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Please find attached our submission to the Review of Pharmacy Remuneration and Regulation 
Discussion Paper. 

Please note that we have confined our responses to the questions in the Discussion Paper that 
relate to logistics and distribution, our area of expertise and participation in the market. This 
incorporates questions 73 through to 88. 
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DHL’s Responses to the Review of Pharmacy Remuneration and 

Regulation Discussion Paper 

 
 

73. Is the current approach to CPA negotiations, as adopted in the 6CPA, an appropriate 

way to meet wholesalers’ needs? If so, why? If not, why not?  

In answering this question, and throughout the document, we take the term ‘wholesaler’ to imply 

both distributors and Wholesalers who distribute PBS medicines to pharmacies and hospitals 

across Australia. 

In this respect we do not think that the current approach meets the needs of distributors as it 

does not encompass all the players in involved in distribution of PBS medicines. 

We believe that CPA negotiations need to be re-set to encompass all companies that are 

distributing PBS medicines to pharmacies, i.e. including companies who go direct to pharmacy, 

in  what  is known as the Direct to Market (DTM) model. 

The objective of the CPA is to firstly ensure successful patient outcomes and access to 

medicines, and secondly that there is a viable and efficient supply chain approach that ensures 

that the supply chain enables these objectives to be achieved and that thirdly, the supply chain 

operates in the most efficient manner. 

We do not believe this is the case with the current model, and we believe that a change in 

approach is required because:  

1. The wholesale model which receives 100% of the CSO is no longer the most efficient and 

cost effective method of distributing medicines to pharmacy in Australia. It leads to 

duplication of stockholding, product handling & transportation activities.  

2. A disjointed flow of supply chain information between manufacturers and community 

pharmacy acting as a barrier to efficient supply chain activity 

3. Current funding arrangements are not financially sustainable over the medium and longer 

term 

In essence: 

• Allowing for a level playing field for direct distribution as part of the CPA arrangement is key 

to ensuring a long term competitive model in keeping with the guidelines of the CSO  

• Using efficient supply chain solutions benefits from this is passed back to the individual 

pharmacy and healthcare users where it is most needed.  
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74. Are there alternatives to the current CSO rules that would enable wholesalers to 

improve the efficiencies of their services without detracting from the consumer 

experience and access?   

DHL’s market observation is that there are a number of inefficiencies inherent in the current 

wholesale model resulting in significant costs and waste. 

As a result of these inefficiencies, the current CSO funding approach is subsidising an 

increasingly unsustainable model.  Alternative, more efficient distribution models, such as DHL’s 

Direct to Pharmacy (DTP) model, are currently driving innovation while competing on an uneven 

playing field. 

By providing a model for manufacturers to engage directly with pharmacies, DHL has 

demonstrated the viability and benefits of an alternative distribution model to pharmacies, 

consumers, and manufacturers. Providing first class supply chain, with greater data visibility, 

and ensuring the highest levels of compliance to ensure product efficacy and reduced waste. 

We believe that given the objectives of the CPA is to firstly ensure patient outcomes and access 

to medicines for all Australians regardless of where they live, that the CSO needs to be re-

calibrated to enable direct distribution funding as well.   

The reality of distribution in Australia’s geography is that delivery services to rural and remote 

locations require subsidisation in order for metropolitan-equivalent service levels and pricing to 

be available to consumers in those areas.   

However, current CSO funding arrangements subsidises both metropolitan and rural/remote 

delivery services for both high and low volume items as if they were the same.  

DHL contends that the CSO could be amended to improve efficiency without affecting access to 

medicines. Opportunities for change include: 

1. CSO funding support  confined to rural and remote areas and low volume medicines. In this 

approach, 100% of the CSO be directed to only support deliveries to: 

• rural & remote areas (This transition could happen over a reasonable period of time, 

and not necessarily within the confines of the current CPA) 

• low volume items to metropolitan areas.  

