. Howe (Hamilton
), seconded by Mr. Mackasey, Y
ap Ag"'eed,~That the parts of the said submission which are not al;-gady
pré’:nde:d to the proceedings of June 16, (Issue No. 4) be printed as part of the
€edings, (See Appendix “A”). B .
K Dr, Briant tabled two documents with reference to questions asked_b}f ]_31' :
4milton South) at the previous meeting, dealing with comparative

Prj ‘ ¢ L o
lces of drugs in Canada and U. K. Copies of these documents were dxs"trik?uted
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to the Members and were ordered appended to today’s Minutes of Proceedings
together with the tables referred to by Dr. Howe. (See Appendices 1, 2 and 3 to
Minutes).

With the use of a blackboard, Dr. Briant explained fully the figures
appearing on the above documents. He was questioned as he went along. Other
members of the delegation supplied additional information.

Mr. Laidlaw and Mr. Blakely also questioned the witnesses.
At 12.50 p.m. the Committee adjourned to 3.30 p.m.

AFTERNOON SITTING
(8)

The Special Committee on Drug Costs and Prices met at 3.45 p.m. this day.
The Chairman, Mr. Harry C. Harley presided.

Members present: Messrs. Asselin (Richmond-Wolfe), Clancy, Harley,
Isabelle, Mackasey, O’Keefe, Prud’homme, Scott (Danforth), Whelan, Yanakis
(10).

In attendance: Same as at the morning sitting, also Mr. Gordon Allmark,
Assistant Director Drugs, Food and Drug Directorate, Department of National
Health and Welfare.

The Committee resumed consideration, section by section, of the submission
of the Pharmaceutical Manufacturers Association of Canada. The delagates of
the Association were questioned in relation thereto.

Mr. Laidlaw and Mr. Blakely also examined the witnesses.

Mr. Allmark supplied additional information concerning the Food and Drug
Directorate.

At 5.45 p.m. the Committee adjourned to meet again at 8.00 p.m. this day.

EVENING SITTING
(9)

The Special Committee on Drug Costs and Prices met at 8.10 p.m. The
Chairman, Mr. Harry C. Harley, presided.

Members present: Messrs. Asselin (Richmond-Wolfe), Clancy, Harley,
Howe (Hamilton South), Isabelle, Mackasey, O’Keefe, Scott (Danforth), Whe-
lan, Yanakis (10).

In attendance: Same as at morning and afternoon sittings.

The Committee resumed consideration of the submission of the Phar-
maceutical Manufacturers Association of Canada, more particularly Section 2.

The delegates of the Association were further examined by the Members
and by the Legal Counsel of the Committee.

At 9.45 p.m. the Committee adjourned to 3.30 p.m. Thursday, June 23, t0
consider Section 3 of the brief dealing with economics.

<=
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THURSDAY, June 23, 1966.
(10)

% The‘ Special Committee on Drug Costs and Prices met this day at 4.00 p.m.
he Chairman, Mr. Harry C. Harley, presided.

n Members present: Mrs. Rideout and Messrs. Asselin (Richmond Wolfe),
rand, Clancy, Harley, Howe (Wellington-Huron, Hymmen, MacDonald
(Prince), Mackasey, O’Keefe, Rynard, (11).

B In attendange: Mr. Robert F. Daily, Chairman of the PMAC Board of
InI;‘ectors a1:1d Vlce-Presifient and General Manager, Smith Kline and French
> er-American Corporation, Montreal; Mr. E. Glyde Gregory, Vice-Chairman,
(\)N the_ PMAC Board and President, Ayerst Laboratories, Montreal; Dr. William
i Wigle, of Ottawa, President of PMAC; Dr. Peter C. Briant, Vice Dean and
Glgector, Scho_ol of Commerce, McGill University, Montreal; Mr. Gregory J.
Ottl‘man, Barn;ter; Mr. Gordon F. Henderson, Q.C., Patent Attorney, both of
W awa, Or;tano; Mr. Peter Howsam, Vice-President and General Manager,
Toarner-Chllcott Laboratories, Toronto; Mr. Fred R. Hume, Q.C,, Barrister, of
Qur%nto; Mr. Roger Larose, Vice-President, CIBA Company Limited, Dorval,
B €bec; Dr. Brian Stewart, Director, Pharma-Reasearch Canada Limited,
ﬁé—Clalre, Quebec; Mr. Guy Beauchemin, of Ottawa, Executive Secretary of

c Also in attendance: Mr. W. J. Blakely, of Kingston, Accountant for the
m‘;gmlttee; and Mr. A. M. Laidlaw, of Ottawa, Legal Counsel for the Com-
ee.

Ph The Committee resumed consideration of the submission presented by the
armaceutical Manufacturers Association of Canada.
M Agreed that the questioning of the delegates of the Association by the
, eljﬂ'bers of the Committee be restricted to a five minute period on a particular
Ubject covered by the brief.

During the course of discussion, Mr. Beauchemin tabled, for the informa-

‘;%I? of the Members, several publications containing scientific information
ich are essential to the intelligent prescribing of pharmaceutical products.

The delegates of the Association were examined.
to thAt the conclusion of the questioning, Dr. Wigle expressed his appreciation
€ Committee and made a short statement.

i On behalf of the Committee, the chairman thanked Dr. Wigle and all the
g egates of the Association for presenting a brief and giving further informa-
On to the Committee.

whi At ,5-40 p.m. the Committee adjourned to 11.00 a.m. Tuesday, June 28, at
ch time the Canadian Medical Association will present its brief.

Gabrielle Savard,
Clerk of the Committee.
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APPENDIX “1”

COMPARATIVE PRICES OF DRUGS IN CANADA AND UK

Price Sources: ,

12 (;‘The Chemist and Druggist Quarterly Price List”’, March 1966, Morgan Bros. (Publishers'),'

ndon. -

s ““Price Book of Drug Store Merchandise”’, Dec. 1965, The Canadian Pharmaceutical Journal,
oronto. k :

Generic Name Sources:

“American Drug Index—1965"", J. B. Lippincott, Philadelphia, Montreal.

“Pharmacological and Chemical Synonyms’’, Excerpta Medica Foundation, Amsterdam,
London, New York.

“Vademecum International—1966", Cdn. edition, J. Morgan Jones, Montreal.

Ezxzchange Rale Used:
£=83.02 (Cdn.)

C’urrency Conversion Table Used:

S. $ (CDN.) 1 $ (CDN.)
5 1 .151 1 .0126
2 .302 2 .0252
3 .453 3 L0377
4 .604 4 .0503
5 .755 5 .0629
6 .906 6 .0755
Ty 1.057 7 .0881
8 1.208 8 .1006
gL 1.359 9 L1132
10 1.51 10 .1258
i 1.661 11 L1384
12 1.812 12 .151
13 1.963
14 2.114
15 2.265
16 2.416
17 2.567
18 2.718
19 2.869
20 3.02

d
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19.58

Folvite Tabs. Led 7 Lo i
Folvite Tabs. i E e
(Folic Acid Tabs. 5 mg #100)
19.52
Folic Acid Tabs. Lilly c T
Folic Acid Tabs. = = ot
(Folic Acid Tabs. 5 mg #100)
19.39
Roéitine Amps. Ciba = i
Rogitine Amps. - . —
itamine Son T g 10
10.72
Dienoestrol Tabs. BDH : B
Dienoestrol Tabs. & 5 .
(Dienoestrol Tabs. 5 mg #100)
8.82
Sonery Tabs. Poul. G Al
Soneryl Tabs. EoNE g L
(Butobarbitone Tabs. #100)
8.33
Dieth}’lstilboestrol Tabs. Lilly = i
Stilboestrol Tahe. BDH E 1
(Diethylstilboestrol Tabs. 5 mg #500)
7.85;
Gardeng] Tabs, Poul. C e S
Sardenal Tybs, PSMB 2 i

(Phenobarbital Tabs. .1 gm #100)
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6.92
Stilboestrol Tabs. BDH 1.80
Stilboestrol Tabs. o .26
(Diethysltilboestrol Tabs. 1 mg #100)
6.81
Cerevon Tabs. Calmic 3.00
Cerevon Tabs. 2 .44
(Ferrous Succinate 150 mg & Folic Acid 1.7 mg Tabs. #100)
6.67
Meticortelone Tabs. Scher. 22.70
Prednisolone Tabs. PD 3.40
(Prednisolone Tabs. 5 mg #100)
6.67
Meticorten Tabs. Scher. 22.70
Prednisone Tabs. i B 3.40
(Prednisone Tabs. 5 mg #100)
6.48
Radiostoleum Caps. BDH 12.25
Radiostoleum Caps. 4 1.89
(Vitamin A with Vitamin D Caps. #500)
6.32
Sparine Tabs. Wyeth 5.25
Sparine Tabs. & .83
(Promazine HCI Tabs. 25 mg #50)
5.61
Largactil Tabs. Poul. 6.80
Largactil Tabs. PSMB 1215

(Chlorpromazine Tabs. 10 mg. #100)
*Eng. price cale. from price/#50
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5.56
Delta Cortril Tabs. Pfizer 22.70
Delta Cortril Tabs. vi 4.08
(Prednisolone Tabs. 5 mg #100)
5.53
Duleolax Tabs. Geigy 2.60
Dulcolax Tabs. “ AT
(Pyridylmethane Tabs. 5 mg # 30)
5.29
Mellaril Tabs. Sandoz 8.00
Melleril Tabs. a 1.51*
(Thioridazine Tabs. 10 mg #100)
*Eng. price calc. from price/#50.
5.20
Fersamal Tabs. Glaxo 2.60
Fersamal Tabs. b -50
(Ferrous Fumarate Tabs. 200 mg #100)
5.12
Haldrone Tabs. Lilly 29.60
Haldrate Tabs. f 5.78
(Paramethasone acetate Tabs. 2 mg #100)
5.00
Fel‘solate Tabs. Glaxo 1.35
FErsolate Tabs. = id
(Compound Ferrous Sulphate Tabs. #100)
4.88
Norflex Tabs. Riker 24.00*
Norflex Tas, « 4.91

gomhenqdrine Citrate Tabs. 100 mg #100)
Cdn. price cale. from price/#50)
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' & 7 4.69
Medinal Tabs. Scher. C 4.60
Medinal Tabs. _ e = E .98
(Diethylmalonylurea Mono Sodium 5 gr. #100)

4.68
Edrisal Tabs. SKF C ’ 29.50*
Edrisal Tabs. « E |62

(Amphetamine Sulphate 2.5 mg, Phenacetin 2} gr. & Acetylsalicylic Acid Tabs. #500)

*Cdn. price cale. from price/#250

4.48
Disipal Tabs. | Riker ¢ 12.50
Disipal Tabs. | Camden E 2.79
(Orphenedrine HCl Tabs. 50 mg #100) '
4.45
Amytal Tabs. Lilly C 2.85
Amytal Tabs. o B .64
(Amobarbitol Sodium Tabs. 13 gr. #100)
4.41
Belladenal Tabs. Sandoz C 6.84
Belladenal Tabs. % E 1.55
(Bellafoline Tabs. #100)
4.21
Pacatal Tabs. Warner C 10.50
Pacatal Tabs. 44 E 2.49
(Methyl Phenothiazine Chloride Tabs. 25 mg #100)
4.16
Lanoxin Tabs. BW (] 3.00
Lanoxin Tabs. e E .7247

(Digitalis Lunata Tabs. .25 mg #100)
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4.02
Pii'taline Nativelle Tabs. Welcker C 3.50
Crystodigin Tabs. " Lilly E .87
(Digitoxin Tabs. .1 mg #100)
3.97
Monodral Bromide Tabs. WS C 8.70
~M0nod_ra1 Bromide Tabs. Bayer E 2.19
(Penthianate Bromide Tabs. 5 mg #100) ;
3.92
Progestoral Tabs Org. c 18.35
Progestoral Tabs. Org. E 4.67
~ (Ethisterone Tabs. 10 mg #100)
3.87
Beplete Tabs. ~Wyeth - e, > 4.50
Beplete Tabs, » E- 1.16*
(Phenobarbxtal Thiamine, Riboflavin, Pyridoxine etc Tabs #100)
ng. price cale. from price/#50.
i e o R
3.84
'P arafon Tabs. McNeil C 12.20*
M Ortho E 3.17
(Chlorzoxazone 250 mg & acetaminophen 300 mg #100)
n. price cale. from pnce/#50
e
5 v i Q78
Prosﬁ.min Tabs. Roche © 3430
PmStiglnin Tabs. < i 9.06°
SNeostxgmme Bromide Tabs. 15 mg #500) .
ng price cale. from prlce/#250
e aip—
.@. ek ac 20.00
Phenefgan Tabs. - PSMB B .

(Phenothiazine Tabs, 10 mg #500)
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3.77
Amoxal Gel. SN C 2.00
Amoxal Gel. i E .52
(Amyloxybenzamide, Amyloxyacetophenone & Salicylic Acid Gel. 25 gm #1)
3.75
Daraprim Tabs. BW C ! 2.25
Daraprim Tabs. ™ E l .60
(Pyrimethamine Tabs. 25 mg #30)
3.71
Tuinal Pulv. Lilly C 4.50
Tuinal Pulv. i E 1.21
(Amobarbital Sodium & Secobarbital Sodium Pulv. 1% gr #100)
3.66
Eltroxin Tabs. Glaxo C 1.65
Eltroxin Tabs. “ E .45
(Laevo Thyroxine Sodium Tabs. .1 mg #100)
3.64
Gelusil Tabs. Warner C 11.00
Gelusil Tabs. 0 E 3.02
(Aluminum Hydroxide Gel & Magnesium Trisilicate Tabs. #500)
3.64
Paraflex Tabs. MeNeil C 13.00*
Paraflex Tabs. Ortho E 3.57
(Chlorzoxazone Tabs. 250 mg #100)
*Cdn. price cale. from price/#50
3.61
Ansolysen Tabs. Poul. C 6.00
Ansolysen Tabs. PSMB E 1.66*

(Pentolinium Tartrate Tabs. 40 mg #100)
*Eng. price calc. from price/#50.
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3.59
Rauwiloid Tabs. Riker 6.25
Rauwiloid Tabs. 5 1.74
(Rauwolfia Serpentina Tabs. #60)
3.47
Rarical Tabs. Ortho 4.00
Rarical Tabs. % 1.15
(Ferrous Calcium Citrate & Tricalcium Citrate Tabs. #100)
3.46
Ergotrate Tabs. Lilly 8.25
Ergotrate Tabs. « 2.38
(Ergonovine Maleate Tabs. .2 mg #100)
3.37
Equani Wyseals Wyeth 5.00
Equani] Wynials « 1.48*
(Meprobamate Wyseals 400 mg #50)
Eng. Price cale. from price/#20.
2.37
Mesantoin Tabs. Sandoz 5.60
Mesontoin Tabs, - 1.66
(Phenyl Hydantoin Tabs. #100)
3.36
Furoxone Tabs. Austin 6.50
Furoxone Tabs. SKF 1.93
(Furazolidone Tabs. 100 mg #20)
3.31
Pentoxylon Taps. Riker 6.50
Pentoxy}on Thbs, » 1.96

(Pentaerythritol Tetranitrate 10 mg & Rauwiloid .5 mg #100)
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3.28

Paludrin Tabs. . Ayerst 2.50

Paludrin Tabs. ICI .76
~ (Proguanil HCL. Tabs. .1 gm #100)

r o 3.28

Seconal Enseals Lilly 5.45

Seconal Enseals : - 1.66

(Secobarbital Sodium Enseals 13 gr #100)

' 3.27
Betnesol Tabs. Glaxo 15.50
Betnesol Tabs. _ : 2 4.73

(Betamethasone 0.5 mg #100)

- - 3.20
Desbutal Caps. ; Abbott 6.05
Desbutal Caps. = . - v e 2 1.89

(Desoxyn 5 mg & Pentobarbital Sodium 30 mg #100)

< 3.18
Panectyl Tabs. Poul 4.20
Vallergan Tabs. _ PSMB 1.32

(Trimeprazine Tabs. 10 mg #50) - :

3 3.13
Butazolidin Tabs. o “Geigy - 25.00
Butazolidin Tabs. a2y, 7 0T

" (Phenylbutazone Tabs. 100 ‘vr‘n'g #250) '
Moditen Tabs. Squibi 19.00
3 il
Moditen Tabs. ” 6.12
R

~ (Fluphenazine Dihydrocholoride Tabs. 1 mg #100)
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3'- 10
Miltown Tabs. Horner C 5.00
Miltown Tabs. Wallace E 1.66
(Meprobamate Tabs. 400 mg #50)
3.01
Norgesic Tabs. Riker I e 10.00
Norgesic Tabs. ? | E 3.32

(Orphenadrine Citrate 25 mg, Acetylsalicylic Acid 225 mg, Phenacetin 160 mg, Caffeine

30 mg. #100)



APPENDIX “2"
COMPARISON OF REAL COST OF CANADIAN AND U.K. DRUG PRICES
Canada U.K.
($ Cdn.)
—————————— Price to Retailer Price to Public
Package Price to Price to
Product Strength Size Retailer Public £= $ Cdn. 4 § Cdn. Comments
Achromycin i (WO 250 mg Caps 16 324 540+ 15/16 234 23/3 351
Chloromyecetin. ... ... .. 250 mg Caps 16 396 660+ 12/5 188  18/8 282 Ba?e;g on 9/44 and 14/~ for P.8.
o
'I‘erran:n_ycin. s st 250w Caps 16 417 695+ 18/7 281 27/1044 421
Penbritind(.. . 1 ... s 250 mg Caps i6 537 895+ 20/9 314 31/24 471 Ba&;ego on 26/- and 39/~ for P.S.
o
Qaabrsing. .. ... .. 400 500 mg Tabs 100 414 690 16/~ 242 24/- 362
D.ech}dron ............... 0.5 mg Tabs 100 1,194 1,990+ 62/6 944 93/9 1,416
Bibeilim. 1 5 e we 10 mg Caps 100 720 1,200 20/- 302 30/- 453
Equanil 400 mg Tabs 50 340 500+ 7/2 108 9/9% 148  Based on 34/9 per doz. packages
of 20 to retailer and on 8/11 per
1 package of 20 to public
Stelagine............. ... 2 mg Tabs 50 375 625 16/4 247 24/6 370 U.K. price is Img tablets of P.S.
100
Ismelin T ST SO 10 mg Tabs 100 433 6504 27/8 418 41/6 627
H_ydg‘odlunl ........... 25 mg Tabs 100 312 5204 *20/7 447 42/10¢ 647
ity I SRS S | 500 mg Tabs 100 438 730+ *32/- 483 48/~ 725 )
Peritrate................ 10 mg Tabs 100 250 375+ 5/2 78 7/8 116 U.K. wholesale price for a doz.
packages of 50 is 31/-¢; 100=
62/-; and one package of 100=
5/24; retail is 2X3/104
Dotidel. 4. ... =, Lk 0.5 gm Tabs 100 397 5954 8/4 126 12/6 189 U.K. wholesale is 100/~ a dozen;
U.K. strength is 250mgm
SHCOER L ook 0.1 gm Tabs 100 285 475 5/- 76 7/6 113
Pyribenzamin, ......... 0.5 gm Tabs 50 153 230+
Banthine............ ... 0.05 gm Tabs 100 576 960+
Cost of Basket of Drugs. .......... (a) $6,832 811,140 297 /- 4,488 443/- 6,691
($44.75) (866.49)
Labour Hours” . .. . - Y 4 A A ‘.-.—,71 o (h) L) :'47‘5 A ;5—1_’) i 42_6i_ :2—77 3 6'%_6: i (;‘375— Hourly Rates in Manufacturing
a0l 4 o, . ohothe BRI ek do ERo8 100. 00 100. 00 126.37 115.53 Canadian
£'s $'s
+Prices checked in 31st Edn (Dec 1965) Price Book = U.K. prices from the (‘hemist and Druggist Quarterly
Price List Canada. .. .. ~ 2.02
"b=line (a)+%2.02 Cdn; & + 1.05 U.K.; also+6.96s U.K. ¢ j il -G 6/1134 1.05
*U.K. prices obtained from PMAC source (=6.96s)
—— A =5 . L o«

991
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APPENDIX “3"
COST OF INDIVIDUAL DRUGS IN LABOUR HOURS
Canapa ano U.K.
Cost to Retailer U.K. Index Cost to Public U.K. Index
(Canada (Canada

Canada U.K. = 100) Canada U.K. = 100)
1.60 2.23 139.4 2.67 3.34 125.1
1.96 1.79 91.3 3.27 2.69 82.3
2.06 2.68 130.1 3.44 4.00 116.3
2.66 2.99 112.4 4.43 4.49 101.4
2.05 2.30 112.1 3.42 3.45 100.9
5.91 8.99 152.1 9.85 13.49 137.0
3.56 2.88 80.9 5.94 4.31 72.6
1.68 1.03 61.3 2.48 1.41 56.9
1.86 2.35 126.3 3.09 3.52 113.9
2.14 3.98 186.0 3.22 5.97 185.4
1.54 4.26 276.6 2.57 6.16 239.7
2.17 4.60 212.0 3.61 6.90 191.1
1.24 0.74 59.7 1.86 1.10 59.1
1.97 1.20 60.9 2.95 1.80 61.0
1.41 0.72 51.1 2.35 1.08 46.0
0.76 1.14
2.85 4.75

100.0 123.48 100.0 112.58

246302,
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EVIDENCE
(Recorded by Electronic Apparatus)
’) TUESDAY, 21 June 1966.
J e (1100 am.)

The CHAIRMAN: Ladies and gentlemen I see a quorum present.
_The Pharmaceutical Manufacturers Association, the people who are Pre-
ier}tmg the brief today, have requested that we consider printing their whole
rief as part of the record, with the appendices. They feel that to print only
fﬁrt of it, is not really representative of their whole submission. This is open t0
: e committee. As you remember, We authorized the printing l.ast week 9f'the
lélmmary of their presentation plus the appendix dealing with the Hl}lliil‘d
beport and, I think, four sections automatiCally became part of the minutes
ecause Dr. Wigle read them into the record.

% Mr. MACKASEY: Mr. Chairman, I think the argument ag_ainst the whole
if port at the time was that it would hold up the printing. Possibly we Fould do
some other way. It does not have to be appended to the very first minutes of
Proceedings.

re The CrarMAN: It was because of the length of time for printing _all the

shports these days. We are going to wait so long anyway 1 do not think we

m%ul‘d consider the time because the reports of all the committees are very slow
eing printed.

~ Mr. Frep R. HUME, Q.C. (Barrister, Hume, Martin & Allen, Toronto): May

Just point out to the committee sir, on behalf of the association that at the

ime of our previous submission on safety the committee did decide to print all

3;1: brief. It was quite a considerable oné and the importance fglt a} that -time
Drosc thafﬁ there are people in other places who are following with interest the
ung eedings of this committee and they would have the benefit of that. }t is our
we ‘E}‘;Standing that this was appreciated by those wh_o buy ‘the p.roceedmgs and
at erefore felt after your decision last Tuesday, 1 re¢_hscuss1.ng the matter
sub !:he.re are other people wWho might be interested 1N having the entire
mission. That was our reason. ‘ -
ChaiMr' Howe (Hamilton South): What about gstablish'mg a pfecedence, Mr.
grourman{ for all the other briefs that are going to be submitted by other
ps. Will this not get out of hand? L
Cert;fhf CrARMAN: I would think that probably most 9f the other briefs,
as th.n y any of the ones that I have seen, are not as voluminous or as complete
is one. It is just a question of volume, I think.

