
Linfox Submission 
Review of Pharmacy Remuneration and Regulation 

Challenging the 

PBS Supply Chain 

Review of Pharmacy Remuneration and Regulation
Submission #109; 20-Sep-2016; Linfox



Linfox Submission 
Review of Pharmacy Remuneration and Regulation 

Summary 

Linfox is a logistics company with 60 years’ experience in supply chain management designing 
and operating the complex supply chains for the country’s most demanding customers and 
industries.  In the health sector, our experience includes more than 15 years supporting highly 
sophisticated pharmaceutical logistics, complimented by industry leading operations that support 
national distribution networks reaching the remotest locations in Australia. 

As logisticians, Linfox has reviewed the current Australian supply chain using the logistics 
principles of: 

 Network efficiency: where supply chains should provide visibility of true supply and

demand, remove duplication of facilities, assets, and other resources, and deliver at lowest

cost assessed against agreed customer, patient, and clinical requirements

 Network balance: Where an appropriate number of storage and distribution facilities are

used to support lowest cost (lean) and highest service (agile) delivery assessed against

agreed customer, patient, and clinical requirements.

Our review of the Australian pharmaceutical supply chain identifies that: 

 There is significant duplication in the Australian Pharmaceutical Supply Chain

 Adoption of contemporary logistics methodologies can deliver:

o Significant savings to the Federal Health budget over the forward estimates

o Visibility of true supply and demand

o Greater transparency of cost throughout  the supply chain

o A supply chain that balances lean and agile components to meet service

requirements

 Duplication of inventories and resources can be reduced, minimising medicines wastage,

while maintaining clinically-appropriate service levels

The National Medicines Policy supply chain – a legacy challenged by contemporary 
medicines policy  

Building effective supply chains involves continuous navigation of changing economic, social, 
political and financial terrain.  The foundations of Australia’s pharmaceutical supply chain have 
shifted dramatically over recent years due to global and local factors.  Australian government 
policies have responded to these shifts by alleviating cost pressures influencing the provision of 
pharmaceuticals to Australians.  However, the Government is supporting a pharmaceutical supply 
chain that is structurally unsustainable, being unnecessarily costly to operate given the services it 
delivers.   

The pharmaceutical supply chain distributes prescription and over-the-counter (OTC) medicines as 
a core part of Australia’s healthcare system, making them readily available to all Australians, 
regardless of their location.  Embedded within this highly regulated task is the need to supply 
products in an efficient, timely and quality controlled way, while delivering sustainable stakeholder 
returns.    

Over the past decade, significant subsidies have been provided by Australian governments to 
ensure supply and keep their commitment to the National Medicines Policy (NMP). The NMP 
commits to providing timely, Australia-wide access to affordable medicines that meet appropriate 
standards of quality, safety and efficacy; while maintaining a responsible and viable medicines 
industry.   

Government policies have resulted in direct funding of a comprehensive national medicines supply 
chain and mandatory price reduction mechanisms targeting pharmaceutical benefit scheme (PBS) 
medicines.   
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While this policy approach has relieved cost pressures on the PBS, it has had a negative impact 
on the viability of the pharmaceutical supply chain.   

Incremental changes & cost pressures have resulted in an inefficient supply chain 

The NMP now faces the dual pressure of an inefficient and structurally unsustainable supply chain 
that requires greater subsidy.   

Billions of dollars in innovative medicines patents have lapsed in the past five years.  This ‘patent 
cliff’ and medicines pricing policies have placed significant pressure on revenue and margins 
within wholesalers, pharmaceutical companies and pharmacies. 

New pharmaceutical supply chain models with a commercially sustainable framework have not 
been explored to adapt to the compressed margins.  Instead, incremental policy changes have 
focused on maintaining the viability of incumbent business models despite significant pricing 
pressures which call them into question.   

These pricing pressures will continue to increase.  Internationally, the industry is moving towards 
the new Good Distribution Practice (GDP) code which appears largely similar to Good Wholesaling 
Practice, but extends the requirements around handling, transportation and traceability.   
Specifically, the GDP will introduce the condition that manufacturer temperature guidelines be 
maintained during transport. 