This change will have a materially positive impact on funds available to continue improving 

services to rural and remote community pharmacies whilst providing the government with a 

significant opportunity to divert the cost of the CSO to those areas where greater need for 

funding is required into the future. This would ensure the sustainability of the pharmaceutical 

supply chain. 

2. Direct to market models be eligible for CSO funding 

Funding to support the distribution of PBS medicines should be available to all distributors, 

regardless of whether they are deemed a ‘Wholesaler’ as per the current terms in the CPA. 

Despite providing world-class supply chain performance, the ongoing viability of the Direct to 

Pharmacy model is at risk. DHL is not competing on a fair and equitable basis because of its 
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inability to access a share of the CSO funding pool associated with the PBS medicines that it 

already delivers to pharmacy.  

 

 

  

 

 

 

3. Replacement of a fee per unit remuneration mechanism vs the current fixed annual fee 

In DHL’s view Distributors should receive a fee directly connected to the actual services 

provided in the form of a fee per unit delivered to pharmacy.   

 

 

 

 

 

   

 

 

Such a process: 

• incentivises pursuit of cost reductions and efficiency 

• dis-incentivises market-distorting behaviour by Distributors 

• avoids the volatility of month-to-month mismatch of actual volumes to CSO pool funding 

• facilitates the implementation of other more sophisticated improvements to the CSO such as 

different rates of remuneration for metropolitan vs R&R deliveries and high vs low volume 

medicines. 

 

75. Pfizer supply direct and do not provide their medicines for supply through the CSO. 

Should all PBS medicines be available through the CSO, or is it appropriate for a 

manufacturer to only supply direct to the pharmacy? 

Our view is that manufacturers should be able to choose which avenue they wish to use to 

supply their product to the market. As long as the product is available to the areas where it is 

required at no greater than the legislated pricing, and at the right quality, then the government 

should not involve itself in dictating that this product be made available to Wholesalers. 

Direct to the pharmacy supply drives efficiencies, and this will drive supply chain cost reductions 

which counter-balance increasing health care costs to the government. Using the traditional 

model of supply does not allow for efficiencies which can drive lower costs. 
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By contrast, DHL’s Direct to Pharmacy distribution has demonstrated to pharmacies the shared 

benefits of efficient order quantities, non-daily delivery services, and other activities previously 

assumed to diminish minimum service outcomes for consumers.  Instead, DHL and its Direct to 

Pharmacy manufacturing clients have been able to demonstrate that small changes can be 

made to ordering behaviour with minimal, if any, impact on actual service outcomes and product 

availability for end consumers. 

Pfizer has distributed nearly 100 million PBS units over the past three years to community 

pharmacies across Australia, including those classed as Rural and Remote.   These deliveries 

have achieved ~99.6% Delivered On Time performance, while maintaining CSO level standards 

of Next Business Day delivery for all ~5,400 pharmacies (with 2 business day service for 17 

geographically remote locations).  

In doing so, DHL achieves 99.95% stock and order accuracy and consistently receives positive 

feedback from key supply chain stakeholders as to the standard of service delivered.  Pfizer, 

DHL’s largest customer in this channel, has twice in the past three years won the AJP ‘Service 

Provided to Pharmacy’ Award. 

 

 

 

  

By providing a model for manufacturers to engage directly with pharmacies, DHL has 

demonstrated the viability and benefits of an alternative distribution model to pharmacies, 

consumers, manufacturers and government. 

 

76. Should s100 and RPBS items be included in normal wholesale arrangements and in 

the CSO? If so, why? If not, how do the current arrangements support consumer 

access to all PBS and RPBS items? 

The supply of s100 and RPBS items should be managed through the most efficient method to 

ensure consumer access. Due to illnesses these products treat, and the recent move to 

dispensing these products through community pharmacy, it is key that the availability of these 

products is not restricted because of the value of each product, inventory holding and trading 

terms with end customers.  

The reality is that in recent times due to the high cost nature of these products the pressure has 

been put on the community pharmacy to deal with the impact of these products being supplied. 