® (11.15 am.)
the CMI‘- Spom‘T: Well, I was concerned about Mr. Howe’s point. On so mgmy'o_f
nd i?mmmees the briefs coming in are almost like Gone with The Wind in size
'\ you start printing all of them the printing bureau is going to break down.
Pharll,[nr' MAcCKASEY: On the other hand, Mr. Chairman, wWe must be.falr to the'
aceutical Manufacturers Association; if we only take extracts it may only

8ive .
part of a picture, distorted perhaps, in their opinion.

169
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Mr. WicLE: Well, our concern, Mr. Chairman, is that this is the total
presentation and any portion just picked out of it at random or serveral
sections of it might not give the presentation that we think, as a book of
reference, these hearings might eventually become.

Mr. Howe (Hamilton South): I will so move, Mr. Chairman, so we can get
a vote on it.

The CHAIRMAN: Is there a seconder for the motion that the entire presenta-
tion presented be printed as part of a proceedings—that is, the part that has not
already been printed.

Mr. MAckASEY: I will second that, Mr. Chairman.

The CHAIRMAN: Any further discussion on this?

It has been moved by Mr. Howe (Hamilton South), seconded by Mr.
Mackasey,

That the parts of the submission by the Pharmaceutical Manufac-
turers Association of Canada, which are not already appended to the
proceedings of June 16, be printed as part of the proceedings.

Motion agreed to.

The CHAIRMAN: Gentlemen, we are going on with the first four sections
which have already been presented. As you are well aware there is some
difficulty here in trying to separate one section from the other but we are trying
to keep to this as much as possible. I wonder if it would meet with the approval
of the committee to allow our counsel to ask several questions this morning
first, and then the committee members will take on from there. Is there any
objection to the counsel asking several questions?

Before we proceed with that, there were several questions put to the
manufacturers association last week. Would you like to hear the answers to
these questions first before we proceed with today’s evidence.

Mr. Howe (Hamilton South): Could we follow up on those prior to our
counsel proceeding.

The CHAIRMAN: Fine, that sounds reasonable. There were two different
matters, I think both related. First of all, I think, there was Mr. Howe’s question
about the conversion from English to Canadian labour hours, as I remember it.

Mr. WiGLE: That is right, Mr. Chairman and the other one was the

differex_ltial in different countries. Professor Briant has prepared an explanation
of this if the committee would care to hear him.

Dr. PeTER C. BRIANT (Vice Dean and Director, School of Commerce, McGill
University): I think I will stand up Mr. Chairman as this will take me a little
while. Mr. Howe gave me his list of prices of 58 drugs and he gave me his tw0
price books, one for British prices and one for Canadian prices. He also gave me
a busy weekend I might say.

The CHAIRMAN: All of which is gratefully acknowledged.

Dr. BriaNT: I checked through some of the prices. I think that is under-
standable and I confirmed the correctness of the prices he has in his list of 58
drugs. Then I took prices from Mr. Howe’s price list and applied them to the 17
selected products comprising appendix F in the association’s brief. I have some
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hand-outs arising from that; could I have the hand-outs, Mr. Howsam? I would
like to table one of these, Mr. Chairman, with the committee and pass the rest
around. There are two separate sheets. Would you please see that everybody
gets one of each. If I may, I will come up to the front because I should like to
make use of the board. Will you be able to pick up what I say? I will be
speaking in a fairly loud voice. There are two minor corrections. The typist did
not have the sign for British pounds so on the legal size paper in the column
marked U.K. there is a dash and an equal sign in the first column, and that
should have a pound sign above it. Then the second column has dollars
Canadian and the next column should then have a pound sign above it because
the prices in the first and third columns under the U.K. are British pounds.
Does everybody have a copy of this now? We had fifty run off. We felt that
would be enough.

The 17 drugs listed on the legal size sheet are the 17 drugs in the appendix
of the association’s submission, the same strength and the same package sizes.
Looking at where it says, “price to the public” with $5.40, $6.60 and so on they
have little plus signs against them. Those items I checked in one of Mr. Howe’s
Price books, the 31st edition, December, 1965 price book, and the prices we used
checked out. The ones that are not marked did not appear in the price '1ist,
hence, I was not able to check those, but I think we can safely assume that since
the bulk are exactly the same as we used the others are probably correct as
well. Then under the U.K., I went through the U.K. price list; picked out the
U.K. price for equivalent when the equivalent was available. There are some
Problems in the U.K. price book, as Dr. Howe probably knows: at times, they
have a price for a dozen of 100s, package of 100, and so on. The comments in the
righthand column I do not need to review, but they indicate where I made some
adjustments to the price given for differences in package sizes in the UK. Now,
on working through these, I assumed that a consumer bought a basket of 15 of
these drugs, fifteen because pyribenzamin and banthine had no price in the UK.
Price book. I presume that the British public are deprived of access to those
drugs because they are not in their price book anywhere. So, taking 15, the
Canadian would pay $68.32 for his basket of drugs—that is the cost_ to the
Tetailer, The cost to the public, which Mr. Howe told me he was partlcglarly
Interested in, and this is understandable, would be $111.40. The U.K. price to
the retailer is a total of 297 shillings, which converted at Mr. Howe’s exchange
rate of one pound equals $3.024475—

Mr. Howe (Hamilton South): That is not my exchange.

Dr. BrianT: Well the one in your list there, because I has used $3
Previously. But, on that basis, the price to the retailer in Canadian dollars is
$44.88 and the difference of 13 cents is purely because of rounding in the
Individual items. Then, similarly, the price to the U.K. public, 443 shillings or

66.49, anqg taking the converted Canadian dollar total, $66.91. Then the next
TOW shows labour hours. Converting on a labour hour basis the price to t}}e
Tetailer works out to 33.82 labour hours and the price to the public for drugs in

anada 55.15 and the U.K. price to the retailer, reading the second column,
44:724 hours, which is more than the Canadian labour hours figure, and the
Brice to the public in the U.K., 63.72 hours. So converting the Canadian .ﬁgures

0 an index of 100 we find that for the 17 products in the association’s list, the

out of 17 that we can compare, we get U.K. relative indices of 126.37 and
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115.53. So, for those 17 products our original position was substantially correct
on the basis of the figures; in fact, very correct because we had 129.40 using the
$3 to the pound exchange rate, and using the $3.02 and 15 drugs we get 126.37.
I had actually worked out before the price to the consumer in the U.K. and had
a figure of 117.75. We get 115.53 with those price lists. So, the first point is that
our original calculations for those 17 drugs stand up under the application of
prices in the price lists which were made available at the last meeting of this
committee. The second hand-out is not of such importance but it takes the
individual drugs through the cost to the retailer and the cost to the public, show-
ing Canada and the U.K. in terms of labour hours, working out a U.K. index in
both cases. We find we had a mixture there, some of the drugs, in fact, six of
our drugs have a lower labour hour cost in the U.K. on the price to the retailer,
and nine of them had a higher cost. Similarly, for the price to the public, six of
our drugs had a lower cost in the UK. in terms of labour hours and nine of
them had a higher cost. So it represented, as we had said last time we thought it
was, a fairly balanced selection of drugs.

Now, so far as market data are concerned, I mentioned last time that the 17
drugs on the association’s list had a manufacturers’ sales value in 1965 of
$14,527,000. I will just put that down on the board. I will just put 17D—$14,-
527,000. That represent 84 per cent of the total sales in the Canadian market.
Mr. Howe’s 58 drugs had aggregate sales in Canada in 1956 at manufacturers’
selling prices of $7,135,273. There might be 50 cents on the end but I left that
out. That is 4.16 per cent of the total Canadian market. So, the 58 drugs in the
aggregate represent a substantially smaller dollar volume than the 17 drugs we
had picked. I had said last time we had picked drugs which were the largest
selling drugs in their therapeutic categories. On further analyzing Mr. Howe’s
list I found that only 16 of them had annual sales in 1965 of over $100,000. If we
subtract 16 of the largest selling drugs in the list from the $7,135,273 (the actual
sales in 1965 were $6,263,000 for sixteen of the 58 drugs) that meant that 42 of
the drugs on the list had sales in total in 1965 of $872,000. That is approximate-
1y $20,000 total sales for each drug. We had 17 drugs, and their average sales
were $850,000 a year. Sixteen of the drugs on the list tabled by Mr. Howe have
sales of $6,263,000. That is about $400,000 a year. But, 42 of them are very small
selling items, $20,000 a year each, so small I would doubt that it would be
profitable for any one to import them and certainly it would not be profitable
for an importer to import those 42 drugs and try market them with the high
cost of marketing conditions in Canada.

e (11.30 am.)

Now, I did some other things as well. With the same index I took the 58
drugs and said, “All right, what happens if a Canadian buys the whole basket of
the 58 drugs and what would the price be in comparison to the U.K. price?”
Now, the total of the 58 drugs would be, with the prices given, $599.72 in
Canada and $130.05 in the U.K. If we apply our regular wage rates of $2.02 in
Canada,—I admit I am applying the 1964 wage rate for 1965 prices but it
indicates the general picture well enough—and $1.05 in the U.K. we get in terms
of labour hours 296.9 for Canada and 123.9 hours for the United Kingdom.
Going back to index, we have the Canadian index of 100 and the U.K. index of
41.7. So from that point of view there is no doubt that these drugs can be
acquired in the U.K. at cost in terms of labour hours lower than the acquisition
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would be for the same drugs in Canada, but subject, of course, to the previous
qualification that 42 of them are very small volume items.

Now I decided, and this is statistically reasonable, that I could obtain a
comparable index of the 75 drugs, combining the 58 in one list with the
17 in another list and weighting the index relatives by the relative market
shares. So these are the calculations that we get: for Canada, market share or
8.5 per cent of the total market for the 17 drugs used by the Association. The 58
drugs represent 4.2 per cent of the market. We have to give a relative weight,
knowing that one group of drugs has a greater market importance than the
other. The calculations give us automatically Canada, 100. For the UK., we get
8.5 over 12.7 times 115.53 which is the index given on the large hand-out sheet
for the U.K. price to the public, the very last column, and 4.2 over 12.7 times
41.7 which is the index that I found here for the 58 drugs. That gives 77.24 for
the large hand-out and 13.80 for Mr. Howe’s list, for a total of 91.04. So
blending the two lists does show a U.K. labour cost index of 91.04 which is
somewhat lower than the Canadian cost, but a difference which is very mu.ch
less than the 58 drugs on Mr. Howe’s list, and this is the U.K. price to the public.
We are concerned here, in the Association, particularly with how the manufac-
turers prices compare in the two countries. It works out if you look at these
lists and hand-out one again, that U.K. prices to the retailers have an index of
126.37. Prices to the public have an index of 115.55 because the percentage
Mmark up by the pharmacist in the U.K. is quite a bit less than in Canada, so
UK. manufacturing prices do not compare as favourably to Canada’s or the
Comparison is more unfavourable—let us put it that way—for U.K. manufac-
turers’ prices than for prices to the public. Therefore, we should add 10 per
cent to this figure to adjust to the relative manufacturers’ price. So, if we add
lg per cent, 9.1, we get for the entire 75 drugs on the list an index in the UK.
o1 100.14.

Mr. Mackasey: What does that 10 per cent represent?

Dr. BrianT: This represents an adjustment we have to make to the index
of the UK. price to the retailer and labour hours because their price to the
Tetailer compares more favourably than their manufacturers price because the
Profit margin by the drug stores in the U.K. is lower than it is in Canada.

Mr. Mackasey: How much?

Dr. BrianT: It is a 334 per cent mark up as against 40 per cent. There is
therefore 4 10 per cent difference whenever you do this between the index of
Manufacturers’ labour hour cost and the index of retail labour cost. The U.K.
Manufacturers prices have to be increased by about 10 per cent to bring them to
a‘ Comparative basis with Canada. If we adjust this index by 10 per cent this
8lves us an index for the price to the retailer, not the price to the public; that is,

€ manuacturers selling price in the U.K. relative to Canada, and it is an index
- 100.14. S0 that for the 75 drugs combining the two lists, including the 42 low
Volume items, again, I would suggest nobody would really want to import as
hey are such low volume items, the Canadian prices and the U.K. prices are

Just about the same at the manufacturers level. Did you have a question Mr.
ackasey?
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Mr. MAcCKASEY: Well I am interested in the manufacturing. In your
investigation of the English system did you note whether they have any
equivalent, in your calculation, of our 11 per cent sales tax?

Dr. BrianT: No. Some British drugs have purchase taxes on them but it
varies; some do and some do not.

Mr. MACKASEY: I mean at the manufacturing level.
Dr. BrianT: Not to my knowledge.

Mr. MACKASEY: Now in your calculations have you taken the price before or
after sales tax?

Dr. BRIANT: We have the price including sales tax in Canada.

Mr. MACKASEY: I know you have it in Canada but in your calculations do
you have it before or after?

Dr. BrianT: For the U.K.?
Mr. MAackASEY: No, for Canada.
Dr. BrIANT: Sales tax included.
Mr. MACKASEY: Why?

Dr. BrRIANT: Because it would take all week to go through and do it without
the sales tax; all the prices were included with it. But Mr. Mackasey you make
a point that if the sales tax were excluded then U.K. prices would compare
even more unfavourably with our prices.

Mr. MACKASEY: You said it. We will evaluate the figures after to ascertain
whether they are gospel truth or not but I would imagine if I was representing
the manufacturer and trying to make the picture as favourable as possible I
would not be sheltering the federal sales tax which I happen to have a bias
against. This is obviously what you are doing.

Dr. WicLE: Mr. Chairman, in defence of our consulting economist I think he
has tried to give a factual picture of what drugs cost in Canada at the present
time. We have a recommendation that the federal sales tax be removed but we
did not think that was pertinent to the presentation of what we see as a factual
picture of the drug costs.

The CHAIRMAN: Before we continue I think it would be useful to have the
two papers on which Dr. Briant’s testimony is based printed as part of today’s
record. Is everyone in agreement?

Some hon. MEMBERS: Agreed.

Mr. Howe (Hamilton South): Mr. Chairman, I would like to commend the
gentleman for the homework he did on the weekend. I am sorry I subjected
him to so much mathematics which is more or less over my head, shall we
say, for the moment. Maybe I ought to do some homework. You said that you
included the low volume drugs but you also made allowances in that last line
as I understand it, for the fact that this is a low volume drug sale in your 4.2
over 12.7?

Dr. BrRIANT: Oh yes.

e,
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Mr. Howe (Hamilton South): You made full allowance fo? that. You
mentioned it afterwards as if this was an extra but you made this allowance
figure?

Dr. BrIANT: Yes. I will explain why I think the prices on those particular
drugs in Britain compare so favourably with the price in Canada. I am about
half way through if you will bear with me. It might be that the questions you
have will be answered as I go along.

Mr. Howe (Hamilton South): May I just ask one thing that has direct
relation. Are these hourly rates of manufacture just a figure we must accept?

Dr. BRIANT: Well you could check it.

Mr. Howe (Hamilton South): I do not mean it in that sense .but th1§ is
Something you have actual facts on to confirm the actual manufactqrmg. This is
a manufacturing rate; it is not a labour differential. There is not this much of a
labour differential of $2.02 on $1.05 between here and Britain, or is there?

Dr. BrIANT: Yes, I would suggest there is.

Mr. Howe (Hamilton South): Straight labour, the average hourly labour
rate?

Dr. Briant: I will take that up again after I go back to my desk, as I shall
at the end, if I could leave it to then. I got into some correspondence with the
UK. just about the correct rate used for the U.K.—

Mr. Howe (Hamilton South): I have just this one question apd I will let
you go on. This being the case, if this is allowing for labour—in your own
breakdown on manufacturers cost labour is only 13 cents of that 373
Cents—why does it play such a big factor here?

Dr. BrianT: Oh, well the $2.02 that we use for Canada has no relationship
Whatsoever to the 114 cents labour costs in the manufacturers sales dollar. The
$2.02 is the average hourly earning in manufacturing in Canada and we a1:e
Saying that we take an average Canadian who earns $2.02 an hour for this
analysis. Then we have a basket of drugs that cost so many dollars; thus we are
taking so many hours of their labour to buy the drugs.

Mr. Howe (Hamilton South): I am sorry, I understand.

Mr. Mackasey: Why do you not work it out into percentage of his take
home pay. This would have saved a lot of confusion, would it not? What you are
Saying is that the average Canadian working a 40 hour week has an $80 a week
income, The average person in England has a $40 income. Therefore a smaller
Portion of the $80 goes to drugs than the man who has $40.

Dr. BrianT: That is another way of looking at it.

Mr. Hymmen: Mr. Chairman, one point for clarification. .I understa}nd
Where the 17 drugs come from. They are representative drugs in JOuE _b“e_f'

ut, where did Dr. Howe’s 58 drugs come from, and are there any duplication in
€se two lists?
Dr. Briant: No, there is no duplication in the two lists. Dr. Howe has a

black book there, perhaps he can assist you.
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Mr. Howe (Hamilton South): Mine were specifically selected drugs to show
this differential.

The CHAIRMAN: Selected by Mr. Howe?
Mr. Howe (Hamilton South): Selected by myself.

Mr. HyMmMEN: I have another question. Should this list of Dr. Howe’s drugs
not be tabled as well?

Dr. BRIANT: I believe Dr. Howe offered to table them.

Mr. Howe (Hamilton South): That was where it stood, I offered to table
them.

The CHAIRMAN: I think perhaps as we are discussing the 58 drugs, Mr.
Hymmen’s point is well taken. As they were not tabled perhaps you could
provide the list.

Mr. Howe (Hamilton South): I will table them. I was quite willing to do so.

The CHAIRMAN: We will print them as an appendix with these other two
pieces of paper.

Dr. BrIaNT: Then to carry on with the figure work for just for one brief
spell. I took the 16 drugs which I said were in Dr. Howe’s list and selling at
$100,000 a year or more in Canada. These are the significant drugs in the
list—the other 42, I think it is agreed, were not really significant drugs; now, I
worked out the very same thing. Sixteen drugs—

Mr. PRUD’HOMME: You are sure that everything would be registered?
The CHAIRMAN: He is taking it up to date.

Dr. BrianT: I took the 16 drugs, the significant sellers on the list and
worked out the composite index for our 17 plus the 16, omitting the other 42
unimportant items. A consumer who bought these 16 drugs in Canada would
spend $153.75 and in the U.K. $38.72. In dollar terms again it seems a
substantial difference. Using the wage rate of $2.02 once again and $1.05 we get
comparative labour hours of—

Mr. MACKASEY: Is this before the Seaway strike?

Dr. BrIANT: That is right. The number of hours provided for the change
would undoubtedly be lower today than if they were based on wage rates of a
year ago. Those figures are 76.1 and 36.9 again this is dividing the total cost by
$2.02. If you earn $2.02 an hour as an average Canadian wage earner and you
wanted to buy all 16 drugs in the quantities given that would be $153.75 so you
have worked 76.1 hours. In the U.K. the figure is 36.9 hours, the index is 48.4
points which is higher than the index of 41.7 for the 58 drugs. So the larger
selling drugs in the U.K. have quite a higher price relative to Canadian prices
for same drugs.

Mr. MACKASEY: Could you turn back to the last line?

Dr. BrRIANT: The 16 drugs in the U.K. have a higher price relative to the
same drugs in Canada than the 42 small selling drugs have, so they tended to
weight the sample, not in terms of actual dollar volume but in just looking at
the relative prices they weighted the sample.
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Mr. MACKASEY: Before you go any further, if I may. The $153.75 in
Canadian money and $38.72 in Canadian is then divided by the income per hour
of each person?

Dr. BrRIANT: Right.

Mr. MACKASEY: We find the average Canadian would have to work 76 hours
to buy the 16 drugs. The average person in Britain would have to work
approximately 37 hours. Now where does the index come in?

Dr. BrianT: If we call Canadian 100. Call 76.1 equal to 100, we have 36.9
equals 48.4 which we obtain when we divided 36.9 by 76.1.

Mr. MACKASEY: I know how you get it but what is the significance of it?
Dr. BriaNT: What is the significance?
Mr. MACKASEY: Yes.

Dr. BrianT: Well, when I flip over the page you will see how we can use
that as we did before.

An hon. MEMBER: And the 41.7?

Dr. BRIANT: That is for the 58 drugs. I wanted to demonstrate here that the
42 low volume drugs tended to pull the relative index down. I do not say
deliberately, but the fact is that they do. I am working this out with statistical
objectivity.

Now I had mentioned that the 16 drugs represent about 3.72 per cent of t.he
total Canadian market for 1965. I had previously mentioned that the Associa-
tion’s 17 drugs represented 8.5 per cent. So, together the 33 drugs account for
12.22 per cent of the market. We can apply the two indices in the UK. for the
17 and 16 and weight by the relative market shares and come up with anqther
Composite index. So U.K. index—Canada’s will be 100—8.5 over 12.22 times
115.53, which is on the legal sized sheet. 80.1 is its contribution to the composite
index and 3.72 over 12.22 times 48.4, which was the index here (indicating)—
We said that relative to Canada they have an index figure of 14.8, so that for the
33 drugs, taking Canada as 100, the U.K. index and labour hour cost is 94.9. But
Once again we should add 10 per cent to bring up to a comparative manufactur-
€rs selling price in the U.K. because we know, as I mentioned, that the UK.
retail prices tend to compare less unfavourably with Canadian prices than do
the manufacturers prices. So we add 10 per cent, 9.5, and we get 104.4 as the
UK. manufacturers composite index. So we find for the 33 large selling drugs on
both lists that the U.K. manufacturers price in labour hours is 4.4 per cent
higher than the labour cost in Canada. I can leave this up. It merits careful
thought and study.

Mr. Howe (Hamilton South): You are not working on a basis that if you
€annot convince then confuse?

Dr. BrianT: No, sir, this is statistical logic. Now may I just enlarge on the
asis of these figures. The argument is, as I understand it, that we sho.uld
mport, so far as possible, trade marked drugs from other countries when‘ prices
!0 other countries are lower than prices in Canada. I think recommendation No.
70 of the Hall Commission report relates to this, that the Trade Marks Act
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should be amended to make sure there is no infringement if trade mark drugs
are imported.

I previously brought up the question. I frankly do not know the answer but
I suspect I know the answer. Would anybody want to import drugs with a sales
volume in Canada of only $20,000 a year, perhaps only $10,000 in the unlikely
event that the Canadian manufacturer continued to carry that particular
product in his line? The more so because these small selling items are not
profitable drugs for them to carry but they have to carry them to provide a full
range of products to the Canadian consumer.

