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Prof. Stephen King 
Chair of the Review Panel 
Pharmacy Review (MDP 900) 
Canberra ACT 2601 
Via email: pharmacy.review@health.gov.au 

23 September 2016 

Dear Prof. King, 

MSD welcomes the opportunity to contribute to the Review of Pharmacy Remuneration and 
Regulation.  As one of Australia’s top pharmaceutical companies, MSD believes that the review 
presents a valuable opportunity to improve the health outcomes of Australians through 
innovative service delivery and process improvements in community pharmacy. 

It is probably best for us to focus our submission on the parts of community pharmacy that we 
know best and to that end we propose four recommendations for the Review Panel to consider: 

1. Government should give community pharmacy a bigger role in delivering health services
2. Wholesaler arrangements must be sustainable, competitive and consistent
3. Government should remove supply chain loopholes that allow the extraction of unearned value
4. Government must correct the systematic over-inflation in its reporting of PBS costs

Each of these is discussed in turn below. 

1. Government should give community pharmacy a bigger role in delivering health services

The recently completed report of the Hambleton Review1 clearly lays out the substantial
burden that chronic disease imposes on Australian patients. More than a third of the
population has a chronic condition and a fifth have two or more.

The report specifically notes that the sixth Community Pharmacy Agreement (6CPA) presents
an opportunity for an increased role for pharmacists in chronic disease management.

1 The Primary Healthcare Advisory Group http://www.health.gov.au/internet/main/publishing.nsf/Content/primaryHealthCareAdvisoryGroup-
1. Accessed 22/9/16. 
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Over the years, MSD has supported a small number of pharmacy pilot programs related to 
chronic disease.  Our observation is that these programs can work well in identifying patients 
at risk and in encouraging better co-ordination between pharmacists and GPs.  However, they 
are hard to sustain in the absence of long-term support.  The funds allocated to new services 
and trial programs are therefore a welcome addition to the 6CPA. 
 
A challenge in supporting these new services is the requirement that programs undergo cost-
effectiveness assessments like those conducted by the PBAC and MSAC.  While all tax-payer 
funds should be spent wisely, pharmacy programs may struggle to meet the evidence 
standards required of new medicines and devices, which are usually subject to years of 
clinical research costing tens of millions of dollars.  Any cost-effectiveness assessments of 
pharmacy services must be sufficiently flexible to encourage the small scale experimentation 
needed to discover which programs have the best chance of improving health outcomes.  
 
Community pharmacies are also uniquely placed to offer services in specific areas.  A good 
example of this is in contraceptive counselling.  
 
MSD recently supported research completed by the Australian Healthcare and Hospitals 
Association (AHHA) on reducing unplanned pregnancy2.  This research shows that 
contraceptive advice features frequently in routine pharmacy services like clinical 
interventions and home medicine reviews. However, pharmacists are often unsure on which 
local GPs are available to insert implants or IUDs, potentially hindering insertion after these 
contraceptives are dispensed. AHHA recommended that closer integration of pharmacists 
into contraceptive pathways of care could improve access to contraception.  
 
Another topical area where community pharmacy can deliver valuable service is in the 
support of biosimilars.  The Government sees the introduction of biosimilar medicines as an 
important means of improving the sustainability of the PBS3. However there is limited 
understanding and confidence amongst patients about these products.  The pharmacy sector 
is participating in Government Biosimilars Awareness Initiative and will play an important 
role in supporting the uptake and effective use of biosimilars in the future.  

 
 

                                                        
2 http://ahha.asn.au/sites/default/files/docs/page/final_report_ahha_-
_a_health_system_that_supports_contraceptive_choice_-_results_and_.pdf accessed 22/9/16. 
3 http://www.pbs.gov.au/general/biosimilar-files/biosimilar-awareness-implementation-framework.pdf accessed 
22/9/16. 

http://ahha.asn.au/sites/default/files/docs/page/final_report_ahha_-_a_health_system_that_supports_contraceptive_choice_-_results_and_.pdf
http://ahha.asn.au/sites/default/files/docs/page/final_report_ahha_-_a_health_system_that_supports_contraceptive_choice_-_results_and_.pdf
http://www.pbs.gov.au/general/biosimilar-files/biosimilar-awareness-implementation-framework.pdf
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2. Wholesaler arrangements must be sustainable, competitive and consistent 
 

While there is room for improvement, MSD does not support any fundamental changes to the 
current wholesaler arrangements.  In particular, we believe that centralizing the wholesale 
sector into a single monopoly provider or imposing the obligation for wholesale delivery on 
manufacturers would undermine the PBS supply chain. 
 
MSD believes that the margins provided for providing wholesale services should be 
consistent and sustainable.  Wholesale margins should be available for all products 
distributed to community pharmacy, both for S85 benefits (which currently receives a 7.52% 
margin) and for S100 benefits (which receives none).   
 
In addition, a fixed nominal wholesale mark-up could be considered for all medicines, rather 
than the current percentage, consistent with the nominal Administration Handling and 
Infrastructure (AHI) fee introduced under the 6CPA. This would address the same concern as 
the AHI – i.e. the inadequate return that a percentage mark-up delivers on low priced, 
genericized medicines. 
 