These new GDP standards will add challenging logistics hurdles that demand significant 
investment in existing Australian infrastructure. Supply chain providers, already facing significant 
business viability pressures, will need to examine how these pressures will further impact their 
business models.  It is not clear whether the structure of the current PBS supply chain can 
continue to cost-effectively meet the growing needs of the NMP, an evolving government policy 
and increasing regulation.   

Pharmaceutical companies, wholesalers and pharmacies - already under substantial financial 
pressures - will once again have to confirm whether additional supply chain changes can be made 
in a commercially viable way that maintains nationwide service levels while delivering full 
transparency of the PBS supply chain to the government.   

The Review of Pharmacy Remuneration and Regulation brings opportunity 

As logisticians, Linfox has reviewed the current Australian supply chain using the logistics 
principles of: 

 Network efficiency: where supply chains should provide visibility of true supply and

demand, remove duplication of facilities, assets, and other resources, and deliver at lowest

cost assessed against agreed customer, patient, and clinical requirements

 Network balance: Where an appropriate number of storage and distribution facilities are

used to support lowest cost (lean) and highest service (agile) delivery assessed against

agreed customer, patient, and clinical requirements.

Applying these principles to the Australian pharmaceutical supply chain identifies an alternative 

supply model that offers service efficiency without the need to compromise service standards to 

consumers, patients and pharmacies.  Linfox has modelled the current pharmaceutical supply 

chain and then applied network efficiency and network balance principles to create an alternative 

and more efficient model. 

Figures 1 and 2 (below) demonstrate pictorially how the current distribution model compares to an 

efficient optimised model on a national level.  This comparison provides for an estimated saving of 
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$200M from the CSO Funding Pool that currently subsidises the storage and distribution cost of 

PBS medicines.  Preliminary modelling suggests additional savings are also possible and are likely 

to be similar in scale to those we have observed in other inefficient and unsustainable supply 

chains during the past decade such as forestry, dairy, bread, and international retail supply chains.   

 

Moreover, an optimisation of medicines distribution within the Melbourne metro area in Figures 3 & 

4 (below) demonstrates the impact of reducing duplication of vehicle delivery and use of 

warehouse and distribution centres.  This modelling further identifies additional benefits such as 

visibility of true supply and demand of PBS medicines, greater transparency, maintenance of 

clinically appropriate service levels, and decreasing costs to government. 

 

Conclusion 

 

The Linfox review of the Australian pharmaceutical supply chain identifies that there are significant 
inefficiencies in the Australian Pharmaceutical Supply Chain, providing government with 
opportunities to release funds for other important purposes.  Further, the adoption of contemporary 
logistics methodologies can deliver and reduce duplication of service while maintaining clinically-
appropriate service levels and enhancing delivery of the National Medicines Policy. 
 
Linfox would welcome the opportunity to discuss our supply chain modelling with The Review 
Panel at a convenient time. 
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Ken Griffin  

General Manager Marketing & Corporate Affairs 
Linfox Logistics 
 

 

  

  



Linfox Submission 
Review of Pharmacy Remuneration and Regulation 

Figure 1: Current Network: Inefficient distribution 
• Est. cost to government exceeds $680m annually 
• Industry claims wholesale margin is unsustainable 

suggesting costs likely to increase 
• More than 40 distribution centres and hubs, many 

in overlapping locations 
• Multiple transport networks using an estimated 440 

vehicles with overlapping deliveries in all major 
centres 

Figure 2: An efficient distribution model 
• Minimum cost saving of $200m annually 
• A single distribution centre in each of seven 

major centres plus smaller cross-docks in 
regions 

• Transport network with integrated deliveries in 
all major centres  

• Opportunities to effectively manage inventories 
to meet true demand at all locations 

  

Figure 3: Melbourne metro – current network 
• The Melbourne metropolitan network provides a 

graphic example of the network overlap 
• There are four major distribution centres in the 

Melbourne metropolitan area servicing the same 
product lines 

• These DCs service pharmacies in the same suburb 
and may service the same customers 

 

Figure 4: Melbourne metro – efficient network 
• The Melbourne example demonstrates the 

change in distribution dynamics 
• Pharmacy network served by a single DC 
• Centralised order management function 

improves ability to manage demand 
• Inventory management supplemented by in-

store services and predictive analytics 
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