The second point is that the importation argument overlooks the impor-
tance of field testing of drugs and the importance of quality control. I would
like to read something from a memorandum I once wrote on this: “such a
procedure would have a highly detrimental effect on the present system for
providing Canadians with prescription drugs in which dectors and patients alike
can have full confidence. It would serve as an umbrella for the less scrupulous
importers. It is doubtful whether any importers would follow the careful
control of expiry dates and the related return policy maintained by a reputable
company established in this country. Further, they would not have available the
extensive background of scientific knowledge which is always at the disposal of
the medical profession, pharmacy and government. Whether they would dis-
seminate full prescribing information about the product with the energy
practiced by the trade mark holder is also open to doubt. In all this recommen-
dation would introduce several sources of insecurity into the complex machinery
required to provide Canadians with prescription drugs”.

The third problem would be the shipping problem. The longshoremen’s
strike and the Air Canada threatened strike and so on should remind us of how
dangerous it would be if we were to be completely dependent on the importa-
tion of drugs from other countries. This would be particularly so in the case of a
large scale epidemic, for example, when we had no Canadian producer carrying
the line of drugs because importers had taken over the market from him.

Fourth, importation overlooks the need for a manufacturer to carry a
balanced line of products. I would suggest if the domestic manufacturer were to
drop these products, which would probably happen if the market were thrown
open to imports, then the prices of the remaining products in his line, which
compare as we have shown in our brief and as you have seen the large selling
items compare very favourably on a real cost basis with prices in the U.K., then
the prices of these products would undoubtedly increase because the manufac-
turer would have extra capacity in his manufacturing and in his distribution.

Fifth, my guess is that the importers of the small scale items and of some of
the larger scale, would eventually be the only company in the field in Canada;
we would not have a Canadian producer of many of the drugs now on the
market. We would be exposing ourselves to the danger of monopoly by
foreigners. One case I heard of from a man in the textile field illustrates what
can happen. This is the case of Japanese fishing nets. When, apparently, the
market was thrown open to Japanese importers of fishing nets there was one
Candian producer, many Japanese exporters and they drove the domestic price
down until the Canadian producer left the market because he could not afford
to stay in the market. Having driven out the Canadian producer the Japanese,
in effect, either deliberately or just the way things happened, ganged up on us
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s?%slf’ft the field to one Japapese exporter who then promptly raised the price
i ca mf nets way above their preceding level because he was the only person
i nada mak_mg fishing nets available to the people who buy fishing nets. The
im y :arpe thing could happen I think if we opened the market to the
solgor 1ia'clmn of br_anded products from other countries and allowed them to be
inVes? ower prices. Now the effect of this, of course, would be to kill the
Canadment in the 1ndu§try in Canada, in the pharmaceutical industry in
Canad?’ aqd 1t.w§)uld eliminate most of the jobs held now by about 10,000
Sign lglns in this mdustry. And the benefits, as we can see, would be extremely
fiarket ecéause the low price drugs are not the major consumption drugs on the
foiddia - S0 we come to tpe question, which is more important, importing or
€ ways to increase investment in Canada and the growth of the phar-

Maceutical manufacturing industry in Canada?

® (12.00 noon)

anyv:;r}?ee argument that we should import drugs from France, the U.K. and
o doctre' else from whlcl} they can be o_btained at lower prices is derived from
Fenes r.lne.of comparat%ve'advantage in economics. Economically, in theory,
Boctris rtne 1118 absolutgly m‘\nolable.but in practice when we try to relate such a
o none 0 the world in which we live we find we have to modify the economics
g o-econom§c_ sociological factors such as maintaining diversified occupa-
many fDPOI"tum.tles for our citizens. This, I know, is a favourite doctrine of
o heo my, un1v§r51ty co}leagues. There was one on TV the night before the
QUantitarmg of this committee. On the program, he distinguished between the
S Y t"i_nd quality of Canadian life and said we are much too concerned with
DOSS(ilblan ity of Cax_1ad1ap life, too co'ncerned with having as many industries as
shanld eb and as diversified domestically produc_ed product's as possible. We
ey the concerned, so he argued, with the quality of our life, and‘ by that he
iy at we should concentrate on those products and the production of those
Ucts and those goods in which we have a comparative advantage. Now the
nigh‘:OxSequence of what he was telling the Canadian people on television that
e bould be that we would return to being hewers of wqod and drawers of
product_eco‘:luse where we h'ave a comparative advantage in this country is in the
: actinlon of yvheat farming, in t.he development of our natural resources and
#:3 whg as guides fox" the tourist industry. But, I am sure there are many of us
a"ailablo would“say, if those are the only job opportunities that are going to be
°Ctrinee to us, “I do not want you to organize the economy on the basis of the
distribut' of comparative gdvantage; I like to work in t}_1e produc1_:10n and
Or al] ki ltzln of phgrmaceu’ucals, or I like to produce automobiles or ref.rlgerat‘ors
eWers nf s of things that people do that they would rather do than just bel'ng
unstionO wood and drawers of water.” This is a very fundamental policy
Secongar that has ‘to be resolved in Canada. There is a price for building up
ral‘lgely Industries. ';‘here is an economic price. We probably do not have,
ere jugt €nough, as high a national income per capita as we would have if we
Would pg to restrict ourselves to the things that we do best. But my guess
ey WOui (;f we could asl.{ all the workers in this country, that they wou!d say
ordep toh I‘ather. pay this economic price, because it is not a very h}gl.l price, In
of humap, ?ve a wide range of jobs available of this type, because this is an area
OUT incom, reedom as We}l, and we canpot be solely concerned with maximizing
lob sGlect'e per capita if in the process it means a loss of some of our freedom of
ion. Now, if I may, I should like to return to Dr. Howe’s list to make a

Poin
taboyt the 42 products that—
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Mr. WHELAN: May we ask a question as the doctor goes along? Am I
understanding right that you are suggesting the drug industry should be
protected by import quotas and so on?

Dr. BrIANT: I am suggesting here that recommendation 70 of the Hall
Commission report, which really lies at the basis of the argument that we
should bring in products from the U.K. and sell them under their Canadian
trade mark because they are bought from manufacturers who are related to the
Canadian manufacturers, if enacted would lead to a decline in investment in the
pharmaceutical industry in Canada and that the benefits of importing these
drugs would be minimal because so many of the drugs that are very low in
price relative to Canada are not major items in drug expenditures in Canada.
When we compare the 33 drugs, the 17 we supplied and the 16 Dr. Howe
supplied, and when we take these 33 that are fairly significant items in the
market we find that our real cost in labour hours compares favourably to the
U.K. cost even though in the U.K. they have a national health scheme and very
tight control over prices.

Mr. WHELAN: I just want to ask one further question. You made a
comparison to agriculture. I only wish that the agriculture producers of this
nation and the importers of agricultural products were under some control.
They have no permit at all. They have ruined many agricultural industries here
by their very actions and there does not seem to be any great urge by the
consumers of Canada to stop this because they get cheaper foodstuffs from other
countries that produce their foodstuffs by slave labour.

Mr. Howe (Hamilton South): Mr. Chairman, when costs are actual how can
you make allowance for labour differential?

Dr. BrianT: I am sorry, Dr. Howe, I do not quite understand your question.

Mr. Howe (Hamilton South): When something costs $1 it costs $1 whether
it is in Canada or England. How can you adjust these rates to allow for labour
in figuring out these comparative prices on a basis of the number of hours you
must work. Prices in England on these drugs are less in actual amounts
regardless of any labour rate. One would then suggest the prices should not be
adjusted by the labour rate in order to figure the prices of drugs because this is
an acutual price, or an actual cost.

Dr. BrianT: Well the argument becomes, do we want to produce these
drugs in this country ourselves or do we want to bring them in from overseas?
Now, many of the prices that look reasonable in other countries are, in fact
not reasonable but, conversely, for many Canadian prices that do not look
reasonable, when we adjust and say how long does a Canadian have to work,
because we have higher wages than these people to buy our own products, W€
find that they compare very favourably with all other countries in the world:
There is one country that has lower real costs of drugs and that is the United
States, because the United States has a higher productivity than Canada. So the
general point I am making is that the real cost of products we buy is very
closely related to the productivity of the nation, our ability to produce goods
and we produce drugs efficiently and effectively in Canada.

Mr. HowE (Hamiltgn South): Well this leads to another question. In theé
case of wholly or partially manufactured drugs or in the case of raw keY¥
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chemicals purchased from the parent company, what mark up Fioes the parent
company make on these drugs, presuming that this in most instances is the
American parent company?

Dr. BrianT: Well I do not have, quite clearly, the figures for individual
companies but in the one statistical appendix to the brief we show thex"e one of
the tables. If you look page 4 of appendix “E” you will see item 1b, 1mport_ed
from related companies $10,983,239. That is the total for 41 of the 58 companies
in the Association. If we added another 50 per cent we are only talki.ng of $15 to
$16 million worth of imports so that if there were a profit factor included, 10
per cent would be high, we are still only talking of $13 mili.lon.’ We are not
talking in large sums of money. The other point I wish to make is that when
Taw materials are imported the U.S. government is interested in seeing tl}ey are
hot shipped to the Canadian company at too low a price so that_tay'(able income
is built up in Canada. Conversely the Canadian government is mterestgd in
Seeing they are not brought in at too high a price to avoid the acgumulgtlon of
taxable income in Canada. So, the two governments are interested in seeing that
Proper market prices are established.

Mr. Howe (Hamilton South): I am interested in the mark up of the U.s.
Parent company. Their interests are possibly to mark this up which might take
this profit back to the parent company and yet show up only as a cost here
Compared with the selling price. Maybe there is a profit there in .the mark up.of
_the Parent company and this is what I am looking for, a ballooning of the price
In the parent company.

Dr. BRIANT: Yes, I realize that. This is one of the contentiqns made b}; ;lrllg
H‘_ﬂl Commission. But the point I am making is we are only talking of abou e
Million worth of imports from related companies and even that figure may

igh,

Mr. Howe (Hamilton South): Does this include the importation of yvho})l};
Manufactured as well as partially manufactured as well as raw key chemlcalg ?
Mean we have three importation items before they are distributed to Canadian

Tug stores.

Dr. BriaNT: That is total imports from relgtgd companies so that et::
dMount cannot be much in relation to the $200 n_nlhon spent on drugi aty g
ar less important, I thought Mr. Mackasey was going to say, than the sales tax.

Mr. MackASEY: I am reserving my comments.

Dr. Briant: If I may, coming back to Mr. Howe’s list, 42 of tl}e produ1c<1.~:
that tend to weight the index for comparison are all old products 1‘nthe U.th-,
€se were priced during the early period of the national health service an(rlr £ S
SStablishment of the British voluntary price regulation schgme formula. ey
id not derive the benefit in price that is accorded in Britain to new prod_ugt;
1or were the companies exporting enough of their products under the Brltlst
Ormula to get the benefit of a non-negotiated price. So those 42 drugs represcle)rll
ot Negotiated price with the U.K. government under t}}e most m?favourathe
rms for old products and no exports to justify a price concession by t-i‘
-gwel‘nment. I understand the rule is that as long as 25 per cent_ of an mdn{ldu.'i
tem is exported or 20 per cent of all the items in the 11{1e, jchere 2155 nc;
€gotiation of price in the U.K. So, clearly with the 42 small selling items 25 pe
24630—3
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cent of these items are not exported and 20 per cent of the line is not exported
so the government forces the manufacturers to keep their prices down because
they are not contributing to other national objectives. I do not know if the
British government ever intended it, but their voluntary price regulation
scheme encourages the introduction of new products because companies are
penalized in terms of the prices they can charge if they have old products in
their line and/or do not export.

Another point is that 25 of the 58 drugs on Mr. Howe’s list are the products
of British companies. British companies are known in the pharmaceutical
industry not to have been very aggressive or successful in exports. Again, this
emphasizes the point that British companies who were not trying to export
suffered in terms of the price the government allowed them to charge. Hence
the extraordinarily favourable price comparison with Canada. I know it was not
deliberate, Mr. Howe, but it amounts to the dice being loaded in that particular
list.

Mr. Howe (Hamilton South): That was intentional.

Dr. BrRIANT: You are a gentleman to say it. Our lists happened to have the
products of only one British company. The other 16 were Swiss and American.
Now, on these 42 products there has been no price change since the inception of
the national health scheme despite the increase in wages over the past ten to 15
years. So we are looking really not at true 1965 prices of British drugs but
prices that were established many years ago and have not been allowed to
change because British manufacturers have not conformed to the industry
performance standards established by the British government.

Mr. MACKASEY: How do British firms survive on prices that were estab-
lished 15 years ago?

Dr. BrRIANT: They have new products they have added to their line. This is
the incentive that is built in to introduce new products and I would think that
their particular scheme might encourage the introduction of new products even
when there is no real justification, just to free oneself from the constraint on
price which is an unreasonable constraint in the case of these products.

In fact. Mr. Mackasey, you anticipated my next point, that I would suspect
that many of the older preparations, that is, the 42 drugs, are being subsidized
by newer products which are new and exported and those products, as you have
seen, in Britain are priced very close to the Canadian level. To put the matter
the other way, in real terms the prices of what are important drugs in Britain
are in Canada reasonable; in fact more than competitive in relation to British
drug prices.

I basically agree that the figures Mr. Howe had were correct. I should like
to emphasize again that while he was comparing the price to the consumer, and
this, I understand, is his interest of course, the manufacturers in Canada are
only responsible for approximately 374 cents on the prescription dollar. There
are 62} cents on the dollar over which they have no control whatsoever. NoW
the distribution costs are different in the two countries. If I may, I should like
to illustrate this point with just one drug. I would have liked to have picked
more but time ran out. The drug is Butazolidone. I think it is the last or next t0

thg lgst page. It was really picked at random but it was a large selling drug
This is the point I want to make.

)
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Mr. MACKASEY: Is it a cure for boils or something? I mean for the layman
on the committee, what is it?

Dr. Br1aNT: I do not know.

The CHAIRMAN: The commonest use is for the treatment of arthritis of
Various kinds.

Dr. BRIANT: This is a large selling drug. I could give you—in fact Mr.
OWsam could look it up—a sheet with market shares and tell you exactly what
the Canadian sales of this particular drug were in 1965. 19
Now, the U.K. retail price is $7.97; that is converting the price in British
Pounds to Canadian dollars. The Canadian price is $25. This is the price to 'the
consumer. When I say retail, that is the price the consumer pays. Now here is a
factor of 3.13. We look and say, my goodness gracious, that is a shocking
Iscrepancy. Now, we take out one-third for the retailer’s mark-up in the
United Kingdom, $2.65, which gives $5.32 as the price to the retailer. Take out
% per cent of that—I hope the people at the back can see the ﬁgu.re but I have
0 write this small—66 cents, so we get a manufacturers selling price of $4.66. I
Will put manufacturers s.p. in the U.K. in Canadian dollars. We take here oply
ber cent of the retail to get down to the Canadian manufacturers selling
Price. This comes back to our submission on pages 2.2 and 2.3, the breakdown of
the Prescription dollar, and that gives a manufacturers selling price for the
anadian product of $9.37, the factor is 2. So if we divide by th.e average wage
Tates jn Mmanufacturing in both countries—we cannot stop at th}s point—Ilo and
behold what do we get? We get 4.44 hours, 4.6 hours. So, Canadian manufactur-
€rs are pricing to the market and to their costs on this particular drug—and this
IS a new drug, certainly, in Britain, it is not subject to the voluntary price
Tegulation scheme.

Mr. Mackrasgy: What does the 121 per cent represent?

Dr. BRIANT: That is the wholesale market in the U.K., average, as in
Ca-Tlada.

Mr. Mackasey: You mean the 4 mark up is between manufacturing and the
Wholesaler?

Dr. Brranr: Yes, it is § of this figure.
Mr. MackasEY: You did not tell us what it is in Canada.
Dr. BrianT: Well I took a short cut to get to 373.

bet. Mr, MAckaASEY: It was a long cut; could you give us the relationship now
Ween the manufacturer and the price to the wholesaler?

bet Mr. Howe (Hamilton South): What you really want is the difference
Ween the 374 cents and the 60 cents?

Dr. Brianr: The 62 , the make up of it? :
for Mr. Howrg, (Hamilton South): No, the 60 cents the retail store bzuyS it
Qenta.nd the 374 cents the manufacturer sells it for. You see, you have 22} per

"1 there that we do not know. where the discrepancy is there.

out M., Mackasey: Well the point I wanted to make, as Dr. Howe has pointed

; li that your relationship between your manufacturer and your wholesaler
4630—g1,
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in the United Kingdom is 12 per cent. In Canada it is over 20 per cent. I am
interested in the 62 per cent as well as the 72.

Dr. BRIANT: So am I.
Mr. MAckRASEY: Well we are agreed but—

Mr. Peter Howsam (Vice-President and General Manager, Warner-
Chilcott Laboratories): May I make a correction please? You are counting 12}
per cent as an average figure, as I understand it. In Canada the figure on an
average is closer to 16 per cent, and I might remind you that in Britain, a tight
little island of 50 million people, the distances covered by the wholesaler are
less but it is about roughly 123 to 16.

Mr. MACKASEY: You can give me the arguments later as to how you justify
it because of different problems. I am not interested in how.

Mr. HowsaMm: You said 20, sir.

Mr. MACKASEY: Professor, while you are getting your booklets out, apart
from a source of information, I do not get your final index of 4.444 hours as
opposed to 4.6 may be of interest.

Dr. BRIANT: 4.44 to 4.6.

Mr. MACKASEY: Yes, but nobody is buying at that level. What is the hours
at the price the consumer is buying. Never mind what the manufacturing is
because I cannot walk in and buy it at a manufacturing price.

Dr. BRIANT: We could work it out if you will bear with me. We divide 7.97
by 1.05.

Mr. HowsaMm: It is still the same relative difference.

Mr. MACKASEY: No, it is a hell of a difference.

Dr. BrianT: I think you will find—

Mr. MACKRASEY: I think one is almost 12 and the other case is about 8.
Dr. BRIANT: 7.5 hours. All right what is 25 divided by 2.02?

Mr. Mackasey: Twelve, over twelve.

Mr. Howsam: 12.5.

Dr. BrianT: 12.5. The Canadian price to the consumer in ours is a great
deal higher than—

Mr. MACKASEY: That is not the point you were bringing up. You weré
bringing up the point that at the manufacturing level it was identical but W€
do not buy at the manufacturing level. I think this is unintentionally deceptive:
am interested in the consumer’s level.

The CHAIRMAN: The only problem, Mr. Mackasey, is that you cannot expect
the manufacturers to comment. They can only comment on the manufacturer®
level. They cannot comment on what happens to it after it leaves their hands.

Mr. MACKASEY: I am sorry. You are right.

Mr. WHELAN: But, Mr. Chairman, they are using the consumer’s wage®
as a—
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Mr. Howsam: Yes.

Mr. Howe (Hamilton South): My original question what is the justification
for that 22} per cent? The druggist buys a drug at list less 40 per cent; in other
Words he buys it for 60 cents of the prescription dollar and the manufacturer
8ets 371 cents of it so there is still 22} cents in between the manufacturers
Selling price and the druggist buying price of 60 cents.

Dr. BRIanT: Well here is a table I have. We take the price to the public of
$1. Thig is an average. Druggists price in different ways. I could not begin to
Work out what happens in all prices but less what shall we call it, the druggls‘c
Margin, less the druggist distribution, and dispensing costs—I want to be fair to
the druggist in what I say here and I do not really feel equipped to speak on this.

€ druggist’s margin before dispensing and distribution cost. I th'mk it is
Significant that many pharmacists say they lose money on their dispensing
Counter. I do not want to be misunderstood on that. That leaves 50 cents on the
d‘?llar. Then the distribution to the pharmacist is either direct or wholesale.
Istribution to pharmacist 8 cents, or it works out to 8. Forty-two less federal
Sales tay, 4} cents, brings us to the manufacturers selling price.

. Mr. Howg (Hamilton South): That 50 per cent is average is it? In most

stances it i 40 so some must go higher.

& Dr. Briant: Well they say in the statistical survey, that I can get from my
les, that the average market was 50.1 per cent in 1964 for all of Canada.

Mr. Mackasgy: With the Chairman’s permission, would you switch back to
Your seat again,
Mr. Howg (Hamilton South): On prescriptions only.
Dr. Briant: Yes, on prescription drugs.
th Mr, Mackasgy: I think the Chairman properly pointed oqt to me tpe tfal}iaC}fr
that I was falling into. I presumed you represent the whole industry instea tl?
Ine Manufactyrers, The point I would like to get back to is t.hIS: At the
anufacturing level your figures, presuming they are accurate, indicate e
T ?n’:lfacturing cost after certain adjustments for normal take‘ home PaYtlg
Clatively fair and that it is 4.44 here, as opposed to 4.64 in the Un}i_eh
Ngdom ? Then, of course, there is a discrepancy at the consumer level w t1}c1
Inguld indicate tq me the problem lies more with the distribution from the
Nufacturer thay to the consumer.

® (1228

Dr. Briant: Well, you said it.
no M. Mackasey: No, I am asking you. Now, would you mind saying it, yes or

s thMr' Howsam: mr., Chairman, there is only one word that was used and that
€ Problem, I am not just sure that the problem has been defined.

o Briany: 1 think it is true, Mr. Mackasey. I do not personally want tto ll)re1
Canag Position of singling out pharmacy. I think that wh_en we speak oftscc‘J: Ifich
are ;.- from the economic viewpoint, we have to recognize that the cos s Beaich
of r Creasjng most rapidly in the country are distribution posts, for_a 7

sasons, This is where one should look to reduce the delivered price o
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goods and services to the Canadian people. We need a royal commission on
distribution, I would say.

Mr. MACKASEY: The point I am trying to get at, Mr. Chairman, and I think
Mr. Howe has brought it out too, is there are three people involved. There are
three segments here; there is the manufacturer, the distributor and eventually
the retailer. One seems to apologize for the other all the time. I would prefer
each segment to stand on their own legs and forget the other fellow’s problem
because we will get to the other people. The point that Professor Briant has
emphasized, presuming his figures are accurate, is that the trouble does not lie
at the manufacturing level—at least this is the theory he has been bringing up,
in view of the relative closeness between the two figures, 4.4 and 4.6. But
obviously we can all see a tremendous difference at the consumer level, from 7.5
to 12.5 and if it does not lie with you it must lie either with the wholesaler or
the retailer. This is the point I wanted to make.

Dr. BrRIANT: And it does not means to say they are making astronomical
sums of money but there are inefficiendies in the distribution system.

Mr. MACKASEY: Fine.

Dr. BrRIANT: That are inherent in the nature of the country as well: large
land areas, small population; but it is happening in the United States as well.
All distribution costs are going up, for all produits not just for pharmaceutical.

Mr. PRUD’HOMME: You mentioned the United States. I will not bother with
the earphone so I will ask my question in English. I think we can see the picture
quite well now as far as your case is concerned since Mr. Howe raised the
question. But how does this, again, compare to the United States? Would you
say it is much cheaper in the United States compared to Canada?

Dr. BrianT: In Appendix “F” you see there the index for our 17 drugs and
I think if we were to take 100 drugs we would come to pretty much the same
answer, that the real cost of drugs in the United States is lower than it is in
Canada because Americans are more productive than Canadians and I do not
say that to be degratory to Canadians. It is just an established fact. They have
a more productive economy: their wages are higher and they therefore spend
a smaller per cent of their income on drugs.