Placing the onus for delivery to pharmacy on manufacturers as part of their PBS listing 
requirements would be both unreasonable and counterproductive.  Manufacturers do not 
have the specialized skills required to manage the PBS supply chain. Moreover, the 
complexity of fulfilling this obligation might lead manufacturers to delist less viable products.   
 
Finally, the question posed on whether the Commonwealth and State governments should 
work together for a single tendering model medicines runs contrary to the National Medicines 
Policy and the PBS reform framework.   These policies recognize the importance of having a 
viable medicines industry in Australia, and affirm that the value of new medicines should be 
assessed objectively, rather than through a purchasing process that centralizes market power 
and risks undermining the incentive to innovate. 

 

3. Government should remove loopholes that allow the extraction of unearned profits   
 

The Discussion Paper makes specific reference to the additional $2,000 mark up that hospital 
(section 94) pharmacies are receiving for dispensing hepatitis drugs, made possible by the 
11% mark-up that these pharmacies can charge on Section 85 medicines.  This mark-up bears 
no relation to costs incurred or value delivered in dispensing these products and is an 
extreme example of the disparity in payments received for providing the same service  
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through a different part of supply chain. Another unintended outcome is that the 
Commonwealth Payments for these products is inflated which has a consequence for 
Companies rebating all or part of any expenditure over an annual cap to Government. 

 

High cost PBS medicines are usually listed under risk sharing agreements which require 
companies to rebate all or part of any expenditure over an annual cap to government.  If a 
hospital claims an 11% margin on a PBS product which has breached its cap, this margin is 
calculated on the ex-manufacturer price, not the rebated price.  In these circumstances, the 
company has to rebate this margin back to the government even though the company is only 
being paid a fraction or none of the list price of the product that the margin was earned on.  
This can result in companies losing substantial amounts of money for every product supplied 
to the PBS over the cap.   
 

 A similar PBS loophole can arise when high cost products pass through private compounders 
before reaching the patient.  Many high cost products are dosed by weight, and PBS pricing 
accounts for the fraction of drug that is lost from the last vial used to dose the average patient 
(i.e. the price per vial is a little bit lower to account for this unusable fraction). However, in 
preparing infusions for patients, compounders can capture this fraction and use it in fulfilling 
PBS scripts. Again, this gets very complicated when PBS medicines are subject to risk sharing 
agreements because the PBS may reimburse compounders for more vials than were actually 
supplied. In this instance, a company would have to rebate government for product that it 
was never paid for. 
 
Both the margin and compounding examples above show how loopholes in the PBS supply 
chain can deliver windfalls that are unrelated to the cost or value of service provided.  These 
can be damaging in the context of risk share agreements, because companies may have rebate 
money to Government that they were never paid in the first place.   Government also suffers 
the consequences of this because value that should be part of an agreement between 
Government and supplier is misallocated elsewhere.   
 
Government should remove the 11% S94 margin on S85 medicines and align compounding 
payments and associated rebates to the volume of product that manufacturers actually 
supply.   
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4. Government must correct the systematic over-inflation in its reporting of PBS costs 
 
A final point that we ask the Review Panel to consider is that reported PBS expenditure 
figures increasingly overestimate Government’s actual costs of supplying pharmaceutical 
benefits.  This is because the rebates that government collects from risk sharing agreements 
and special pricing arrangements are not included in PBS expenditure data, including the 
figures provided in the Review’s Discussion Paper.   
 
The revenue generated from these rebates amounted to $700m in 2014/15, nearly 8% of PBS 
expenditure for the year.  With the significant expenditure on new medicines with rebate 
arrangements such as hepatitis C drugs, this figure is expected to rise to over $1b within the 
next two years4. 
 
The problem with excluding revenue figures from total PBS costs is that it fuels the ongoing 
misconception that the PBS has been growing unsustainably. Even within the past two weeks, 
the Department of Finance released a brief that identified PBS costs being one of three major 
risks threatening budget repair (the others being defense and natural disasters).5  These 
misperceptions may inform policies that misallocate resources away from the PBS which is 
undoubtedly the most well-scrutinized and cost-effective part of the Australian health system.   

 
 
 
 
Thank you for the opportunity to contribute to the Pharmacy Review and we look forward to seeing how 
the Review develops over the months ahead.  
 
Yours sincerely  
 

 

 

Christian Sellars 
Director Market Access and Public Affairs 
Merck Sharp & Dohme (Australia) Pty Ltd 
 

 

 

                                                        
4 https://pharmadispatch.com/news/pbs-rebates-set-to-hit-1-billion accessed 22/9/16. 
5 https://pharmadispatch.com/news/pbs-a-risk-to-budget-repair accessed 22/9/16. 

https://pharmadispatch.com/news/pbs-rebates-set-to-hit-1-billion
https://pharmadispatch.com/news/pbs-a-risk-to-budget-repair
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