It has been evident that pressure from the wholesale channel (in some cases) has eroded the 

principle of patient access to these products purely based on a commercial outcome.  

The current model of supply is in most cases received at DHL’s warehouse on behalf of the 

manufacturer, despatched to the wholesale channel of which the product is then delivered to the 

pharmacy on demand.  
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Again due to the high cost nature of these products it is most unlikely that product is available 

on the day for a patient due to: 

1. The cost of the product 

2. Uncertainty of supply (patient script) 

3. Storage condition dependant ie: Ambient or Cold Chain 

With all the conditions above, the supply of these products require a simpler and more customer 

focused outcome.  

 

 

 

 

  

 

 

 

 

 

  

In addition to the option stated above is for all distributors to provide a consignment solution 

geared towards enabling Pharmacies to ensure supply to patients without the high value of 

stock ownership. In this scenario there would be high value products on consignment at the 

pharmacy. This will achieve the following outcomes: 

1. Stock availability  

2. Patient access on achieved on the same day 

 

77. Have recent changes to the CSO, such as the extension of the guaranteed supply 

period and introduction of minimum order quantities, had an impact on consumer 

access or choice? If so, what evidence is available to demonstrate this?  

Changes to increase supply chain efficiency is always welcomed. However we believe any 

changes to supply chain ordering need to be considered in line with the type of product ordered 

based on the ordering pattern of the pharmacy. Not all products are sold at the same velocity 

and therefore having one size fits all model for all products would penalise some pharmacies if 

required to order as an example minimum order equates to10 units and the pharmacy only ever 

sell one unit per annum.  

DHL is unaware of the impact of such change but is of the belief that it is not being utilised as it 

will not support the needs of the pharmacy by imposing such changes. The requirements of 72 

hours for the top 1000 lines of product goes against the need for timely supply of product and 

the reality is that a typical order from a pharmacy will contain both high and low volume lines. 
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On this basis it is imposed on the pharmacy to split their orders into two to make the wholesaler 

more efficient.  

Splitting of orders is not an efficient practice as it will duplicate logistics costs. In terms of 

minimum order quantities, providing a minimum aggregate value is important for the efficient 

supply of product. As is the requirement for high volume lines ordering patterns which should 

reflect this in practice.  

The principle of minimum ordering does drive efficiencies in the supply chain by increasing the 

number of units shipped to a pharmacy. It is however important to recognise that not all product 

lines lend themselves to this practice however when it does it will drive more bundles / full cases 

of product being supplied and retains the efficient practices from both a warehouse outbound 

perspective and receipt of product at the pharmacy. 

 

78. Currently not all areas are covered by the 24-hours CSO obligations (such as 

Christmas Island, Derby (WA) and Mission River (QLD)). Are these exceptions 

leading to detrimental outcomes for patients? If so, why? If not, why not? If so, 

should they be included in the 24-hour rule? If so, how is this logistically possible? If 

not, are there other areas of Australia that could be excluded from the 24-hour rule 

without adverse patient impact?   

It is important that a system is designed to deal with the exceptions – but not designed around 

them. These locations are all logistically possible however due to the frequency of services in 

these remote areas any distributor will find it difficult to be able to meet the 24 hour CSO 

Obligation.  

The practicality of servicing these locations is determined by the transportation network 

available. In most cases these are done through a series of road and airfreight networks to 

achieve the delivery within the required lead time. By including these into a 24 hour rule the 

percentage of deliveries achieved within this timeframe would never be 100% and therefore 

delivering an unrealistic expectation on supply to the end patient.  

If this became a requirement most locations could be serviced but it would come at an 

extremely high cost to the distributor and therefore adding more cost and complexity to the end 

to end supply chain, and as mentioned above will not always be achievable 100% of the time.  