Mr. PRuD’HOMME: I accept what you just said but if many pharmaceutical
manufacturers are subsidiaries of United States parent companies I do not see
why the price could not compare with those of the United States?

Dr. BrIanT: Well they do compare reasonably favourably in terms of our
productivity. We are about 25 per cent less productive in Canada than they are
in the United States. Our income per capita is the measure. I do not have 2
precise figure.

Mr. PRUD’HOMME: At the moment I am doing my homework.
Dr. BRIANT: On the United States?

Mr. PRUD’HOMME: Yes, compared to elsewhere.

Dr. BrRIANT: Well, is that about right, 25 per cent?
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Mr. Prup’HOMME: Well I did not finish. It is quite difficult for us not being
as knowledgeable as you are. My main concern again, I repeat, is the question
of subsidiaries in Canada.

Dr. BrIaNT: I would say their prices do compare favourably given the fact
that they are conducting their business in Canada. Now the same arguments
apply if you say why not close them down and import from the United States.
Do we want to become an importing nation? Is this really what we want_for
our people? We have governments trying to build up secondary manufacturing.
I remember some years ago doing some work for Manitoba—

Mr. PRUD’HOMME: We could not afford the United States pharmaceutical
Producers. It would be very difficult.

Mr. BranDp: Mr. Chairman, I wonder if Professor Briant could expla}in
something to me about butazolidin. What do these prices you started out with
represent?

Dr. BrIANT: This is the price to the consumer. This is the suggested list
Price.

Mr. BranD: For what, for how many pills?
Dr. BriaNT: Dr. Howe’s list.
Mr. Howe (Hamilton South): Two hundred and fifty.

_ Dr. BrianT: Yes. I did not pick one from our own list. As I say, this was
Picked purely at random, I can assure you, from the 16.

The CHAIRMAN: Yes, it is a good seller.

Mr. WHELAN: Have you any figures in dollar value of how m}lch we import
from the United States in drugs and much we export to the United States.

q Dr. BrianT: I do in my files but it would take a little time to find the exact
gures,

Mr. WHELAN: This afternoon would be fine.
Dr. Briant: I will try and get the figures over lunch.

Mr. HymMeNn: Mr. Chairman, I just want to ask another question for

clariﬁcation, Professor Briant mentioned this figure of 374 per cent and that

as come up before, which is the ratio of the prescription dollar related to the
Manufacturer’s price.

D?. BrianT: Could we put it this way, that it is the proportion of the
grescrlption dollar that the manufacturer receives out of which he meets his
Wn accounts.

. .Mr. Hymmen: I wanted to tie down that prescription dollar rather t}}an the
a:tall price of drugs plus dispensing. Now, when we talk about dispensing we
€ getting into the pharmacists association and out of your area.

Dr. BrianT: Oh yes.

oth Mr. HymmEn: You used a 50 per cent mark by the druggist and yet in
up €' submissions we have had there was shown a 25 per cent Wholes:'ale mark
and a 66 per cent retail mark up. I know you cannot regulate these things.
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Dr. BRIANT: I have all these books over on the other side of the table.

The CHAIRMAN: I think in the brief of the Pharmaceutical Association
themselves for prescription dollar they said 50 per cent mark up; whichever
way you look at it, 100 per cent mark up or 50 per cent of the price.

Mr. HYMMEN: We are tying down here in all the submission of the
pharmaceutical manufacturers this 374 cents on the dollar and I just wonder if
that is what it is or it is not.

The CHAIRMAN: We will get into this in more detail later but this is what
they use in their large brief, 374 cents.

Dr. BrRIANT: I have it right here. Mr. Brand, I think, produced a survey
from the pharmacists last time to talk about Saskatchewan. I have a copy of the
same survey and for Canada as a whole for the 1964 survey they have a little
footnote, “the average gross margin is 50.10 per cent.” Now they also point out
that 24.85 per cent of all prescriptions are dispensed at a loss. But they
published the fact that the gross margin is 50.1 per cent, I could table this if you
are interested in having it.

Mr. BranD: It has already been tabled.

Dr. BriaNT: Has it already been tabled? It is on the record then. I am not
producing a figure they have not presented themselves.

Dr. WiGLE: Mr. Chairman, I do not know whether Mr. Hymmen under-
stands but starting at that 50 per cent figure that was left there we took off the
sales tax and the wholesalers cost and there is 374 cents left for the manufactur-
er to account for.

Dr. BrRIANT: Yes, right here is 8 cents and 4} cents. We can do it other
ways. I checked this out, taking the total sales of drugs through pharmacy. In
fact, if you take Mr. Turnbull’s submission, last time, I think he said prescrip-
tion sales were $9.95 per capita. That is about $195,000. We can work back—we
know what the manufacturers sales are approximately—for drugs that are sold
on prescription to retail stores. We can check all these out and I am reasonably
confident it will be about 373 per cent.

Mr. Howe (Hamilton South): Mr. Chairman, in the 374 cents there is a
figure there called earnings which I presume is profit.

The CHAIRMAN: Before we get on to that, Mr. Howe, we spent all morning
getting an answer to a question you asked and obviously it was an important
question. But let us finish it before we get into the question of breaking down
the manufacturers’ dollar. There are other questions relating directly to what Dr-
Briant has said in his answer this morning. May we do that first. Once we
dispose of the question I think we can adjourn for lunch and have a sitting
again this afternoon.

Mr. BranD: I would like to ask Mr. Briant, regarding butazolidin which i$
the best example you have used from Mr. Howe’s list, you made quite a thing
about not importing drugs because of the damage to our industry and so forth-
Now, tell me is butazolidin manufactured in Canada or is it imported from
Geigy in Switzerland.

?Dr. BriaNT: That is a very good question. Can any manufacturer answer
this?
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Dr. WiGLE: I do not think we have anybody from that company here, Mr.
Chairman. It might be improper for us to presume to know. I do not know
personally.

Mr. BRAND: The reason I asked that question is that I asked why phenyl-
butazone was higher in British drug houses, which is the same drug, and they
told me they had to import the drug so it is rather interesting to me if you are
making a case for the non-importation of drugs that you would use as an
example a drug which was, I presume, being imported.

Dr. BrRIANT: I can only say that it was a grievous slip on my part based on
ignorance. I did this last night in the hotel. I thought I would take one drug.
Had I not run out of time I would have taken more just to see how the 16 large
selling items compared.

The CHAIRMAN: Did you care to comment, Mr. Larose?

Mr. RoGerR LAROSE (Vice-President, CIBA Company Limited): I cannot
speak for Geigy but I know they actually import the raw material, that is the
chemical substance, but all of the rest is done in Canada.

The CHAIRMAN: Fine, thank you.

Mr. ASSELIN (Richmond-Wolfe): Mr. Chairman, I am not a member of this
committee but I would like to find out the procedure of pricing. Are drugs
priced on the manufacturers selling price or are they discounted from a
Mmanufacturers suggested list?

Dr. BrIaNT: Well, sir, I will have to field that question; in fact, I would like
to defer it so that I can finish my point.

The CHAIRMAN: Yes, I think we should leave that qpestion also and see if
We can finish this point we have been discussing this morning.

Mr. A. M. LamLaw, Q.C.: Mr. Chairman, I would like to ask Mr. Briant the
real basis of his method he has introduced now. I do not believe this particglar
Mmethod was introduced before any hearings of the Restrictive Trade Practices

Ommission or the Hall Cornmission. This is a new economic development,
Perhaps. Are you not in fact saying, Mr. Briant, that costs of drugs should be
related really to the income capacity, the earnings, our level of income and,
?lerefore, we are not out of line with these other countries mentioned. I would

e to quote an analogy if I may; suppose it takes a Canadian one year to earn
and pay for a car. And suppose in India it takes an Indian 20 years of worI‘{ t.o
Pay for the identical car. Are you not really saying, does it really matter if it
takes a Canadian two years to buy the same car.

Dr. BrianT: Well, if you compare Canada with India then we probably
Would say it does not matter if it takes two years, but if we find the Americans
fan buy an automobile, say, with 9 months of income, then there would be
Something wrong with the price of automobiles if it took a Canadian two years
t.° buy a similar automobile because we know roughly the relationshp between
Income per capita and productivity between the United States a}nd Canada.

at I am suggesting here is that when we look at the Canadian level of
arnings ang recognize they have a bearing on the costs at which the m'anufac-
urers do their business at the manufacturing level anyway, our prices are
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reasonable in relation to prices in other countries of the world. The discussion
this morning was just focussed on the U.K. but in our submission, appendix F,
we show that you can take many other countries and our prices in real terms
are much lower than, say, prices in Italy where we are told Italian prices are
low because they have no patent protection. They are low but it takes an Italian
a tremendous amount of time to earn the cost of the drugs he buys.

Mr. Lamraw: Following Mr. Howe’s questioning and Mr. Mackasey’s
questioning in particular, it seems to me that your hypothesis is—I do not profess
to be an economist—entirely wrong. If butazolidin reaches the consumer in the
United Kingdom at a special price, it reaches the consumer in Canada at three
times that price what has the Canadian earning capacity to do with it? It is the
consumer which I assume this committee is interested in. Now if the patent
laws allowed it and the trade mark laws allowed it, if we could import
butazolidin from the U.K. at the U.K. price would this be helpful to the
consumer? I suggest that it would. I think I should add there are two other
elements that come into it. You have spoken about them. Quality control is
essential, and we can understand that I am quite certain. I think the committee
also recognizes it is not going to do anything damaging to the industry by wild
importing procedures, if you want me to express it that way. There must be a
proper balance drawn and I only question whether this particular method is not
drawing sufficient balance between the drug industry and the consumer which
is what this committee is studying.

Dr. BrianT: Well, this question, Mr. Laidlaw would take a long time to
answer because, in fact, the answer was contained in almost everything I said
up to now. I did not really start out with the hypothesis that this is the proper
way to measure comparative costs. I did start out with the assumption that we
are interested in maintaining a pharmaceutical manufacturing industry in this
country and that one measure of the economic performance of the industry is
how its prices compare with prices in other countries, not just making a money
comparison because if you were to pick India again, if they had a phar-
maceutical manufacturing industry, you might find our prices are 20 times
higher than theirs, but to look at it in terms of real cost, if we assume we want
an industry. Now, if we do not want a domestically based manufacturing
industry then we should go ahead and import as much as possible. So you might
say well let us import where there is an advantage to import. Now I showed, I
believe, that the 42 products on Mr. Howe’s list that it would be to our
advantage to import are very low volume items in the Canadian market. There
is some question as to whether importers would want to import just those low
volume items. They would want to import as well some of the high volume
items and if you bring those in as well you will find their prices do not compare
all that favourably with Canadian prices. If we take butazolidin, the delivered
price in Canada would be something over $5. Then there is still Canadian
distribution which is shown as 62} per cent. So take $5. at 374 per cent—I do not
want to do the arithmetic—you are going to come up with a pretty high price
again, for the British drug at its delivered price to the Canadian consumer
because the major selling items in Britain are selling on a labour hour basis at
about the same rate that they are here. I suggest from that that our prices for
the products we produce as major products compare favourably with the real



June 21, 1966 DRUGS COSTS AND PRICES 191

cost in other countries, not so much at the price to the consumer but this is
because of inefficiencies in the distribution of the products.

Mr. GorboN F. HENDERSON, Q.C. (Patent Attorney, Gowling, MacTavish,
Osborne & Henderson): Mr. Briant, is there not a short answer to Mr. Laidlaw,
that by focusing on retail price he is focussing on the wrong price because the
price at which the goods will be imported, the fair market value would have a
closer relationship to the price you are pointing out and you are relying on
rather than that which Mr. Laidlaw is relying on. So he is focussing on the
Wrong price. Is that not the short answer to the question he put?

Dr. BRIANT: Yes, very true.

Mr. HowsaM: May I add one point, Mr. Briant. On your point of the 4.66
figure and I have just done the arithmetic that you requested, if you take it
back and assume that 4.66 came in at 374 per cent and allowing nothing for th.e
transportation and assuming abolition of duties and revert the thir}g back up it
Comes out to exactly $8 which is $7.97 so the distribution spread is glmpst ?he
Same, which is your point, I think, whether it is here or not the distribution
Process has to be covered in both markets.

... Mr. BRanD: That is still cheaper though is it not than the Canadian price as
illustrated?

Mr. BrRIaNT: There is something wrong with Mr. Howsam’s arithmetic.

Mr. Howe (Hamilton South): If the 374 per cent was to be your 3}4.66 then
Your preseription dollar would still come out somewhere around $12 instead of
$25 so the drug would sell for half the price to the Canadian consumer
Compared to what it does today at $25.

Dr. BrianT: This is quite true. If you want to bring in drugs from other

Countries at lower prices you can find them, but if that is so why do we not

I‘.ing in refrigerators from other countries at lower prices. Why do we not
Ting in any product?

. Mr. WHELAN: May I interject here, we do it with a tremendous amount of
agricultural products.

. Mr. Mackasey: Could I ask Mr. Whelan, through the Chairman, to give him
h,ls OPportunity to espouse his favorite theory. Do you approve of the 1.mp0rta-
lon of Jettuce from what you call starve labour wage areas to the detriment of
€ Canadian farmer?
Mr. WHELAN: No, I do not. That is why I am trying to get across the point
‘_7Ve have no protection. They do not have to have any import permit at all; they
J‘{St railroad the stuff in here by train, truck and everything else and we only
Wish we had half the protection that the pharmaceutical industry has.

Mr. Howg (Hamilton South): This is part of my other question. As a
n011~ec0nomist, are there not other factors than the wage hourly rate to be
aXen into the consideration in the purchase of drugs. Do you not have to tal.{e

€ over-a]] purchasing power within the economy as to what that dollar will
Uy in other things than just drugs to determine how much of the dollar would
€ left over to buy drugs with. You cannot just take the labour hourly ratc_e as
Uur only factor in determining the price of drugs. For example, they might
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buy milk for half the price we do so they are going to have 12} cents left over
every time they buy a quart of milk that they could put toward drugs.

Dr. BRIANT: Yes, but their wages are only half as much.

Mr. Howe (Hamilton South): Well, all right, so it sells for a quarter the
price. My point is that you cannot just take that. There must be other factors as
well as just that.

Dr. BrianT: Well if you wanted to take the total expenditures on drugs in
relation to the consumers disposable income and say “if we were to import all
the drugs that we now have what would the bill be”? You would be dealing
with a fractional percentage saving of the consumer income, a fractional per-
centage. But I said while I was talking that a basic policy question that had to
be answered is: Do we want an industry in this country? I would think that we
do if for no other reason than that we do not want to expose ourselves to total
dependence, in the case of drugs, on products coming from other countries. Now
we might want to do this with lettuce; perhaps we should not.

Mr. LamLAw: Mr. Briant, you want this industry to be a completely
protected industry?

Dr. BRIANT: I beg your pardon?

Mr. Lamraw: You would like this industry to remain a completely
protected industry? I say that because I am going to ask another rather rough
question but in your business you would appreciate it. Do you not believe,
generally speaking, in the competitive system in this country?

Dr. BrianNT: I do, Mr. Laidlaw; as a matter of fact I teach a course at
McGill University in industrial organization and public policy and I hope that I
am producing a number of Canadians who believe in the competitive system.
But I am prepared to argue—not because I represent the association here; if I
were not prepared to I would not represent the association because my morality
would not allow me to—that open competition in the case of drugs is not the
proper mechanism. I know that the easy answer, and I have been given it by
some people in Ottawa, is that one way to reduce the price of drugs is by open
competition. This probably would be so but we would be playing around then
with the nation’s health. This is quite different from talking of open competition
in producing automobiles, toys, or pulp and paper. Generally, I would say,
Canadian industry is not competitive. Now it happens that the last point I
wanted to make in my submission here touches on that. To my mind one of the
problems in this industry is that there are too many manufacturers and to0
many retailers. If we talk of importing and importers, we would add to the
number and I do not think adding to the number in this particular industry 18
the proper solution.

Mr. LAIDLAW: If I might follow that up with one question, Mr. Chairman; if
you did open up the competition slightly or in fair measure, would this not
result, in your opinion, of the inefficient parts of the industry being wound uP
and certain other parts of the industry getting more monopolistic?

Dr. BRIANT: I suppose it would; it would have to, that is quite right. But W€
come back to the point again, that if any one of the manufacturers were woun
up then for the product of that manufacturer we would be completely depend‘
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ent on products coming from other countries. Now I am prepared to say this is
fine if we are talking of shirts, textiles, almost any other product but I am not
prepared to say so when we are talking of drugs. There are instances where
drugs are needed in a hurry, and it seems to me, in terms of protection of the
nation’s health that while there may be a cost attached to having the industry
here this is a cost, perhaps, that we should bear. I would be very reluctant as a
public servant, if I were a public servant, to propose a remedy to the organiza-
tion of an industry that contained within it, even to a small extent, some danger
to the health of the people of Canada.

Mr. BLAKELEY: Well, Mr. Chairman, I did want to ask a quest?on garlier on
this 37} cents proposition. I do not know if you would care to go into it now or
this afternoon.

The CHAIRMAN: If it is a breakdown of the 37} cents, I think we might
leave it until later.

. Mr. HymMeN: Just to comment, Mr. Chairman, I would suggest the public
is very much concerned about the $25 drugs and I would be interested, at
another time, in seeing Mr. Briant work up this $7.97 or break dqwn the $?5
Just to see actually where it went because, with all respect to the }ndustry, in
the $7.97 price in the U.K. I presume all the research and everything else has
been taken care of so far as the firm bringing in a drug from the parent
company and so on is concerned. One possible solution might be for the
government, through their tariff regulations, to provide some relief in lxml'ged
Quantities to drugs that are not used to a very great extent In order to prpv1de
the public with this differential and the lower price. It seems to me that.lf the
Dublic is screaming, and I know they are, about the cost of drugs, qnd wh11e_th.e
association has tried to justify this as part of research and everything else, it is
the price of drugs in the $25 range that I think is causing a great deal more
Concern than the drugs in the $3.97 range.

® (1257 p.m.)

The CHATRMAN: If there are no other questions I think we probably have
answered Mr. Howe’s question and possibly Mr. Brand’s question.

Mr. Branp: We have 30 seconds left, I see, before one o'clock but 1 wanted
%0 ask Mr. Briant apropos this import business, and I can see his point there, bllllt
1T understand these things correctly—I probably do not because I am thorough-
Iy confused—I take it there are some drugs here that are cheaper in Canada than
0 the United Kingdom. Is that correct?

Dr. BrranT: In dollar terms?

Mr. BrRanp: Yes.

Dr. BrianT: Not on Mr. Howe’s list and I do not recall whether or not they
Were on our list.
- Mr. Brano: Is the cost to retailer you have here based on the labour hours

DI_‘- BRIANT: No. If you look at appendix F.3, international drug prises n
adian dollars, for these 17 products, anyway,—let me see; are there any:

Mr. Branp: Yes.
Dr. Brrant: Which ones?

Can
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Mr. BrRaND: Hydrodiuril.

Dr. BRIANT: Hydrodiuril and Diuril have a lower Canadian dollar cost to
the retailer than they do in the U.K.

Mr. BRAND: The only reason I asked that question was I was wondering
about exports to these other countries. Trade is usually a two-way street, you
know.

Dr. BrianT: Well, of course, I am not equipped to answer that question for
the manufacturers.

Mr. BRAND: You talk about imports so conversely I assume you would be
prepared to talk about exports.

Dr. BrIANT: I am prepared to say that the exports of the industry are quite
low but one reason for that is that many of the manufacturers have manufac-
turing plants in the major consuming countries of the world.

Mr. MACKASEY: This is an area I think we ought to get into, Mr. Chairman,
with the Department of Industry, trying to stimulate research and exports. We
should find out while we have these gentlemen here how we can get to a point
where we can export, as Mr. Brand has suggested. It may be time to take a look
at our patent laws and see if perhaps we should reverse the trend and stimulate
production in this country to a point that we can export to the North American
market in certain fields.

The CHAIRMAN: Ladies and gentlemen, the meeting is adjourned until 3.30
this afternoon, in this room; and we will revert again to our general questioning.

AFTERNOON SITTING
e (3.30 p.m.)

The CHAIRMAN: Gentlemen, it is now a quarter to four and I think we
should go ahead with the presentation of the brief and the questioning.

Mr. MACKASEY: What time do you contemplate sitting on Thursday?

The CHAIRMAN: On Thursday, it is my hope that the Pharmaceutical
manufacturers will be back. The only sitting planned for Thursday is at 3.30 in
the afternoon.

Mr. MACKRASEY: No sitting in the evening?

The CHAIRMAN: It was established by the Committee last time that there
would not be enough members present at that time to make a quorum. We will
sit now until the Committee wishes to adjourn. Then we will meet again this
evening at eight o’clock and sit until perhaps nine thirty or ten. We are hoping
by that time we will have covered the majority of the brief. I just have one
suggestion to make, if it becomes obvious that we cannot contemplate the whole
brief within the required time we might consider going into the question of
patents, as one complete subject, later on rather than break it up. I think weé
should revert to our original consideration on the preamble, summary, contents,
introduction and recommendations, which were the areas we were covering.
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It was suggested this morning that we might start off with counsel asking a
few questions for perhaps the next few minutes.

Mr. LAmLAW: Mr. Chairman, I had intended to call the attention of the
Committee to certain implications that seem to arise out of this preamble that
Dr. Wigle has prepared. In view of this morning’s discussion I think that perhaps
it is not altogether necessary now. I feel, however, that it would be helpful to
the Association to show the line of questioning that may develop either during
these hearings or later in the Fall and I will just indicate these very briefly.
There is the economic problem, of course, that we had this morning. The second,
the high cost of quality control, and questions arising from that implication,
Particularly if brand name drugs were imported. The third implication regard-
ing patent protection and if this is reduced that research activities would
Stop—this will be taken up as a separate entity. The next implication iq that
Preamble, that Canada cannot have a free ride, as it was expressed therein, or
We must pay our own way. To the best of my knowledge, royalties have always

€en paid to patentees and licensees. Questions will arise when the patent
Situation develops about this. And the last implication in the preamble was tha}t
the drug industry would be “damaged” which was the word that was used, if
Mmore than a few token recommendations as set out towards the end of that
Preamble are carried out. And the only real important recommendation there
Was the abolition of the federal sales tax.

I would like to make this suggestion to the Committee and it may be also

helpfy] to the Association, that the recommendations have been made by the

estrictive Trade Practices Commission’s report, the Hall Commission report on

€alth Services, and it seems to me that the onus, Mr. Chairman, is placed on
1€ drug industry to show why these various recommendations s.hould not be
Mplemented. I think that perhaps this is the basis from which the drgg
Ndustry should consider that questions by members of the Committee 'VVlll
develop. It might be helpful to the Committee if your Association, Dr. ‘Wl.gle,
ould provide a list of the various recommendations from the two commissions
With a brief statement—this need not be done right away, of course—why these
I‘?cc’flfllfnenda’cions should or should not be implemented. When t_he Committee
:lts to consider the report and the recommendations, I am certain that such a
thedule would be very helpful to them.

Would like, if I may, merely to start the questioning in sect?on | qf the
Ort, to refer to page 5, section 1 (5), the last paragraph. This particular
agraph stresses the increasing costs of research and development in the drug
Ustry, and the mounting expenses. The brief indicates toward the end that
S Is s0. I think that the Committee would appreciate hearing J:ust how muc_h
a : €arch is expended in Canada in the drug industry in comparison to wha'g is
ti O referred to in the brief as international research. I wonde.r if tpe Assocm-:

0 coulq make available to the Committee any breakdown in this reseax:ch,
cgr‘:’l Much js spent, for example, in trying to work around a compe‘a'gf:}r1
at Pany’s patent on a valuable drug that is in demand—this coul@ be dealif wit
 ater date; how much is spent of the $6 million mentioned in t}'le brief, in
inirllada; how much is spent on so-called clinical testing; is.clmlcal testlng

evuld ed in research and development costs; how mu'ch of ‘Fhls researclz1 ans
thate OPment expenses or costs are spent in fact on trying to isolate new drug

€ventually could result in patent protection?

I‘ep
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Now this is quite a large order, but I think I could say simply this, it is
very easy to talk about research but there are various kinds of research, kinds
that are helpful to the Canadian public and in the public interest, other kinds
which are basic, and other kinds which are merely practical. I think it would
be very helpful to this committee if we were able to be supplied with a break-
down of research figures.

Mr. HuME: Mr. Chairman, may I just ask Mr. Laidlaw a question so that
we understand the ground rules. The Association, of course, does not manufac-
ture pharmaceuticals. In Appendix E there is a result of a survey made of 41
companies which responded in 1964 and that is the only information that the
Association has at the present time. Now, as I understand some of the outlines
that Mr. Laidlaw has given, I am wondering whether this implies a new
questionnaire to be sent to the companies, to be processed and collected, and so
on, in the same way that we have done Appendix E, in which case I would say
this will require a considerable amount of time. I just want to make sure that
we understand what Mr. Mr. Laidlaw is asking us to supply.

Mr LAamrLAaw: Well, I can quite appreciate, Mr. Chairman, that perhaps this
Association has not the details of their individual members. It may be better
and of more interest to the Committee that when actual manufacturers appear
before us this question be directed to them singly.

Mr. HuMme: All I want to be sure of is what is being left in abeyance for us
to do as an Association, Mr. Laidlaw. It is not to avoid anything; it is just to be
clear what you are asking the Association to do, and pointing out that we have
compiled certain statistics and that is the only information—Dr. Wigle can cor-
rect me—that we have with respect to some of these things like research and the
cost of it, as set out in Appendix E. If you want something different than that we
have to start in again, circularize, get questionnaires back and compile the
statistics and put them in some form.

Mr. Lamraw: Well, this would not be a matter for me to say, Mr-
Chairman. This would be for the Committee to determine.

An hon. MEMBER: Is that kind of information available to the Association?

Mr. HuME: If you look at Appendix E (6) we have research and develop-
ment expenses reported to us by 37 companies of our membership. That is for
the year 1964, and that is available to us because we set about and collected it. I
do not think we have anything more current than that. If that is not sufficient,
if you could indicate what more we can do, I am sure the Association will do

everything it can to assist the Committee. I just want to be clear as to what you .

are asking us to do.

Mr. LamLaw: My only feeling, Mr. Chairman, is that research is a very
large and broad word, and I am one of those who heartily endorses it. I think it
would be interesting to know whether this was in fact basic research for the
creation of new drugs in this country or is the name “research” used in 2
different manner which would be clinical testing, for example.

Mr. HUME: There, of course, Mr. Laidlaw I would have to know how each
one of the 37 member companies interpreted the questionnaire to be able to be
clear as to whether they were talking about initial research, modification ©
products or other things. Dr. Wigle can perhaps speak on this with moré
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authority but, as counsel, I felt that we should know just exactly what you
ant because we have the best and the latest statistics we could get together.
ut we can go back again and get 1965 or other years, if there is something
here that is not sufficient.

Mr. Mackasgy: On E (6) which was referred to, total for research and
development, there was $5,504,323 spent in Canada. Perhaps Dr. Wigle would
ike to expand on what “spent in Canada” is. I would perhaps touch, Dr. Wigle,
On that area that is obligatory by law under the Food and Drug directorate. I
am talking about new drugs coming into Canada.

. Dr. WieLE: Well, Mr. Chairman, first of all, just so that we do not be remiss
I our recognition of the health that Mr. Laidlaw has indicated to us, by
Indicating that in the future we will be questioned on these five or six items of
Which I have made note, quality control, patent protection in Canada, no free
Tide, damages to the drug industry if certain recommendations are carried qut.
ut specific reference was made to the recommendations of the Restrictive
rade Practices Commission and the Hall Commission. I believe that we madg a
Serious effort in our total brief to handle many of the recommendations which
Were made by the Restrictive Trade Practices Commission and the Hall
-Ommission, and in many different places have referred to those recommenda-
tions ang tried to point out for the information of the Committee just whexje
€Y might jeopardize the health of a pharmaceutical industry and the provi-
3lon of drugs on a safe basis to the people of Canada if they were implemented.
Ut we will be happy to do as he has said, prepare a separate document which
iz°ks at those recommendations and specifically pulls out the item referable to
€m,

In 5o far as research, which I understand is the topic that you would like to
9ben up for discussion at the present time, Mr. Laidlaw has made reference to
the.fact that there are different types of research, and this is true. However, our

asie bosition, as in industry, is this. People interested in the development of
Ugs from the time that they explode in some type of canister to make a new
€mica] formulation or until they have the adverse reaction reported back by
€ Physician from the bedside is to us, as a responsible industry, all research.
. OMe people are inclined to look at the purest basic type of research t!lat is
Dclineq to discovery of some new chemical entity. We feel that the total picture
tthghout the world has to be taken into recognition and that the people of
Canad, benefit from every bit of research that is done throughout the world
Whether jt is done here or elsewhere on behalf of the pharmaceutical .11.1dustry,
“ome of j by the industry, some of it very justifiably by universities and
SOvernment laboratories, those areas I think which are recognizably, probably
Ore justified in searching out what we call basic research wlpch is a betteII'
;?demtanding of nature. But once there is a better understanding of natm;;, 1
" nk that the history of the industry and of other industries has proven tha
© better understanding and its application to the benefit of mankind has been
% Bt handleq by industry. So that we feel that governmental research, bas1:
®Search S0 called, the better understanding of nature is well handled and ml.;ls
a;Ve. the Co-operation of government and univers@ties and othe;s(,1 't:il:et ;ng.
th Plieq aspect so called is also fundamental before it gets to the be fSI 4 g
3 the research continues because the reports must come back from

dside ¢, the manufacturer so that he picks up his responsibility and either

alt . ;
TS hig approach or discontinues it.
246304
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Mr. Mackasey: Dr. Wigle, I think what Mr. Laidlaw was referring to,
without stating it, was the magic formula that is built into your costs, how the
international research to which you have access is evaluated in your Canadian
operation, and how is it reflected in the costs of the specific drug that gets to the
people?

Dr. WicLe: Well, Mr. Chairman, I think that in E (6) we have made an
attempt to move into an evaluation of research generally and I would be
prepared to have some other members of the delegation, perhaps Dr. Brian
Stewart or Professor Roger Larose, to speak to this item if they have anything
further to contribute.

Dr. BriaAN STEWART (Director, Pharma-Research Canada Limited, Pointe
Claire, Quebec): Mr. Chairman, I would like to say just as a preamble or
general statement on research that in section 7 of our brief it speaks of this in
the context of how we set it out here, called the sequence of research, but it was
all part of the task facing research directors like myself and others who were
interested in introducing new compounds. It follows that not all countries can
do all research and Canada can contribute, I do believe, by doing everything
and that can only happen if the research grows to the point where it can be
supported, or it does equally, and many companies I believe in the association
do help significantly by taking a section of this sequence and evaluating it for
the benefit of other companies throughout the world. For instance, toxicology, if
you strictly take it academically, is not a productive form of research, or a
creative form of research but no one in this room I would think would agree to
introduce any drugs without some of this research. Similarily, I detect in Mr.
Laidlaw’s approach that he was sort of grading research into first class, second
class and third class types. He was interested only in the so-called first class
research. Let me state right from the beginning that each of them are essential
before a drug can be introduced and clinical testing is as essential a form of
research as synthesizing a new compound. One without the other or any of
these sequences is not a viable entity. I think with that preamble I will wait for
specific questions, Mr. Chairman.

The CHAIRMAN: I was going to suggest that this might be a useful time for
any questions at all on research with regard to section 7.

Mr. Lamraw: Mr. Chairman, is this tied up with patents or patent
protection or is this on the subject generally, because I am afraid it is
undeniably and irrevocably corelated with patents, and I do not want to start
that, I do not believe, today.

Mr. MAckASEY: Mr. Chairman, as member of the Committee I feel like I am
out in left field. I am not too sure which direction Mr. Laidlaw wants to g0
even though he is our counsellor. I think perhaps we should have an in camer2
meeting with Mr. Laidlaw and our accountant, in all fairness to these tw©
gentlemen, so we will know what direction we should be pursuing because W€
are jumping from research to patents and back again. I do not want, on the
other hand, Dr. Wigle to lead me down a path that I am not interested in. 1
have a hard time, being a layman, and when I refer to drugs I refer strictly 0
aspirin because that is the only word I can pronounce, Mr.Chairman. What I a’f’
interested in, being pragmatic, is this. In section 7 of research I think it 15
calculated that $5 million is the price placed on research behind a new produ€
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I'the ‘United' States anid whoever prepared the brief can correct me if I am

Wrong. I want to know how and what proportion of that $5 million was for pure

Tesearch or total research, pure or not so pure, is allocated to the Canadiqn

Operation? Did the Canadian operation have access to the research prepared in

he United States? What is the magic formula and how does it reflect on the cost
ugs in Canada?

. Dr. Wiere: Mr. Chairman, I always have to boil things down to a very
Simple sort of an understanding for myself because my qualifications as an
€conomist ang SO on are very limited. My basic understanding as a physician of
OW the allocation of costs of research is done by the industry throughout the
WOrld is that a pharmaceutical manufacturer who is research oriented and who
9€s participate in research for the benefit of the total world and prepared to
hav.e it supplied to them when there is a discovery, allocates that cost on the
basis of 411 his products to all the people throughout the world that he can
SPread it over.,

Mr., MACKASEY: May I interrupt a moment. Is it on the per capita or, in

Other Wwords, world population, or is in the products sold in each country, being
3 fundamental difference?

Dr. Wigre: My understanding is that it is over all his products to all the
People he can supply them to and that one specific product does not attempt to
Itaay for the research that was done on behalf of that product. I w‘ould.be_ happy

0 haye Dr. Stewart say something further to it. Our Chairman is pointing out
S0me reference,

Dr. STEWART: Mr. Chairman, all I can say is that reseax:ch is a very
uhcerta'jn field. In our company we started two years ago, for instance, with
‘etical gynochemists and pharmacologists and we think We.Wlll be dou;cg1
m I we get 5 compound in ten years that could be introduced into the wor
Y arket. T refer you to page 71 of the brief on research and the Hinchcliffe
0°m1n1ttee’s “eéport to the British Minister of Health which states that really
au};tStanding drugs are still very few in number and if a firm makes one manlll'
ivance in ten to twenty years it is doing well. Now, it is hard,. as a resear
ST 10 say how do we justify existence. Well, of course, if we get one
e*;gOr advance in ten to twenty years obviously I think it is only r'atlonal to
€ve that that one must carry those ten years we have been working away.
© 1ot sit around doing nothing. We have to keep paying.
n; Mr. Mackasey: May I ask a question at this point. I believe you represent
dependent research laboratory. b ol
Dr. Brrayy: Yes.

Com Mz, Mackasgy: Presume that under contract or in co-operation with a
Pany, Ayerst McKenna which does a lot of research—
urODr' STEWART: Well, we are not independent. We are a research division of a
Pean firy, We do not do research for outside firms.
Teg s Mackasgy: Well, presuming there was an independent firm in Monf
i, Working in conjunction with’ Mr. Gregory’s Ayerst McKenna, and pre-
herel?g that tomorrow, after years of research there was developed a pr?Quct
msa((:i;lada, and presuming that as a result of this new discovery it will be
Ya
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reproduced in manufacturing plants in other parts of the world, how is the
initial cost of research which Mr. Gregory’s firm incurred in co-operation or
collaboration with your firm in Canada apportioned throughout the world? This
is what I am interested in.

Dr. STEWART: Mr. Mackasey, I can only say that, first of all I have no
experience in this, but there is a firm just like this called the Ontario Research
Foundation, and I suggest that perhaps these people would give you exactly the
right answer on their financial operation.

Mr. GorpoN F. HENDERSON, Q.C. (Patent Attorney, Gowling, MacTavish,
Osborne & Henderson, Ottawa): If I may perhaps give you a reference which
will give you some guidance on how it was calculated in a court into what was
considered a reasonable research ratio for an allowance by way of royalty. You
may get some guidance in a case in England called geigy’s patent. It was a
compulsory license case. I propose at a suitable time to commend it for the
consideration of the Committee. It is reported in the 1964 Reports of Patent
Cases at 391. You will see how they worked it out. They took the current total
annual expenditure on drug research and development over current total
annual income from sales of patented drugs in that year and multiplied by 100
to determine the research ratio that gave the ratio of what should be recovered
on a dollar or enabled one to determine what amount should be recovered on a
dollar sale. It worked out, I may say, in the one case I had something to do with
on this side, in the order of about 16 or 17 per cent of the actual sales dollar.

Mr. MACKASEY: Well, Mr. Chairman, on section E (6), Dr. Wigle, do these
figures indicate that only $11 million went out of Canada under this—I should
not say under the guise of supporting international research?

Dr. WicLE: Dr. Briant has gathered these figures and he could answer more
quickly than I could, Mr. Chairman, if he may.

Dr. BrianT: We have data similar for 1963, Mr. Mackasey; it is in much the
.same form. I think I could transfer the argument to these figures. Appendix E
(6) shows that the people of Canada benefited to the extent of $12% million
from international research; that is the total there. Of this sum, the actual
out-of-pocket costs to the Canadian people in 1965 was $7 million. The balance
of $5,439,000 although not charged by the parent companies represents the
extent to which the parents estimated that their Canadian operations benefited
from the product of the international corporation’s total research effort.

Mr. MAcCkASEY: Professor, I am always wary of philanthropists and I have
come to the conclusion that the drug industry is in business to make a profit and
for no other reason. When you tell me they are giving us $5 million out of the
goodness of their hearts I am not impressed. I am more impressed by the fact
that there is only 1} million going out of the country to support international
research. I would like to know what relationship $1,579,000 has in proportion t0

the total volume of the business which I do not think is on that page and which
I have not been able to find.

Dr. BRIANT:  All those companies, producing packaged human phar~
maceuticals, 37 companies on page E (6) and 41 on page E (2) so that the
particular figure is approximately 14 per cent. I would round it out to about 1
per cent.
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Mr. MACKASEY: In other words, there is only 14 per cent of your manufac-
turing dollar, what you charge to manufacturing expenses, goes out of the
country.

Dr. BRIANT: As out-of-pocket cost.
Mr. MACKASEY: Supporting what you might call international research.
Dr. BRIANT: Yes.

Mr. MACKASEY: You are also saying that if you did not support interna-
tional research to the tune of $1} million, to duplicate this information available
to you because of the relationship with an international concern, you could
conceivably be expected to pay up to $12 million.

Dr. BrianT: Actually the total would be $12 million but there is $54 million
spent in Canada, so subtracting that there could be $64 million paid out.

Dr. WicLE: Mr. Chairman, just for the record, in case there is any
misunderstanding, these figures that are on this page are not by any means
Indicative of the research expenditures from which the Canadian people as such
benefit. The Canadian people benefit from the total research that is done in the
world which is in the nature of $450 million a year, I believe, Professor Briant.

Dr. BrianT: It is $450 million.

Mr. MACKASEY: But Professor Wigle, the $1,579,000 goes into the cost of
Producing the pill here in Canada, not the particular pill but pills. It has to be
Tecovered or regained from the population, from the people who buy your
Products. Am I right in that?

Dr. WicLE: Yes, that is right. That is correct, to pay it out.

- Mr. Mackasey: I was under the conclusion, Mr. Chairman, that it was a
higher percentage. The $5,504,000 spent in Canada, in other words, covers
Tesearch done other than by Pharma-Research, and pays for the gathering of
irtllformation, side effects, and so forth from doctors. Is that in that category

ere?

Dr. BrianT: This is following on Dr. Stewart’s point I think, that Canada
Plays a part in the total co-operative international research effort and the
Practice testing of and relaying results is of benefit to all the companies in the
International complex.

Mr. Mackasey: Is any of the $5,504,000 spent in Canada recoverable or
.charged to pharmaceutical companies or industries outside of Canada? If, so,
Oes the Canadian consumer get credit for it?

Dr. BrranT: Well, according to the statistics, the answer is no, that no
Companies outside of Canada are charged for research expenditures in Canada. I
4m basing that purely on table E(6).

Dr. StewarT: Could I say that I see what you are getting at, Mr. Mackasey,

rut I think what is charged is dependent on success in research. I think the

€search industry or the establishment of it in Canada is very recent, except for

WO or three companies who are old hands at the game. If I could just quote. the

O major Canadian advances, one was insulin, and the other was premarin of
T. Gregory’s Ayerst company, on my right.
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Mr. MAcCKASEY: What was the second one?

Dr. STEWART: Premarin of Ayerst McKenna. Both of these—Mr. Gregory
will correct me if I am wrong because I do not have any inside information-
—have brought rich returns in royalty I think to the Canadian operation.
Certainly insulin, I think I am right in saying, allowed the government to
establish from the royalties, the Connaught Laboratories in Toronto, and this
had played a significant role in biologicals for the last thirty or forty years.

Mr. MACKASEY: What happened to Mr. Gregory’s royalties?
Dr. STEWART: Well, Ayerst is the biggest Company in Canada, I think.

Mr. E. GLYDE GREGORY (President, Ayerst Laboratories): Mr. Chairman,
Gregory, is my name. I would say that our laboratory is operated here in
Canada, as you know, and it is financed on a project basis by other members of
the Ayerst organization throughout the world. In other words, we are compen-
sated on a project basis by our other subsidiaries or affiliates, or whatever one
might wish to call them.

The CHAIRMAN: For a point of clarification, Mr. Gregory, you are saying
that all of your company’s research for the whole world is done in Canada.

Mr. GREGORY : This is true.

. The CHAIRMAN: And that you are paid for that research on the basis of
what you do.

Mr. GREGORY: For other affiliates, yes.

Mr. MackAsSEY: Dr. Wigle, why are there not more companies doing the
same thing as Ayerst McKenna?

* Dr. WiGLE: Well, Mr. Chairman, I think that this is a matter of evolution,
time, growth, the opportunity to expand to the level where they can do such; as
we mentioned the other day we are only twenty-five or thirty years old in this
industry, and I think that if the encouragement is continued to be given by the
government, as it is presently and has been indicated by the efforts of the
Lambert people who have just set up a new laboratory, the Smith Kline &
French establishment, the tax incentives that are established with 150 per cent
and so on to do it, that there will be—and this is a growing factor in our
industry; it has increased I believe by two and a half to three times within the
past five years—every reason to believe that it will continue to grow.

Mr. RoBerT F. DATLY (Vice-President and General Manager, Smith Kline
French Inter-American Corporation, Montreal): Mr. Chairman, may
qualify this a bit. I heard my company’s name mentioned. I would like to
answer Mr. Mackasey’s question more specifically. He asked why other compa-
nies are not able to parallel Ayerst McKenna and Harrison very worthwhile,
and, I am sure, productive effort of concentrating all of their research activities
in' Canada. Well, this is an international industry. Now, Ayerst McKenna and
Harrison, in its wisdom, and perhaps, if I might speak for Mr. Gregory, the fact
that they had certain Canadian roots, decided that for this reason and perhaps

other reasons, their research activities should be concentrated in Canada where
the company had its origin.
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Our company, on the other hand, would find it impossible to do of our
research activities in Canada. We have our roots in Philadelphia south of the
border, where we have a substantial capital investment and research activities.
As a matter of fact, I think in our annual report we declared for 1965 that our
Tesearch and development expenditures reached $22 million which is a fairly
healthy percentage of our sales. However, we did decide, and perhaps this is in
conflict with some policy considerations of other companies, that research to be
most productive should not become too heavily centralized, and for this
Teason—and this incidentally was before Mr. Gordon or his predecessor—research
tax incentives were brought forward several years ago which gave us some real
advantage in doing research in Canada. We decided even before this develop-
Mment that it was in our interest to invest a significant amount in research
activities. This culminated in a $1} million research center several years ago

e feel even though we are not doing all of our research activities in Canada
What we are doing is a useful supplement to our activities both in the United
States as well as in England where we have an even bigger investment.

_Mr. HeENDERSON: Mr. Mackasey, when we come to the patent section too, it
Will be the burden of our submission that the patent laws as they stand at the
Present time are not conducive to the further development of the type of thing
that Mr, Gregory’s company has done, that the level of patent protection in this
c?untry is of such a nature that it is not warranted and, therefore, we are

SCouraging rather than encouraging that kind of development. When we come
to it T will give you cases of a particular nature to show why I say that.

Mr. Scorr: I just have a couple of questions, Mr. Chairman,

Dr. Wigle, from what you have said do I take it that you consider research
s a very important and growing part of the industry?

Dr. WicLE: Well, I do on an international basis, Mr. Chairman. There is not
any doubt that as a physician this is one of the fundamental reasons that I am
associated with this industry. I think that the international and the world
Pharmaceutical industry has made such a terrific contribution to the world

alth of mankind in the last thirty years that anything that would hinder this
Tesearch would be tantamount to slowing down the progress, as I said the other
bay, of people who are now suffering with diseases that are incurable. It would
€ tantamount to us saying, I am sorry but we cannot afford to look for a cure
Or you, and that has not been the philosophy of Canadians that I have met.

Mr. ScorT: Those are laudatory sentiments. You told us that the Canadian
,consuma, I think it was you said, benefited by the $40 million spent in
ternational research. I can understand how the companies would benefit by

e; I‘;search, but I wonder could you explain to me how the Canadian purchaser
efits?

Dr. WigLe: Mr. Chairman, I think that the responsible research oriented
maHUfacturer of pharmaceuticals throughout the world has proven his will-
8ness and ability to make his products available when they are discovered
thd When they are given protection to as many countries as he possibly can in
€ world. Certainly many of the products from which Canadians are benefit-
ha%; today and from which we as individuals have grown up to take for granted,
» € been given to us from such origins and they certainly did not all come
°m Canada per se.
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Mr. ScorT: Mr. Chairman, I have only been subbing for Mr. Orlikow. Have
the companies filed their profit and loss statements?

The CHAIRMAN: No. The companies are going to appear before us separately
as individual companies in the fall. The organization before us is just manufac-
turers associations representing a certain proportion of Canadian companies.