The more practical approach as is seen today is to ensure a clear delivery expectation from 

ordering date which then achieves the same outcome for the end patient. For example order 

Monday, scheduled flight leaves Tuesday for delivery Wednesday (48 hours). If the order is 

placed on the Tuesday then the next available flight becomes Thursday with delivery Friday (72 

hours). In this example knowing the network available ensures timely delivery and end patient 

experience. For those Pharmacies located in these remote areas, these practises are well 

known already, and limited complaints have been experienced regarding supply. 

For critical and urgent product, solutions and services are available and used and this ensures 

the fastest delivery to the pharmacy.  
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79. Should CSO wholesalers have such discretion, or should they as part of the CSO 

arrangements be required to provide minimum terms and conditions for PBS items?   

Terms are in place to ensure the effective trading relationship between the two parties, however 

they should not be used as leverage when dealing with pharmacies. In recent years new terms 

over and above existing terms have been used to assist the wholesalers in managing their cash 

flow with little regard on the impact of the pharmacy and patient access.   

Introducing a list of minimum terms and conditions in the CSO is not required. The situation 

currently is driven by high cost medicines and by removing this issue would return the market 

back to normal trading of terms and conditions.  

Charging of fees associated with terms and conditions is a separate matter. The ability to 

ensure a smooth and compliant relationship in some cases may require fees to be applied. This 

is normal business practice and becomes an agreement between the two parties negotiating an 

outcome.  

 

80. In the 6CPA there was a change in the CSO requirements relating to 72-hour delivery 

for the 1000 highest volume medicines. Was this a desirable change? What impacts 

has this had and is there evidence available to demonstrate this?  

Introducing more efficient supply chain practices is always welcomed. However in this instance 

our view is that this change may unfairly disadvantage some pharmacies, as these 1000 

product lines can change depending on the size, patient mix of individual pharmacies. 

As outlined in question 77 we do not believe that this has been an effective introduction of 

supply chain efficiency, therefore in our view an alternative mechanism would be to introduce a 

72 hour delivery window for 1st of the month orders instead.  

As most pharmacies today place their bulk order on the 1st working day of the month, due to 

their cash flow management requirements, the pressure on the whole network is geared 

towards this one day. Average daily volumes increase by ~300% on this one day and as a result 

distort the supply network. With the introduction of a 72 hour window for delivery, the smoothing 

of logistics network will be achieved with little to no impact to the pharmacy. However urgent 

and or critical products should be excluded from this to ensure no impact to patients. 

This suggested change then provides the efficiency where it is needed with less impact to the 

pharmacies and provides a robust supply network which in the end drives down costs. The 

pharmacy can then continue to trade as they would normally do and not be challenged on 

segregating products based on volume. 
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81. CSO wholesalers can require minimum ordering amounts for specific medicines. This 

is likely to reduce the cost to the wholesaler while increasing inventory costs and 

wastage for the pharmacy. Is this desirable or undesirable? Are there other parts of 

the wholesaling arrangements that create or encourage cost shifting that are 

undesirable for community pharmacy or consumers? 

We see that the principle is right which is driving efficient buying behaviour, this condition is 

restricted to the high volume lines and if managed correctly shouldn’t manifest in an order for 

one unit to supply one patient. We do however recognise that there are some products which 

will never have a minimum order quantity due to the nature of the product and the location of the 

pharmacy needs to be taken into account, either regional versus metro as an example. 

Efficient practices such as electronic ordering should be encouraged and the cost of managing 

the Point of Sale solution should not be worn by the pharmacy. Our view is that this should be 

encouraged and the more pharmacies who order through this method should not incur any fees 

for such adoption of electronic trading.  

The cost of cold chain distribution is a significant area of growth and solutions are required to 

ensure this area maintains efficient cost management and compliant practice is critical. 

Pharmacies already have the cost of purchasing such high cost items, with potentially limited 

space to store, therefore the demand of ordering these products will most likely remain just in 

time. This will put pressure on frequency of ordering and the supply of these products will 

potentially see expectations from wholesalers to increase or impose additional fees to the 

pharmacy.  