Mr. ScortT: Perhaps this is premature but is it the intention of this Com-
mittee to obtain the financial statements of the companies? I would like to
compare your profits with your expenditures in research.

The CHAIRMAN: It would be the hope of the Committee that the individual
companies will be that frank with the Committee. These are private companies
actually. We could ask for this information but whether we can actually obtain
it is another question.

Mr. Scorr: Perhaps you can answer this other question. What degree of
co-ordination or co-operation takes place between our pharmaceutical compa-
nies in the area of research? I am perhaps erroneously under the impression
that a good deal of the research is spent in needless duplication tracing the same
goal. To what degree is there co-ordination and co-operation in the research
field?

Dr. STEWART: Well, if you mean by that do we sit down and say will one
company do this, and one company do that, as far as I am aware there is none.
Let us face it. I can only give you our own philosophy, it is that we are skilled
in certain areas by tradition or success in the parent company as we say and,
for instance, we would avoid antibiotics or steroids or something like that, and
concentrate our research in physio-pharmalogical work or cardiovascular. Now
in here we have no co-operation and no collusion, if you like to put it that way,
with other companies and we try our best to get some useful compound that
will be an advance on what is already available. If one of our competitors
happens to be working in the same field and brings out simultaneously a similar
compound then, as you rightly point out, it is duplication. But experience has
shown that freedom to choose your own projects and to pursue them is
probably the most secure way of getting greater advances. I think the history of
the industry has shown over the last twenty years that there has been real
progress even though there may have been some duplication.

Mr. ScorT: If I may make an interjection. I am just trying to ascertain the
situation. Is it fair then to 'say that there is virtually no co-ordination or
exchange of information?

Dr. STEWART: At the level of research directors and the planning of
research there is absolutely none.

Mr. HENDERSON: They watch each others patents.
Dr. STEWART: The patent literature goes direct.

Mr. Larose: The very point I want to make is the patent—is a very wealthy
source of information for research chemists and also the literature is full of in-
formation. Of course, all research chemists try to read as much of the liter-
ature as they can and, therefore, they know what the other people aré
doing. Now, one point about duplication; even if the purpose was simply t©
duplicate other people’s products, this in itself would be very useful because i
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research you never know what the end result is going to be. You start with an
hypothesis or your start with a name, but the product that comes out of your
research is an unknown. That product can be more potent; it can be more
useful; it can be less toxic, in fact the history of research has shown just that,
that as we progress we have been able to produce products that were more
useful, more potent, less toxic. :

Mr. ScorT: One more question and then I will relinquish my time. I do not
know who answered this but it relates to E (6) section 1. How do you arrive at

the figure of roughly $53 million as being the cost of research performed on our
behalf for which no charge is made?

Dr. WiGLE: It is the result of our statistical survey and perhaps Dr. Briant
Can answer that.

Dr. BrianT: Well I cannot say much more than that. It is the result of the
statistical survey, that 37 companies have submitted responses to the specific

Questionnaire and the summation of the amount comes to $53 million, approxi-
Mmately.

Mr. Scort: But is it not charged back in the price of the product anyway?
Dr. Briant: I really could not say. An individual company could answer.
Mr. ScoTT: That is all I have at the moment.

Mr. Mackasey: Did we get an answer to that last question?

Dr. BriaNT: The answer is, “I cannot say.”

The CuamrMAN: He said, he cannot say.

Mr. MACRASEY: It is a long way from Christmas and I cannot see putting
%53 million in the pot. That is all.

Mr. Lamraw: Mr. Chairman, Dr. Wigle referred to tax incentives to aid
h'ESearch in Canada, and I will just read these out for the benefit of the
Members of the Committee. There was an amendment to the Income Tax Act in

961 which provided for acceleration of the rate with which capital expendi-
Ures for research could be written off as expenses. There was a plan by

ational Research Council in 1962 providing financial assistance up to 50 per
_cent of the cost of some projects. In 1962 Canadian corporations undertaking to
1nc1‘"ez:\se industrial research in Canada were permitted to deduct 150 per cent of

eIr increased expenditures in scientific research. Now perhaps I should not
3ddress my question to you, Dr. Wigle; perhaps it should go directly to the
Manufacturers. I wonder if the manufacturers present here today have any
actu.al figures as to the benefit they receive by these tax incentives because the
X incentives in fact mean, at least to me, that the taxpayer is subsidizing the
r:;Ug industry to promote research and if patents presumably come out of that

Search the patents belong to the industry and not to the taxpayers who
Subsidizeq.

Mr. HENDERSON: There are a good many assumptions in that that do not
avm '5.0 add up. First, there is no indication that any of these tax incentives

€ given rise to any patents that have lead to the conclusion that you reach.

Mr. LAILAW: This is one answer I wanted to know.

See
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Mr. HENDERSON: You put it in the form of question rather than statement.
Well, if it was put that way, at least we can investigate it. I rather thought you
were indicating this to be a fact rather than an enquiry.

Mr. MACKASEY: Mr. Chairman, could I ask Mr. Laidlaw a question for
clarification. This intrigues me, Mr. Chairman. Are these tax incentives and
write-offs to stimulate research limited to the pharmaceutical industry, Mr.
Laidlaw?

Mr. LAarpL.AW: No.

Mr. MACKASEY: What would happen, if I could draw an analogy, if as a
result of this research somebody came out with a new refrigerator; would it be
his or the government’s? How would you expect it to differ from the drug
industry? Would you think that it would come in under research?

Mr. HENDERSON: As I understand it, and I think Mr. Laidlaw will confirm it,
it would belong to the manufacturer.

Mr. MACKASEY: You see the point that I keep coming back to, is that I have
no allusions as to why you people are in business. You are in business to make
money I presume. Whether you make exorbitant profits or not is what we are
here to find out. I think periodically we lose track of the fact that the drug
industry does not differ, in my opinion, from the bread manufacturer, or the
man making the refrigerator. You are here to make a profit on a product that
you are producing. That is why I asked. I thought perhaps from Mr. Laidlaw’s
remarks that this reserach was placed exclusively at the disposal of phar-
maceutical industry.

Mr. HENDERSON: To carry that one step further into the patent field, the
patent protection, however, in this field is discriminatory.

Mr. MACKASEY: That is a matter of opinion.

Mr. HENDERSON: Well, let us put it this way. I do not think it is a matter of
opinion that the scope of protection is far less in this field than in any other.
That is not a matter of opinion; that is a fact. That we can get into in detail.

Mr. MAcKASEY: That we will establish when we get to the section on
patents.

Mr. HENDERSON: Yes, this will be the burden of our submission when we
get to patents, but I do not think that there will be any dispute about the fact of
difference. Whether there is justification for it, is another matter. There is no
doubt as to the fact.

Mr. ISABELLE: I have one question. Maybe the question is silly but could
we have the definition of a drug manufacturer. If I understand correctly, some
manufacturers are doing research and others do not do any research. What is
the exact definition of a drug manufacturer?

: D?. WIGLE: Mr. Chairman, we have had many definitions of manufacturing,
including those that were put down by the Trade and Commerce people, those
fgr our own purposes and those for other people’s purposes but I would like to
give Professor Larose an opportunity to define a pharmaceutical manufacturer.

Mr. RoGER LAROSE (Vice President CIBA Company, Limited, Dorvals
Quebec): I could give you a definition but there could be many; mine would be



June 21, 1966 DRUGS COSTS AND PRICES 207

that a drug manufacturer is one who transforms a substance into a phar-
Maceutical product.

The CHAIRMAN: I should point out that is not the definition under the Food
and Drug Act.

Mr. LArosE: Well, I do not think the drug manufacturers are defined in th
Food and Drug Act, a drug is. '

Mr. HENDERSON: It is in the regulations.
Mr. LAROSE: Well, I will keep mine, Mr. Chairman.

~ Dr. WiGLE: So far as our Association is concerned, Mr. Chairman, I might
Just say for the record that a full member of this Association as a phar-
Maceutical manufacturer are those corporations or firms which manufacture and
d.lStribute or distribute under their own labels in Canada under proper condi-
tions for control of quality and standards pharmaceutical preparations dis-
Pensed or prescribed by physicians.

Mr. IsABELLE: There is no question of research at all.

Dr. WicLE: No, it does not mention it.

Mr. ScorT: Do you classify under research the testing of the drugs before
they are given out to the public?

Dr. WicLE: Oh yes. Do you mean the testing before they are put on the
Market?

Mr. Scorr: Is that classified under this research you are talking about now?

Dr. WicLE: Indeed, and it is fundamental in my opinion, to the safety of the
Canadian public.

~ Dr. STEWART: Mr. Chairman, I would just like to turn to Appendix H which
8lves you the stages which a drug goes through from the time it is first
Synthetized to the time it is sold to the Canadian public. I think properly all of
€se steps are in large measure part of research development.
Mr. HowsamM: Mr. Chairman, with respect to Mr. Scott’s comment I might
Mention that the question of testing was important, as witness the case of
thalidomide in Canada where inadequate testing was the key problem.

Mr. ScorT: Have you any self-criticism to offer in that field?
Mr. Howsam: No, sir, I do not.
Mr. Scorr: I did not think so.

Mr. HuMmEe: Mr. Chairman, there is a definition for Dr. Isabelle on page 33
that is adopted in the brief.

: Mr. Lamraw: On that question, Mr. Chairman, are there any actual
herapeutically active substances made in Canada, or are these all imported?

Dr. WicLe: Well, Mr. Chairman, my actual knowledge is limited but
:’ﬁhand I can think of one therapeutically active substance, tetracycline, one of
he broaq spectrum antibiotics, as I understand it, is treated right from the

Stage of fermentation in Canada by the company that provides a good portion
©°f the market.
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Mr. LampLaw: But by and large would most of the actual active ingredients
be imported into Canada?

The CHAIRMAN: Mr. Beauchemin, do you have something to contribute that
is pertinent?

Mr. BEAUCHEMIN: I understand that 20 per cent of therapeutically active
substances used in Canada are manufactured here. I understand also that the
Department of Industry has a great interest in seeing that there is an increase
in this production. We are certainly increasing it all we can, but we are not
essentially in Canada in the fine chemical field which the therapeutically active
substances are.

Mr. O’KEEFE: I have just one question, Mr. Chairman. The end result of all
drugs and all chemicals is the effect it has on the patient, whether the patient is
cured, killed or improved.

An hon. MEMBER: In which order?

Mr. O’KEEFE: That is the very point. How is that research paid for? I
presume that is supported by the doctor, by the attending physician. Is the
research carried out by the doctor or his report on each individual case given to
someone and, if so, whom? And how is it paid for? It is, I presume, part of the
research cost.

Dr. WiGLE: Mr. Chairman, if I understand the question correctly, you are
referring to that portion of research which is of a continuing nature after a
product is placed on the market?

Mr. O’KEErFE: Yes. When the doctor prescribes the prescription he also
observes its effect, I presume, on the patient. If the patient dies—may be it is not.
from the taking of drugs but possibly from its side effects—does that report go:
back to you people? Is that doctor paid for that, how, and how much?

Dr. WicLE: I think that these are part and parcel of the total pricing picture
that takes into mind distribution and professional information, and I think that
professional information is a two-way street, and part of the cost is getting this
information back. Most of the responsible manufacturers encourage their rep-
resentatives to be continually seeking return information from the practising
profession as to what the effect has been. In addition, the Food and Drug
Directorate are working on an adverse drug reaction program which the
Association has offered support to whenever we have the opportunity.

Mr. O’KEEFE: And you get that result from the attending physician.
Dr. WiGLE: Yes, that is right.
Mr. O’KEEFE: Always.

Dr. WicLE: Well, the adverse reaction, as I understand it, would be the
assessment of the attending physician. It would have to originate there unless I
misunderstand the question, Mr. Chairman.

Mr. O’KEErFE: But I am not quite clear on who pays for this. Who pays the
doctor who reports?

The CHAIRMAN: There would be no fee attached for such service.

Dr. WiGLE: That is right. Part and parcel of the service which a responsible
manufact:urer offers when he puts a product on the market is to get the
information out and be prepared to get the information back.
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Mr. O’KEErFE: The only way he can get it back is from the doctor who
Prescribed it.

Dr. WicLE: Of course, that is right, but he sends a man into the field to give
the doctor the opportunity to report that information back and, in fact, it has
been on several occasions proven that this has been the facility which the
responsible manufacturer has offered which has made a great difference in the
arresting and recall of a product from the market when it was a responsible
manufacturer.

Mr. O’KEErFE: Is this particular doctor paid a fee for that report?
Dr. WiGLE: No, not at the present time.
Mr. O'’KEEFE: Then who is?

Dr. WicLE: The manufacturer carries the responsibility and the cost of it
through his representatives that interview the doctor.

Mr. O’KEFFE: But if there is no fee, how can there be a cost?

Mr. LAROSE: Actually we would have to explain that we have in our
Company medical department physicians who are working full-time for us—for
Instance, I have three—and one of their jobs is to keep in constant contact with
the physician, and side effects are being reported directly to us by the physician
When they occur, or they are reported to us through our medical representa-
tives. In turn, we have to report to the Food and Drug Directorate the moment
We have sufficient information about the side effects reported by the physician,
S0 we will either enter into correspondence or in telephone conversation, or we
Will send a medical representative or one of our physicians will go and visit the
DhYSician and get all the facts from him and, in turn, all of that information is
8lven to the Food and Drug Directorate. In turn, they might take action
themselves in which we will have to participate, for instance, in sending a letter
of caution to the physician, to all the physicians of Canada. This is a cost which
We incur. We pay these physicians; we pay their time; we pay their expenses
and so forth. This is part of our operating costs, that is what we call the cost of

OIng business in the pharmaceutical field.

Mr. O’KEEFE: I thought I understood Dr. Wigle to say that those physicians
Were not paid. You say they are paid.

Mr. Larosg: The physician who is treating the patient, witnessing the side
effects and reporting it to us, is not paid, but the physicians on our staff are
full-time employees of our company and, therefore, are paid by us, and this is
Our way of doing business. This is the cost of doing business.

. Mr. O’KeerE: Do you have any idea of how many physicians in Canada are
Paid on the basis you mentioned.

Dr. WicLE: On page 87, there are 71.

Mr. Larose: I do not want to offend but we figure it is about 60.
Dr. WicLe: 38 companies and 71 doctors in 1964.

Mr. O’Keefe: In all Canada?

e Mr. Mackasey: Mr. O’Keefe wants this information, and so do I. What
ligation is there at the present moment, other than a moral one, on a
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practising physician to notify the drug companies or the Food and Drug
Directorate of some side effects or something abnormal that he sees as the result
of administering a prescription to a patient.

Mr. Larose: I would say it is a legal obligation on the part of the physician.
Mr. MACKASEY: Legal or moral?

Mr. LArose: I think it is legal. Mr. Allmark from the Food and Drug
Directorate could answer that, I am quite sure. I think it is a legal obligation.

Mr. M. G. ALLMARK (Food and Drug Directorate): For an old drug it is not
a legal obligation but for a new drug it is.

Mr. LAROSE: For a new drug it is.
Mr. ScotrT: Do doctors act as research people for you in this way?

Dr. WicLE: Mr. Chairman, if I might attempt to answer that I think that
the medical profession agreed to co-operate in the reporting of adverse drug
reactions as a moral responsibility; the legal application has come out with the
development of this new program, trying to get the reporting of it. My
impression is that so far the medical profession are co-operating very well with
this program. Does that answer your question?

Mr. ScorT: I am curious about what has just come up. I can recall some
allegations in the United States about doctors administering drugs to patients
which were almost in the category of experimentation without the patient’s
knowledge. Is there any of this going on in Canada?

Dr. STEWART: Mr. Chairman, if I might respectfully say, I do not think this
is part of our brief here at all. I am talking now as an individual, but this is an
ethical problem which is exercising the medical profession in most countries
now. We in the pharmaceutical industry can only make it plain in research that
we do not actually do the research on the patient. In other words, our medical
department that Mr. Larose was talking about or our clinical pharmacologists
are not the people who actually give drugs to patients. These people are skilled
in the fields of statistics and experimental design and they are also knowledge-
able and make it their business to get to know all the facets of this particular
compound, so that he can advise investigators whose full-time profession is
treating patients in different specialties. The ethics to which you refer really is
a problem for the medical profession and not for the pharmaceutical manufac-
turers. We go along with them. If they say no, they will not do it, we say fine.

Mr. MACKASEY: But you supply these to them.

Mr. STEWART: Only if they consent; they ask us as a rule. We put the
picture to them and if they find that it is beneficial to their practice, they agree
to do it. But it is not our decision as to whether the drug is given to humans or
not.

Mr. ScorT: Do you supply the drugs to the doctor free of charge?

Dr. STEWART: Well, I think again, it varies. The regulations allow us to sell
them. When we get permission from the Food and Drug Directorate, we do; but
I think the general policy is that we supply them free of charge for these in-
vestigations. Let me put it this way, Mr. Scott; you realize that we cannot get
permission to introduce a drug for commercial sale in the country without clin-
ical work or, in other words, experience in patients. The pre-clinical permis-

e
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sion to test drugs in patients, we have to submit the toxicology, animal experi-
mentation to the Food and Drug Directorate and we receive specific permission
back from them to test it in humans. I believe, Mr. Allmark will correct me
if I am wrong, with the pre-clinical permission we are allowed to sell; that
Specifically spells it out. But it is usually the practice of the pharmaceutical
manufacturers, at least most of them, not to sell until they receive what we
call the permission to release a new drug. When we receive permission to sell,
that is the time we start to earn money on the drug.

Mr. Scort: It was my understanding that before you can sell the drug
Commercially you have to experiment on people?

Dr. STEwWART: No. We can sell the drug if we get permission to test it on
humans.

Mr. ScorT: Do you do this by using the doctors to administer it to their
Patients and report back to you the effects.

Dr. StEwART: Correct.

Mr. ScorT: Are the patients told that this is the arrangement?
Dr. STEWART: I am sure they are.

Mr. ScorT: Do you know whether they are told?

A Dr. STEwWART: In all the trials I have been associated with they have been
old.

Mr. Larose: Mr. Chairman, if this is relevant I think you should invite a

gli{lical investigator to answer these questions because this is really not in our
eld.

Mr. ScorT: Well, I am only asking for whatever knowledge you have on
the subject. If you do not have it, just say so.

Mr. Larose: Yes. But I would suggest Dr. Jacques Genest, for instance, or
Tgm'ebody who does clinical investigation. They know, because they do it all day
ng.
Mr. O’KEEFE: A supplementary, Mr. Chairman. If a drug is not sold, Dr.
Stt-‘:war'c, but given to a doctor for experimenting, may he then use it despite
€ fact that it has not been tried on humans before, if you give it away, as I
assume some drug companies do.

Th Dr. StewarT: Mr. Chairman, I think we have to get this absolutely plain.

€ regulations are clear. We cannot give it to a doctor unless we receive
:Vrltten permission from the Food and Drug Directorate that it is allowed to be
teSted on humans. And I think responsible manufacturers would not even get
© that stage without that permission.

thi The CHAmRMAN: We are getting a little lost in the field of safety which I
Ink the Committee has already gone into.

fini Mr. IsaBeLLE: I have just another question and then I think I will be
Ished. What percentage of drug manufacturers in Canada are doing research?
€re a percentage available?

Dr. WigLe: Dr. Brian Stewart might answer,

It Dr. Stewart: Dr. Isabelle, we have a reprint here which I will send to you.
Came out in Chemistry in Canada in November. It listed all the companies in
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Canada doing research in Canada. There are nine listed here. I am talking
now about animal experimentation or, in some way, some form of pharmacol-
ogy, but all companies in Canada are doing clinical research now, at least all I
think associated with the pharmaceutical manufacturers association. And we
come back to that big list I showed you in Appendix H and section 7 which
gives the sequence of research. But I thought your question referred mainly to
‘animal facilities, pharmacology and so on. I say that the majority of companies
in the Pharmaceutical Manufacturers Association do actual clinical research in
Canada.

Mr. IsABELLE: But not all companies?

Dr. STEWART: No, no; those in the Pharmaceutical Manufacturers Associa-
tion.

The CHAIRMAN: Are there any other questions relevant to research, leaving
out the explanations of research as it applies to patents and vice versa?

Mr. MackaseY: Well, Mr. Chairman, I will accept that, provided you give
us a little leeway on patents if we go beyond it because the point I had in mind,
getting back to costs in research is this. I should not say one of the fallacies but
one of the impressions I have always had of the drug industry is that they hide
abnormal profits under the guise of research. Let us phrase it another way;
profits going out of the country under the guise of supporting research done
outside of Canada. This is why I am a little amazed at the figure on page E (6)
which, if it is accurate, I only hope that if there are 37 companies they have not
37 companies that do not send too much money out of the country. But if
$1,579,000 is all that goes out of the country, by way of research, then I have
got to remain silent at this point and find some other loophole.

Mr. BLAKELEY: Mr. Chairman, following on from Mr. Mackasey’s point
which relates to the fact that research and development costs pertain to 37
companies whereas the Schedule E (2) pertains to 41 companies and that it was,
I presume, from here that the sales figure was obtained to arrive at that 1.5 per
cent figure mentioned earlier, I would ask, Mr. Chairman, would the four
companies that are missing be companies that would likely have a large
expenditure for research going outside of the country?

Dr. WicLE: I am not sure that we are able to answer this because this is 2
survey that is done in confidence; even within the Association offices we do not
know the specific return from each one because it is done by an outside agency;
and those companies are not identified that are in each particular portion. But
perhaps Dr. Briant could elaborate on this.

Dr. BriaNT: Well, that seems to be the correct answer, Mr. Chairman. We
frankly do not know the companies that do not answer the questionnaires.

Y Mr. MACKASEY: You know the four that are left out and, without mention~
ing them, are they large companies?

Dr. BriaNT: We do not know the four.
Mr. MACKASEY: You know the forty-one that were included.
Mr. BLAKELEY: We do not know their names.

Dr. BRIANfr: It is not likely for this reason that so far as we know from year
to year there is some change in the list of the companies that respond, and W¢

——
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can tell from the figures whether there is any wide variation, say, in 1964 from
previous years, and there is not. The sample is usually a fair reflection of the
reality, in fact an actual reflection.

The CHAIRMAN: Gentlemen, I would suggest that perhaps we should pass
on to section number 2.

Mr. HUME: Mr. Chairman, with respect I am afraid I am still left in the air
with the point I made with Mr. Laidlaw. Mr. Laidlaw was kind enough to give
Us a list of things that he wants developed, and one of them was some sort of a
breakdown of research and development. I think I stated it accurately that the
only information we have is reflected on E (6). What I still do not know is, does
Mr. Laidlaw want us to go back and get some further information or is he going
to wait until some of the individual companies come before the committee and
get some information that way. All we have at the moment is on E (6) and if
We need any more we have to go back and get it, which means corresponding
With these companies and attempting to persuade them to answer the question-
naires and then correlating the information. If the Committee wants it, Mr.
Chairman—I am sure I speak for the Association—we will do the best we can,
but I still do not know whether we need.

Mr. LamrLaw: If I may be permitted to answer that question for the
CoInmittee, Mr. Chairman, I would say that following your explanation, sir, I
think it is probably unnecessary at this time to ask you to go into it in that
detail, at least until the same type of question can be addressed to each specific
Manufacturer.

Mr. HuMmE: Thank you.

The CHAIRMAN: I was going to say that specific invitations will be going out
to the drug manufacturers, many of whom sit in this room under other hats, if
We like to say it that way. We can include this if they give us a breakdown if
Possible of their research dividing it into basic research, clinical research,
Manufacturing research and these different areas. So I suggest that perhaps we
Move on to prescription dollar, section number 2.

. Dr. BrianT: Just before we leave, there is one little point that may be of
Interest. I Jooked through my records. I notice that there were 12 M.D.s in the
Industry in 1958, 71 in 1964. There were 61 Ph.D.’s in 1960, 106 in 1964. This
8lves some measure in terms of human beings employed, the nature of the
Increase in the industry’s research effort over the years.

The CHAIRMAN: Perhaps before we get into this there was one question that

I think unofficially you thought you might be able to come up with the answer.

at was the question of how many drugs were actually exported from Canada.

. @M not suggesting that you answer it right at the moment, but perhaps if this
formation is available the Committee might like to have it at a later date.

Dr. WiGLE: Yes.

The CHAIRMAN: Perhaps you might just communicate it in letter form to
Committee.

~ Mr. Mackasgy: Perhaps it could be done when we have the patent
dlsCussion.
24630—s5

the
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Mr. WHELAN: If I understood the doctor right before dinner, he said he was
going to look it up at lunchtime.

The CHAIRMAN: He took time to eat.
Dr. WicLE: We will take the question under advisement.

The CHAIRMAN: Fine. We will move on to section 2, the manufacturers
portion of the prescription dollar.

Dr. BrianT: Could I just stop a minute. I am always a little behind. I do
have a figure for export sales of $1,152,000 for 1964 for 41 companies.

The CHAIRMAN: Is that the total?
Dr. BRIANT: Yes. That is the total of export sales.

Mr. MACKASEY: Have you also got on that same page the total sales for
those companies regardless of where they sold their products?

Dr. BrianT: Yes, $107,000,000, so it is about the same percentage as for
research.

Mr. WHELAN: Have you got the figures on imports at the same time from
the United States?

Dr. BRIANT: Those are in the brief, page E(4).
The CHAIRMAN: Section number 2, gentlemen.

Mr. ScorT: I wanted to ask a few questions—I do not know to whom they
should be directed—on the schedules at page 2.2 and 2.3. The most significant
thing that strikes my eye, and perhaps you could give me some information on
it, is that it seems to cost almost as much to promote or market the products as
it does to manufacture them. I notice on the manufacturers portion it is 11}
cents to manufacture, 11 cents to market, 24 cents for the important field of
research, and 13 cents for labour. I wonder if somebody could give me some
information on what is involved in the 11 cents that goes into professional
service, marketing, and so on.

Dr. BrRIANT: Before we do, could we clarify the point on labour; the 14 cents
that has been referred to a number of times is just plant labour, that is
of manufacturing labour. But in many of the other items in the professional
service representation, distribution, warehousing, research and development, and
manufacturing administration there is also labour included and this is answered
on page 3.4. Taken from the statistical appendix labour is shown to be $29
million out of payments in Canada of $85 million, so the total labour cost in the
industry is something in excess of 30 per cent.

Mr. MACKASEY: Mr. Chairman, if I might ask at this point a supplementary
question, the top line, manufacturing, 113} cents; is that direct labour.

Dr. BrIANT: Direct labour?
Mr. MACRASEY: Direct labour other than your indirect.
Dr. BRIANT: Yes.

Mr. MACKASEY: What did manufacturing consist of? What is included in the
word manufacturing?
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i Dr. BrianT: Do you want a statistical answer, because it is down here?
Eight and a half cents for materials, 13 cents for labour, 1} cents for plant,
11} cents for manufacturing.

Mr. Scorr: I was waiting for an answer to my question about what is
Meant by marketing, medical and professional service representation, what is
Involved in that? Is that set out in detail somewhere, Mr. Chairman?

Dr. WicLE: Yes, it is, Mr. Chairman. There is quite extensive detail under

the marketing section and in Appendix B, Mr. Chairman, showing the role of
the detail men.

The CHAIRMAN: Is it the wish of the Committee to reconsider section 9
now? It seems to me we will have to break down our study somewhere and if
You wish to go into that that section dealing with marketing, selling, promotion,
and so on, perhaps we could do it now.

Mr. Mackasey: Now, Mr. Chairman, if you are deviating or if you are
Permitting us to go into another section, then I would like to reserve the right
0 go into the Hilliard report at the bottom of page K 10 and the beginning of

11, which I think has a very important bearing on this question.

Dr. WicLE: Well, Mr. Chairman, I think that this is a pretty extensive
Subject to open up as an interval, with respect. The Hilliard report is closely

Telated to the problem of patents and other areas that you had thought that you
Would hold over.

Mr. Mackasey: Well in all fairness to Mr. Scott and the prescription dollar,
at the bottom of K 10 one of the strongest recommendations of the Hilliard
Teport, which I thought was almost in direct opposition to the Hall commission
Teport, goes on to say—and I am just going to abbreviate it because I realize

am on somebody else’s time—that it recommended that no manufacturer shall
Market any drugs unless he has available a product brochure containing com-
Plete information on the indications, contra-indications, precautions, dosage and
Slde effects, as well as a resumé of pharmalogical and clinical studies carried out
on that drug, and that such brochure be furnished on request to any physician,

entist, veterinary, surgeon or pharmacist registered and entitled to practise the
Profession in the provinces of Canada. I just thought this had a relation to the
aTea that we tend to criticize and that is marketing, selling and advertising.

Dr. WigLe: Mr. Chairman, I think the comments, as I understand them, are

c°¥‘r'ect. I would just like to have it recognized that when we get to this item I

Ink that the Committee will be aware that we are in full support of the
€Commendations of the Hilliard Committee.

Mr. Mackasey: I imagine you are.
Mr. Scort: I will reserve my questions.

th Dr. Brrant: Mr. Chairman, I do not know if Mr. Scott has appendix D, but
€ role of the detail men is set out therein.

th The ChatrMAN: As the breakdown of the manufacturers dollar really sums
tre Whole brief up, I think we will come back to it at a later stage with no
Ouble at a1, Perhaps we will move on to some of the other sections.

allo Mr. BrakeLey: Mr. Briant, would you be able to tell us the percentage

Cation of sales; that is, the wholesalers, retailers, hospitals? There was a
24630—51,
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similar allocation in 1950, and there are figures for 1960; I was wondering if you
have them for 1964? I am referring to the allocation of manufacturers sales
amongst these various categories.

Dr. BRIANT: Do you want to write this down?
Mr. BLARELEY: Do you have it?

Dr. BriaNT: If you write this down you can do the calculations: $23% million
direct to retailers; $23,500,000 direct to retailers by manufacturers; and $49.9
million to wholesalers, which is then passed on to retailers; hospitals $27
million; government, $3.2 million; export about $1.15 million.

Mr. BLARELEY: If I am lucky that will add up to a hundred.
Dr. BRIANT: And, rounded out, with about $2.8 million.

Mr. BLARELEY: Well, the reason I ask this was that I wanted to determine
what the relationship was between the sales directly to retailers and to
wholesalers and I think we can probably conclude that essentially all wholesal-
ers’ purchases from the manufacturers are made to the retail pharmacists. This
ratio has changed somewhat from the figures I have here, but the reason I
wanted to develop this, Mr. Chairman, is that in the calculation of the 37} cents,
we start off with the results of the survey conducted by Professor Fuller for the
Canadian Pharmaceutical Association and you work down to this figure by
deducting the full wholesalers’ margin, but since the retailer will purchase a
good portion of his materials directly from the manufacturers, then surely you
should not deduct the full margin from this. Do you follow me? I say this
because you are deducting the full wholesale margin on the basis that all sales
by the manufacturer made to the retailer via the wholesaler. But this is not the
case, so it seems to me that that portion of the wholesaler’s margin that has
been deducted in this calculation which really comes about through the sales by
the manufacturer directly to the retailer should not be deducted.

Dr. BrRIANT: Yes, but the point here—I think I am right; Mr. Beauchemin
might know better—is when the manufacturer sells directly to the retailer he
sells to the retailer at the price that the wholesaler would be paying.

Mr. BLAKELEY: Oh, this is not what was reported the other day though.

Mr. BEAUCHEMIN: Not necessarily. Actually if the manufacturer performs 2
wholesale function, and some manufacturers sell, by policy, directly to the
retailer, he performs a wholesale function.

Mr. BLARKELEY: He sells at list less forty percent.

Mr. BEaAucHEMIN: Yes, and he is entitled by the Department of National
Revenue to deduct 154 per cent for his performance of the wholesaler functio
The cost is practically the same whether its the distributor, the wholesaler 0F
himself. If he acts as a wholesaler himself for those products, well and good. It
«costs him something.

Mr. BLAKELEY: He is taking the wholesaler’s margin, then.

Dr. BRIANT: The point there, Mr. Blakeley, is that you might eliminate the
swholesaler but you do not eliminate the wholesaler’s function.

Mr. BLARELEY: Oh, that is all right.
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Dr. BrianT: The point that Mr. Beauchemin is making is that if the
Mmanufacturer performs that function he keeps the 8 per cent of the prescription
dollar to cover the costs associated with the wholesaling function.

Mr. BLARELEY: I still believe my point to be valid. Unfortunately, all the
figures I have calculated were based on the figures that are out of date but at
that point it was 50/50 actually. But I still believe that in the reduction here, in
the calculation of this, that you should not be taking off the full margin, only
that portion which is going to the wholesaler and not remaining with the
Mmanufacturer.

Dr. WicLE: What would be the distribution of that extent then.
Mr. BLARELEY: Well, it is borne by the manufacturer, then.
Dr. WicLE: Well, you have it in here.

Dr. Br1anT: Oh, no.

Mr. BLAKELEY: Do you mean to say, then, that the revenues and expenses
of the wholesaling operations of these companies are not reflected in these
figures?

Dr. BRIANT: Oh, I think they will be.

Mr. BLARELEY: Well then, the costs and profits are as well.

Dr. BrianT: Yes. But, as you can see, if you were working on the 50/50
perCentage that is quite different from the figures I gave.

8 Mr. BrLageLEY: Oh, well, I concede that you will get slightly different
gures,

Dr. BrianT: Much greater percentage.
Mr. BLARELEY: You would still get something more than 37} cents as well.

9 Dr. BrianT: Yes. Let us see. It would be two-sevenths of eight cents, about
cents,

" Dr. WicLE: Mr. Chairman, would that not be based on the presumption that
he Mmanufacturer could do the distribution cheaper than the wholesaler?

Dr. BrianT: No, I do not think so.
Dr. WicLE: It does not have to be.

th Mr. BLagRELEY: Another point, Mr. Chairman, this resulting figure—that is,
€ manufacturer’s portion of the retail dollar—tends to increase as the higher
ed drugs are dispensed and I think it is unfortunate that the calculations I
a:"f- are based on slightly outdated figures. It is too bad these were nqt
priallable. However, if you were to take the same survey and take the retail
w Ces and the average cost at the higher levels for higher priced drugs, you
ould find the manufacturer’s portion of the retail dollar tends to increase as
gher Priced drugs are dispensed. I only do this to point out that the 373, the
Or whatever it may be, is only an average.

It Dr. Brianr: Oh, yes, and we do not claim it to be anything more than that.

You want to work it out another way, take Mr. Turnbull’s figures, for
mple, of per capita sales in Canada, use the figure of 20 million, and take the
Ufacturer’s sales, and you will find that they come to about 37} ex sales tax,

Pric

€xa



218 DRUGS COSTS AND PRICES June 21, 1966

about 374 per cent of the total sales of drugs on prescription through retailers.
It works out almost the same.

Mr. BLARELEY: So we might note that the example you used this morning
had a resale price on it of $25 to which you apply the 37} per cent back.
Obviously that would not apply because I am sure if you check out the higher
priced figures you will find that the percentage is much higher than that.

Dr. BrianT: Well, I did some recalculation and I would like to make use of
this opportunity, as Mark Twain said “talking of fishing”, to talk of that
particular drug, Mr. Howsam was using an imported slide rule and he messed
up the calculations. Coming back to the manufacturer’s selling price of $4.66; if
that were brought in from Britain—I think these are reasonably correct—we add
174 per cent for duty—that is 82 cents—for a figure of $5.48; transportation
would have to be added, and 5 per cent of the cost in Britain is said to be a
reasonable estimate for the transportation—the manufacturer has worked it out
—it comes to $5.71. Then we have to remember that many of the non-manu-
facturing costs incurred by the Canadian manufacturer would have to be
incurred by the importer, the distribution costs, for example. So I have added
here as costs the equivalent to Canadian manufacturers—that is, the non-
manufacturing costs. Marketing and medical information, if we take this drug
as an average—all we can deal with are averages—it would be thirty per cent of
the Canadian manufacturer’s present selling price. This is the percentage we
have down; 30 per cent of $9.37 is $2.81. Distribution and warehousing, because
the importer would have to have distribution and warehousing functions
performed, is 4 per cent of $9.37—I am getting these percentages from page 23 in
the brief—37 cents; income tax and profits of 15 per cent of $9.37, and that is
$1.41. And administration because, presumably the importer would have to have
some administrative staff, I used 3 per cent—I think in the brief it is 4 per
cent—for 28 cents. You get $10.58 which I was going to say was 374 per cent of
the cost to the public. And if we blow that up to 100 per cent then we get a cost
to the public of $27.50, a comparison with the $25.00 that we had down.

Mr. MACKASEY: Where did you put the federal sales tax? -

Should it not be included right after the 174 per cent excise duty; if that 1s
where it is charged it makes a big difference. If it collected at the border, it 18
then collected as it comes into the country.

Dr. BrianT: I do not know what happens with importations.
Dr. WiGLE: It is collected at the time of importation.

Dr. BRIANT: Importation? And it is based on the imported price? You would
have to call this about 40 per cent then instead of 373, and that would give us 2
figure of $26.40, something like that.

Mr. BLAKELEY: And we just saved the Canadian public $1.10. This is
important to me.

Mr. MACKASEY: The $5.48, because of the federal sales tax, increases ne
cents.

Dr. BRIANT: Oh, yes, that is quite right. It might be that following Mr-
Blakeley’s point, that using 40 percent here is too low a percentage to use, but
the pharmacists report after the gross, so I think if we took anything more than
50 percent, we would really be stretching a point. I think 45 might be
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reasonable, and when you blow this up you will get the price to the public
around the price of the present Canadian drug. The point I am making here is
that these costs that we omitted in our very quick calculations with the slide
rule this morning are costs the importer would have to incur. It could be that if

lﬁle has a small number of items in his line that these percentages would be even
igher.

Mr. LamrLaw: I assume you conclusively proved that the drug industry in
Canada has nothing whatsoever to fear from the possibility of imports. You just
donwstated it, so why are you worried about it?

Dr. BrianT: Because there are other drugs, Mr. Laidlaw, as we showed, 42
on Dr. Howe’s list that have a price in the U.K. that does compare far more
favourably but, as you pointed out, these are old drugs, subject to the price
Tegulation in Britain and this particular drug is a price we set at the start. Is
the price in Britain comparable to the price in Canada. This the manufacturers
do not have much fear of at the moment.

Mr. Mackasey: You pointed out that the drug lands in Canada for $6.00,
federal sales tax included, so with our outmoded system of distribution it gets
to the gullible public at a cost of $26.00. This is a tremendous spread, and I
think it is an abnormal spread.

Dr. Br1aNT: There are assumptions here but it could be.

Mr. MAcCKASEY: There may be reasons but I do not think it is fair to the
Consumer that an article that is going to cost them $26.00 lands in Canada, or
€an be manufactured by you for $6.00. Yet your argument to Mr. Laidlaw is
that you can manufacture it just as cheaply as to bring it in. If you can
Manufacture it for $6.00, you would have a hard time to convince me that it
should be sold for $26.00. This is what the whole purpose of our meeting is.

Dr. WicLe: Mr. Chairman, may I ask Mr. Briant if this was a finished
Product that was being brought in? I thought this was a basic product for
Manufacturing.

Dr. BrianT: I am told that the pharmacists profit is 4.8 per cent on the
average before taxes.

Mr. ScorT: What makes up the difference?

3 Dr. BrianT: I cannot answer that but, perhaps, dispensing costs, prescrib-
Ing costs, and so on.

Mr. ScorT: You have given us your figures and you say they do not lie.

8 Dr. BrianT: I did not say that. Are you thinking along the line that liars
8ure and figures lie.

M Mr. Scorr: Well, I am not trying to put you in either category, but Mr.
ackasey has raised an important point, and I am wondering if there is any

8 SWer as to why the manufactured price of around $6.00 ends up to the
Ohsumer at $26.00? Where does the difference go and how is it allocated?

Ml‘- MAckASEY: $5.48 is proper and the 11 per cent charges at that
lcular point because it is charged as it comes in through customs; 174 plus
Plus transportation usually ends up around 30 per cent and I am basing this
€ years when I did a little importing in other fields. You end up with $6.00,

Part
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yet that becomes $26.00 to the Canadian tax payer, which brings me back to my
theory that you people represent 374 cents on the prescription dollar, yet all
other taxes, including my own, are directed at reducing the 37} cents as the
potential cost of the high cost of drugs. If I fall into this cliché which I do not
like to, and we are not putting enough emphasis or we have not indicated that
we are putting enough emphasis on the 624 cent area—that is, from the moment
it leaves the manufacturer’s door to the time it gets to Joe Public, the biggest
area, you people represent a little more than a third of the cost, other people
represent two-thirds of the cost. It seems to me that we should be directing our
efforts, Mr. Chairman, before this thing is over, in direct proportion to find out,
not only if we can reduce the 374 cents but what we can do to reduce the 623
cents. It is quite conceivable that the method of distribution in this particular
field is outmoded as compared to the distribution in the field of other consumer
products which are not vital to health—I am talking about refrigerators, and you
can name them all—where the method of distribution from the manufacturer to
the consumer has gone through radical change. I might say, Mr. Chairman, that
there was a day when a set of golf clubs—I will come down to something I am
familiar with—went from a manufacturer to a wholesaler or to a distributor
sometimes and then to a wholesaler, and finally into a store to a catalogue price
which represented an awful high figure as compared to the cost. Through the
years the thing has now been streamlined. You can pick up those same golf
clubs at about 33 per cent or 40 per cent less than you did five years ago. Why?
Because you are buying them much closer to the source of production, and it
seems to me that this is the answer in the drug industry. Somewhere along the
line, Mr. Chairman, we are overlooking in our anxiety to get to the drug
industry which we have to, or the pharmaceutical industry, we must make sure
to reserve enough time to attack the 62 per cent or that area that contributes
the 62 per cent. Here is a flagrant example, if Professor Briant’s figures are
accurate, a $6.00 item landing in the port of Montreal being sold to somebody in
Vancouver for $26.00.

The CHAIRMAN: All the manufacturers can comment on is the 37} cents in
their brief. The other 62} can be pointed out to us but they cannot explain it.

Mr. MACKASEY: That does not prevent Professor Briant from going beyond
the $6.00 to the $26.00. You cannot have your cake and eat it too. If the drug
industry wants to limit us, Mr. Chairman, to discussing how they arrive at the
$6.00, then let witnesses restrict their information to that area, and not
volunteer information that makes them look pretty sick as this does.

Dr. BrianT: Well, to be frank, Mr. Mackasey, I am almost sorry I went
beyond the $10.15.

Mr. MAchsEY: I would too if I were Professor Briant.

Dr. BrIaNT: I think the distribution problem is a problem throughout the
Canadian economy. I will not subscribe completely to your argument that we
distribute as quickly. It is inherent, of course, in a large country with a small
population. That might be particularly so with drugs where every small tow?
needs a drug store to supply their needs.

Mr. MACKASEY: Mr. Briant, I am not saying there is not a reason for it bu'ﬁ_I
am not too sure that you are the best qualified person to give it to us. I think it
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is the duty of the Committee to get the right people here to answer why $6.00
becomes $26.00.

Dr. BriaNT: Could I just make one point and then I will sit down. I should
have stopped at the $10.58 figure and compared it to the $9.37 figure that we
had for this drug to the manufacturer. But it is not inconceivable that in duty,
transportation, the federal sales tax, and the incurrence of the non-manu-
facturing costs that would have to be incurred on this quality drug—it is the
Same as buying in areas where it is available—that even then the equivalent cost
at the manufacturer’s sales price would be higher or certainly not much less.

Mr. MackAasey: What you are saying is that it is not necessarily true that
You can import at dramatically lower prices.

Dr. BRIANT: Only if you buy the very small volume items from Britain that
have highly regulated prices but very small markets in Canada. But I went on
to grant Mr. Blakeley his point that it could be 40 or 45 per cent on some

Necessarily expensive drugs. It could be but I doubt whether it would ever be

50 per cent on any drug. g

. Mr. Prup’HOMME: Again I come back to my question of this morning of
Importing from the U.K., but, if I had said importing from the United States
You would give the same answer you gave this morning.

Mr. HuMmEe: Well I think the answer is that Dr. Howe’s question related to
the United Kingdom and Canada.

Mr. Prup’HOMME: I wish we could get away from Dr. Howe’s questions.
Mr. HuMme: But I was just trying to explain.

Mr. PRUD’HOMME: I am sure we might find ourselves all agreeing at the end
of the day that U.K. or Canada, it is all right: but I am sure that Dr. Howe
Could easily have asked a question like I would ask about the U.S.A. Then I
think it would look much different. The picture would be much different.

Dr. BrianT: Do we not have a number of drugs whose prices are lower in
nada than they are in the States?

. Mr. DamLy: If I may talk to this for a moment, Appendix F reads that there
153 listing of 17 products in our survey, prices to the retailer are listed in terms
Of Canadian dollars for Canada as well as the U.S. Out of the 17 I calculate 8 of
the prices are actually higher in the U.S.A.

Dr. WicLE: Well, Mr. Chairman, in defence of Mr. Briant’s explanation of
the Price right down to the consumer level, I think that it is quite true that this
fnorning in the early questioning relevant to these prices he was asked to carry
%0 the consumer level. I would like to have that on record.

Mr. Mackasey: There is no point in doing it because he has pointed out, in
€xtension of my argument, that the problem lies in the 62 per cent area rather
an in the 37 per cent area.

Dr. Brrant: Yes, but I do not want in the process to be unfair as you
understand, Mr. Mackasey, to the pharmacists. I am not expected to speak on

Cir behalf, Their statistics show their position as an unprofitable operation in
Many cages,
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Mr. HowsaM: Mr. Chairman, to wind up this particular exercise that Dr.
Briant has been through, the product in question came from a list provided by
Dr. Howe and indicated a package size which would never normally be a
prescription. I would not like anyone to be left with the impression that a
Canadian would walk into a drug store and be charged $25.00 for that
prescription. It was for 250 tablets. It is a bulk package size subjected to
various discounts that Dr. Howe picked out in his list, and that is the reason
that it was used as an illustration, but it is certainly not the kind of prescription
that an individual might get on a normal day.

Mr. ScorT: The fact still remains that you can have a prescription filled at
the Sick Children’s Hospital in Toronto for 98 cents if your child is in there, and
the renewal is $3.95 at the corner drugstore.

Mr. MAckASEY: I think we will get into this as time goes on.

The CHAIRMAN: This brings up the point of different costs of drugs in
different organizations and in different areas which I think Mr. Blakeley was
getting at, hospital pharmacies and government pharmacies versus private drug
stores and so on.

Mr. BLARELEY: Mr. Chairman, one further question with respect to
section 2. -

The CHAIRMAN: If there are going to be a lot more questions on section 2
we could leave it.

Mr. BLARELEY: I thought you were leaving section 2.
The CHAIRMAN: We will come to that under marketing in another section.

Mr. BLAKELEY: On page 2.3, the income tax and earnings are each indicated
to represent 7.5 per cent of total sales and together they represent 15 per cent.
On page 35, about the middle of the page, it says that the earnings represent
10.8 per cent—that is before taxes, how do we reconcile these two figures, the 15
per cent and 10.87

Dr. BriaNT: I would be very happy to Mr. Blakeley. I anticipated that
question. On page 2.2 we are dealing with sales on prescription through
retailers. Our assessment is the end result. The figure on page 35 is derived
from the profit figure in Appendix E, the total operations of the company, so if
you look at page E (2) we are relating the $7.7 million net earnings to the $150
million total revenue. We are dealing with the total revenues of the companies
and not just the sales of packaged human pharmaceuticals.

Mr. MACKASEY: You are going to state some income.
Dr. BRIANT: The companies in the industry do. I do not.
Mr. MACKRASEY: I understand Professor they are doing pretty well.

Mr. BLAKELEY: Well, Mr. Chairman, do I understand that the 10.8 per cent i
based on total revenue of $150 million.

Dr. BrIANT: That is right.

Mr. BLAKELEY: Of which roughly $16.2 million is profit before taxes. Is this
the 10.8 per cent?

Dr. BRIANT: Yes, if you look at E (2) you get 8.586 - 7.735, which is 16.32:
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Mr. BLARKELEY: Well, that is what I said.
The figures on section 2 though, break down of the manufacturer’s dollar.
An hon. MEMBER: That is the prescription dollar.

Mr. BLAKRELEY: No, not 2.3. That is the manufacturer’s dollar, the sale of
human pharmaceuticals, prescription drugs.

Mr. HuME: 2.3 is simply the percentage calculation of 2.2.

Mr. BLARELEY: The figures from which these percentages were calculated
are not included in Appendix E.

Mr. HuMmE: 2.2.

Mr. BrianT: Take E (2) and the second column packaged human phar-
Maceuticals, revenue of $110 million and you will see there they have income
taxes and net earnings, $15 million. That is about 15 per cent.

Mr. BragRerLEy: Do I understand then that the percentages on 2.3 are
developed from the middle column, column 2.

Dr. BrRIANT: That is right.
Mr. BLARELEY: E (2), and that the 10.8 per cent is developed from column 1.

Dr. BrianT: That is right. You should look at the third column to see that

€ companies report a loss on all others, including bulk human phar-
Maceuticals.

The CHAIRMAN: Could I make one point there. At the top of 2.3 it should

Teally read the breakdown of manufacturers portion of prescription dollar. It is

€ same set of figures as on 2.2 except transposed into percentages because the
airman asked for it that way.

Dr. BrianT: The figures on 2.2 multiplied by 100 over 373.

Mr. Macgasey: This might get back to Mr. Scott’s question. The third
Clumn on E (2) then would show the loss of $545,000 bulk human phar-
InaCeuticals, is this the area that you would consider sales to hospitals?

Dr. BrianT: I think Mr. Beauchemin can give a definition.

Mr. BeaucHEMIN: Unfortunately, Mr. Chairman, I do not have the defini-
Wwe used in our questionnaire but if I recall well, I do not believe it
ncluded this. It included bulk pharmaceuticals in chemical form.

Mr. Mackasey: Who do you sell bulk pharmaceuticals to at a loss, other
ph‘ﬂ‘l"maceutical firms?

tion

Mr. BEaucHEMIN: The loss was a result of total operations.
Mr. BrianT: Some of them make money but others are losing on it.

Mr. BeaucHemin: This area of sales, of course, would be included in that
Other operations I presume.

Mr. Mackasey: Let me phrase it another way. The sales to hospitals; this is
e g tO_ come up whether you are selling at a loss to a hospital or whether you
€ selling abnormally high to other outlets. :

e Mr. Beaucaemin: Sales to hospitals are included in column 2, human
Armaceuticals.

and

8oin



224 DRUGS COSTS AND PRICES June 21, 1966

Mr. MACKASEY: Bulk human pharmaceuticals are also sold to Veterinarians.
Mr. BEAUCHEMIN: Others including bulk human pharmaceuticals; others
would be veterinarians.

Dr. BRIANT: We do have a definition and we could advise the committee of
this. I do not think I have the definition here of exactly what is included, but
certainly it does not include packaged human pharmaceuticals.

Mr. MACRASEY: Would you eventually dig out for me your definition of a
bulk human pharmaceutical?

Dr. BrIANT: I would be very pleased to. We could have it for Thursday, or
tonight.

Mr. GREGORY: Mr. Chairman, I would like to refer to Dr. Briant’s comment
on exports from Canada. It is my estimation that we will export this year about
5% million of finished and raw goods out of Canada.

Mr. MACKASEY: Who will do this?

Mr. GREGORY: My company.

Mr. MAckRASEY: What is the name of it?
Mr. GREGORY: Ayerst Laboratories.

The CHAIRMAN: Gentlemen, I think this would be a good place to adjourn
the meeting until eight o’clock.

EVENING SITTING

The CHAIRMAN: Gentlemen, I think it would be reasonable to start this
evening’s session.

When we concluded the hearings this afternoon I think we were just
finishing number 2 section, on the prescription dollar.

Mr. Howe (Hamilton South): Eventually, but let us not conclude it at the
moment. I have some questions.

The CHAIRMAN: Are they relative to this section, or could they be relative
to another section?

Mr. Howe (Hamilton South): They are very definitely relative to this
section, Mr. Chairman.

The CHAIRMAN: All right.

Mr. Howe (Hamilton South): I have two questions. The first one is: The
earnings, which, I presume, Mr. Chairman, are profits, are stated at 3 cents
which interestingly, is one-half a cent more than research, but aside from this,
does this 3 cents represent just dividend payments, or is this the total earnings

including those which are retained for further development of the drug
business?
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Dr. WicLE: Thank you, Mr. Chairman. I think that Professor Briant might
answer this question.

Dr. BrianT: The figures I have which come from Appendix E, show that
'_Chis 3 cents comprises, for the packaged human pharmaceuticals, $2,182,000
Interest charges and dividends, and $6,153,000 retained earnings. Therefore, for
every dollar paid out in interest charges and dividends $3.00 are retained within
the industry for re-investment in the industry.

Mr. Howe (Hamilton South): Was this really part of the profit?

Dr. BrianT: Oh, yes.

Mr. Howe (Hamilton South): No; but it is included within this 3 cents.
Dr. BRIANT: It is not broken down. We could break it down.

Mr. Howe (Hamilton South): No; but it is included within the 3 cents.

Dr. BrianT: It is included within the 3 cents, and three-quarters of a cent
are paid out as dividends and two and a quarter cents are retained.

Mr. Howe (Hamilton South): Reducing this to dollars, the research at two
and a half cents in most companies, or in a lot of companies, represents perhaps
$5 million to $10 million according to figures elsewhere in your brief, so this 3

cents would represent, of necessity, more than the two and a half cents on
Tesearch.

Dr. BriaNT: It does represent more but the figures I used—I have here the
sheet of paper from which these are calculated. The research and development
charges, was $7,119,529. You will find that on page E (2) of the brief under the
column headed “packaged human pharmaceuticals.”.

Mr. Howe (Hamilton South): I did a mental appendectomy and I did not
See that.

Dr. BrRIANT: Well, it is there. The retained earnings after taxes plus interest
Charges of the $8,026,000 are shown in line 13 of the second column on page E
(2), plus $309,000 of interest charges in line 10. Therefore, the profits of the 41
Companies—of the 58 member companies of this association—are $1,200,000 more
than the expenditures on research in 1964.

However, I will say again that, of the $8,300,000, $2,182,000 were paid out
s dividends and interest charges, and the remainder, $6,153,000, were retained
In the companies in Canada, to serve as an investment. In fact, I think we
Mustrate this point on pages 3.7 and 3.8 of the brief, where from 1960 to 1964
We show the planned additions at cost and the source of the financing of these
Planned additions. Twelve million, seven hundred and eighty-eight thousand
Were provided from depreciation charges; and $22,728,000 from equity invest-
fcn?nt, most of which was additions to retained earnings. I think it is fair to say

S.
Of the sources fo funds, $35,500,000, investment was $24,700,000. On page
3.8 we point out that the excess of the sources over the uses are represented by
$8,625,000 invested in inventory and $2,200,000 in accounts receivable to finance
@ increase in accounts and other assets associated with the rising sales, which
Was not provided for by trade credit and other forms of debt capital; so that it
IS fair to say that the earnings retained were re-invested in something other
an just cash in the bank.
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Mr. Howe (Hamilton South): But also was shown in the earnings.

Dr. WicLeE: Mr. Chairman, I think it is also pertinent, if Professor Briant
would permit me, to point out that at the bottom of page 3.8, in the last
sentence of this submission, we point out that there are two interesting
relationships disclosed by these figures: For every dollar earned the companies
paid four dollars in taxes. Is this right Professor Briant?

Dr. BrRIANT: Absolutely correct.

Mr. MAckKASEY: When you said that for every dollar earned you paid two
out in taxes, I thought you were playing Santa Claus again. It finally dawned
upon me, but I would like you to explain that paragraph. It is very ambiguous.

Dr. BrianT: Well, when you say “playing”, Mr. Mackasey—

Mr. MAckKASEY: Dr. Wigle has just mentioned, for the benefit of the
Committee, that for every dollar earned you paid two dollars in taxes. It leaves
a false impression that you supplemented your dollar with another dollar given
to the government.

Dr. BRIANT: Yes. I can explain that. In fact, if anything, that is an
understatement. In Appendix E (2) the income taxes of the companies for 1964
are shown as $8,586,000.

Mr. MACKASEY: What page is that on?

Dr. BrianT: Page E (2) in the Appendix. Income taxes are there in the first
column, line 11, $8,586,000; and then there would be sales tax which was paid
and also payroll taxes and numerous other taxes; so that in the aggregate,
actually, I think it would be fair to say that they actually pay more than two
dollars in taxes for every dollar of earnings. We have used the conservative
figure.

Mr. MACKASEY: Dollar earnings after the taxes are paid?

Dr. BRIANT: Yes, after the taxes; they are dollar earnings after taxes. Until
the taxes are paid you really cannot call them earnings.

Mr. Howe (Hamilton South): One other question, and it is not bearing on
this at all. You state in your brief too that the companies you represent
advertise or represent only to the medical profession. This is stated in the brief,
and we will accept this. Therefore you are advertising ethical products to
professional men on a professional basis which costs 11 cents out of the 37%
cents.

Do you have any control over the type of advertising or representations
that are presented to the doctors within these 57 companies which you
represent?

Dr. BRIANT: Dr. Wigle will answer.

Dr. WIGLE: There is a code.

Mr. HOwE (Hamilton South): There is a code, is there?
Dr. WIiGLE: Yes.

Mr. Howe (Hamilton South): Mr. Chairman, I would like to demonstrate
some things which were sent to my office. I have a shoe cleaner; I have
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innumerable prescription pads and scratch pads; I have a measuring tape; I
have letter openers; I have matches of innumerable types; I even have repairing
for ladies’ stockings and thread; I have measuring tapes; I have tourniquets; I
have Kleenex; I have a practice golf ball, and I even have golf tees; without
mentioning calendars and a lot of other junk, which is sent to doctors to
advertise drugs to the intelligensia, shall we say—we will give the doctors the
benefit of the doubt, and call them the intelligensia.

Is this the type of advertising that is used by the drug firms to advertise
drugs to be sold and written on prescription by doctors.

Mr. HuMmE: Mr. Chairman, may I say, through you, sir, that Mr. Brydson in
the Ontario enquiry did the same thing. He dumped them all over the table and
When we examined them we found that a great many of them had nothing to do
With the members of this Association. These may, or may not, but it is a difficult
Question to answer unless we know about who he is talking. Perhaps he might
but that on the record.

' Mr. Howe (Hamilton South): I can name the drugs as we go. One is otrivin
Which is Ciba’s. Are they not represented by you?

Dr. WiGLE: Yes. CIBA.

Mr. Howe (Hamilton South): There is putisol which is McNeil. Is McNeil
Tepresented by you?

Dr. WiGLE: Yes.

. Mr. Howe (Hamilton South): I have Squibbs, for repairing ladies’ stock-
Ings. I have coricidin, which is Schering’s, which is a drug firm which you
Tepresent. I have Hoechst. I have tenuate, and I have forgotten who makes
€huate. I have benbritin, which is Ayerst. I have forgotten who gave me the
Practice golf ball. On the top of my golf tee is alertonic and I have forgotten
Who manufacturers alertonic.

Dr. WicLE: Merrell, I would think.

Mr. Howe (Hamilton South): I have teramycin, which is Pfizer’s, and I am
Sure Pfizer is represented by you. I have sedalton, which is Hoescht again. I
ave from Squibb, a rather attractive calendar for children who come to the
Office. T have a pen of two colours, which is for thiosulfil, and I have forgotten
Y Whom thiosulfil is made. I have a very attractive flashlight which does not
Work at the moment, but nevertheless it is here, and that is by Squibb. I have
Many others,

I have been insulted, or at least, I like to assume that my intelligence has
n insulted, when products are advertised showing a picture of a frying pan
- yl:h Sau§ages which make up the mouth and fried eggs which constitute the
5 S, which advertise Abbott supplementary vitamins as an indication that you

ould go on a diet.

Mr. Cook: 19342
i Mr. Hows (Hamilton South): No. I have had these in the 1960s, in my

out € I have had many others. I have even had cut out dolls which you open
~~and this is the truth. This is preludin which is a measuring tape.

bee
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To me this is an excessive amount of junk that is advertised to an
intelligent profession and must represent a fairly large portion of this 11 cents.
Surely this type of advertising could be cut down to logical sampling and to
logical sepcifications of drugs as given and sent to doctors so that they can make
up their minds what they should use.

I can cite an example of a detail man who came to my office—I will say a
few years ago because I have forgotten the year—and as he detailed the product
to me I said, “Is that not the same as so and so?” He said, “Yes, doctor, it is
exactly the same, except for the dietary factor.” I said, “What do you mean by
the dietary factor?” and he said, “If you do not buy my brand, I do not eat.”

The CHAIRMAN: It was a pretty frank statement.

Mr. Howe (Hamilton South): I think he summed up an awful lot in that
statement because a lot of this 11 cents is spent in the advertising of drugs,
which is the largest single item on this breakdown of costs. A lot of money is
spent advertising brand “X” against brand ‘“Y” which is exactly the same, but
with more gimmicks, more reminders to write prescriptions, and I do not think
this is the proper appeal that should be made to the medical profession to write
prescriptions for their patients who are ill. If doctors do not respond to this—and
I am sure they do not—I think this is wasted money and it is represented in the
cost of the prescription to the eventual consumer.

Dr. WicLE: Mr. Chairman, I would only like to point out a few things.

First of all, fortunately, the examples which Dr. Howe has justifiably given
to us do not contain any samples. I think that the pharmaceutical manufactur-
ing industry can be proud of the fact that they have evolved beyond that and
have agreed to a code and regulations whereby there is no sampling except
when a doctor asks for it.

The pharmaceutical manufacturing industry has only one person to whom
it can present its problem. It does not spend thousands of dollars on getting a
tiger into your tank, or out of your liver, or any other place. It can only
approach physicians. It approaches those physicians on the basis of its products.
and so far the methods of marketing to physicians have been productive.

I think that the pharmaceutical manufacturing industry of the world stands
ready, any day of the week, to agree with the medical profession that if there is
a better way, or if we should have a symposium every three weeks, or every
three months, in each city across the country, and each community will agree
that their physicians must leave in rotation for three days to be indoctrinated
and to learn about it from, say, university people, we will support it. If there 18
a better way, let us learn how to skin the cat. But the situation has improved.

Mr. Howe (Hamilton South): Mr. Chairman, that is not the point at all
The point is that, in addition to all this, we still get the literature which we aré
perfectly capable of reading and making a logical and intelligent decision 0P
with regard to what is the drug of choice for our patient. Gimmicks do not
improve this. We still get samples from any one of these companies, and this 0P
request. This is in addition to that.

Dr. WiGLE: The only other thing I can say, Mr. Chairman, is that it is the
general policy of all the members of our association that if any physician writes
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in and says that he does not wish to receive direct mail from that company, that
company will respect his wish.

Mr. Howe (Hamilton South): But I enjoy receiving direct mail from a
Company. I am not criticizing direct mail. These are gimmicks that are handed
to me by a representative of the company, who comes to see me, and who
discusses the drug and who should be able to point out to me the medical
advantages in my use of this drug. These gimmicks must be costly.

Dr. WiGLE: Mr. Chairman, perhaps Mr. Howsam has some remarks. He is in
the marketing field.

Mr. HowsaMm: I have only two comments, Dr. Howe. First of all, I
thoroughly agree with you on the usage of gimmicks. This has been discussed
many times at the PMAC marketing sessions.

As pointed out earlier by Dr. Wigle there is no compulsion in the voluntary
association. I personally believe statements such as yours may encourage most
of our members and other people in the industry to refrain from the gimmicks
Which obviously are not well received by people like yourself. On the other
hang, 1 think, in fairness that some doctors must like them or these companies
Would not continue to do this.

The other point I would like to make, though, in terms of trying to get the
Costs into perspective, is that on page 2.2 it is included in the total figure of the 4
Cents under advertising and promotion, which figure also includes the other
types of promotion we were talking about, including the journal advertisements
and other types of promotion engaged in by the pharmaceutical companies.

Mr. Howe (Hamilton South): Surely it must be included, too, in field sales
€Xpenses, 5} cents.

Mr. HowsaM: I believe that in the way those figures were broken up, Dr.

H°We, it includes the cost of salaries and travelling expenses and automobiles
and things of that order.

in Mr. Howe (Hamilton South): Is this because part of their time is taken up
this. ’

Mr. HowsaMm: I think these people are going to be paid, Dr. Howe, whether
they are disturbing or otherwise; but I do agree with you—and would like to
Tepeat that I do agree with you—on the usage of that particular kind of material.

. Mr. Howe (Hamilton South): It is not only the expense, but I think it is an
msult to the intelligence, and I hope that you presume that you are dealing with
an intelligent person when you are dealing with the average doctor. Surely this
IS an insult to his intelligence; and the forcing of a name on him time after time
after time, and putting prescription pads and calendars in front of him and
hege various gimmicks of which these are only a small sampling, is an insult
to his intelligence, as well.
Mr. Howsam: Doctor, at the risk of being offensive—and I agree with you— I
Acan only say that I think a good number of physicians do find that these are
attractive or that they are a change of pace from an other wise busy day, or
Whatever it may be.

The cost is not nearly as high as I think you estimate it.
24630—¢
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The CHAIRMAN: I was going to say that we had briefly touched on this
subject and decided that we would leave it until we got into marketing on
section 9.

Mr. Scott has some questions that he wanted to ask relative to that, and we
seem to have opened up this area. If the Committee want to go on and discuss
this particular area which is this portion and section 9, this would be fine.

Mr. ScortT: I was interested in finding out how the detail man works.

Mr. HuME: Excuse me, sir; I wondered whether, before we get on to that,
Dr. Howe could indicate over how long a period these things to which he has
referred were received? Are these what you have got in the last two or three
months, or have these been saved up for some years?

Mr. Howe (Hamilton South): No; they have not been saved up for some
years, Mr. Chairman. These have been received within the last two or three
months.

Mr. HuME: Within the last two or three months.

Mr. Howe (Hamilton South): Yes; and these are only a sampling of those
that I could muster together in my absence this afternoon to bring in for display
tonight.

An hon. MEMBER: You mean, you have more?

Mr. Howe (Hamilton South): There are many, many others that I have
thrown away.

Mr. MACKASEY: Mr. Chairman, before we get into detail men, which I think
is a very important topic, may I put a few questions to Mr. Howsam?

Mr. Howsam, I have forgotten your firm. Would you repeat the name of
your company ?

Mr. Howsam: Warner-Chilcott Laboratories.

Mr. MACKASEY: Are you one of the big companies, or one of the medium
companies?

Mr. Howsam: We rank among the medium.

Mr. MACKASEY: As marketing manager I would imagine that advertising
and promotion come directly under you?

Mr. HowsaM: Yes, it does.

Mr. Mackasey: Would you care to tell the Committee, in your own
particular company, which you may consider representative—perhaps it is, and;
perhaps' it is not—what percentage of your advertising and promotion dollar
would go to gimmicks? Could you tell us what comes under your advertising
and what percentage is promotion?

Mr. HowsaMm: My first comment, Mr. Mackasey—and I would like to ask the
Chair for an opinion on this—is that today we are representing the Phar~
maceutical Manufacturers Association and I do not have any data on our
particular companies’ operations. I would have to be drawing from memorys
which I think would be not proper at this time.
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The CHAIRMAN: No.
Mr. PATTERSON: Dr. Howe has made a deep impression upon me.

Mr. HowsaM: I can answer the question in a general way, Mr. Mackasey.
In terms of our particular budget and the company for which I now work,
there is no money allocated for this kind of a gimmick.
I have spoken on public platforms on the subject and I feel that this is not a
Necessary way to promote drugs, although obviously some companies feel that it
Oes pay. Therefore, this is a matter of personal opinion, and it is a free
Country.

Mr. MACKASEY: You say you have spoken on public platforms on this

Particular topic. Have you ever had any occasion to talk to an audience of
doctors?

Mr. Howsam: Not recently.

Mr. MAckASEY: In the past?

Mr. Howsam: Yes.

Mr. Mackasey: And what was the general theme of your—

Mr. HowsaM: You would not talk on the subject of gimmicks in front of
doctors?

Mr. Mackasey: Have you ever made a survey? I am sure you have made a

Survey, as a marketing man, on the response from doctors with regard to these
¥Pes of gimmicks. I cannot imagine—

b Mr. Howsam: My own personal opinion, Mr. Mackasey, which is all it can
we’ Was that this kind of gimmick was not suited to the kind of drugs that we
€re trying to promote.
Mr. MackASEY: What would you base this on?

Mr. Howsam: I think, on hunch, and partly on survey and the attitude of
People like Dr. Howe.

c Mr. Mackasey: I have to accept your answer, but it does not convince me. I
annot visualize—

Mr Howsam: Because, I think, in the long run, we will sell more without
€ 1t that way. D