A robust, compliant supply chain is key to ensuring the support of the pharmacy channel is 

achieved, the patient receives product which is compliant to the label claim and limited to no 

impact to the pharmacy through additional fees and charges.  

 

82. Should there be requirements on wholesalers relating to minimum usage dates of 

stock? Would such requirements increase or decrease wastage in the system? 

Would this shift costs to community pharmacy and reduce the efficiency of the 

system?   

Manufacturer’s supply to the wholesale network a minimum of 9 – 12 months of expiry on 

products sold. This ensures both adequate supply to the wholesalers network and stock within 

the country to meet their obligations. From this point inventory held within the wholesale network 

ranges between 14 and 21 days of stock in order to supply the pharmacy channel. Management 

of this inventory is the requirement of the wholesaler and should not manifest itself at the 

pharmacy due to poor inventory control practices by the wholesaler.  

In regards to a minimum date of stock allowing for 3 months of dating allows sufficient time for 

delivery, pharmacy to sell and the patient to consume the product. This will ensure minimal 

wastage throughout the whole supply chain is achieved from the manufacturer through to the 

patient. 
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In the case of direct to market supply of PBS medicines the removal of the additional step 

between the manufacturer and the wholesaler improves the dating of product by removing the 

duplication in the network. In addition the CSO should mandate that all product supplied to 

pharmacy is tracked at the batch level , so that if a product recall is required, it can be done at a 

batch level, and not a product level, as is the current practise. This would ensure continued 

supply in the event of a recall at batch level, and reduce cost and waste. 

 

83. Does the current CSO arrangement lead to strategic variation in trading terms by 

wholesalers that is detrimental to some community pharmacies and patients. If so, 

how? How could the current system be modified to remove such undesirable 

strategic behaviours?   

We do not believe that it is likely that the differing strategic terms and conditions experienced by 

pharmacies could be removed as these are a result of market conditions. Terms and conditions 

as described in our response in Q79 will be subject to what is required to interact as two 

businesses.  

The purpose of the CSO arrangements is to ensure timely access to PBS medicines. Including 

terms and conditions will not contribute to a better outcome for patients, but it is acknowledged 

that current practice is affecting the community pharmacy and therefore patient access. As 

described in Q76 if the concern around supply of high value products is driving this concern, we 

need to deal with this in isolation as the remaining trading relationship of supply of product 

should be relatively ok.  

 

84. Is a percentage mark-up paid by the pharmacist an appropriate way to compensate 

wholesalers? Would an alternative compensation arrangement be preferred? If so, 

please provide details of preferred arrangements.  

There are more than 250 million PBS medicine units distributed throughout Australia every year 

and the Commonwealth funds the distribution of these medicines via: 

• A wholesale margin of 7.0%, which equates to a 7.52% mark up on the ex-manufacturer 

price of PBS medicines; and 

• A CSO Funding Pool established in the 4th CPA and which has grown to ~$190 million p.a. 

by 2015. 

With the Wholesale margin (net of CSO) being ~$750 million p.a., the total Commonwealth 

distribution budget including the CSO is ~ $940 million.   

While the DHL Direct to Pharmacy distribution model has removed a significant volume of 

product from the CSO funding pool, the pool size for the Wholesalers has remained unchanged 

– they are receiving the same government support in total dollar terms, for delivering up to 16% 

less volume to pharmacies. 

Wholesale margins continue to increase in both percentage and real dollar terms, despite falling 

prices. 
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As demonstrated in Figure 1 below, wholesale margins have increased by more than 12% over 

the past four years.  This is despite the Average Selling Price of PBS pharmaceuticals falling 

27% (Figure 2). The effect for Community Pharmacy has been a reduction in discounts 

historically provided by the Wholesalers to Community Pharmacy. 

 

Figure 1 Estimated Wholesaler margins 2012-2015 Source: published financial reports of publicly listed 

wholesalers 

 

Figure 2  Average price of PBS listed products. Source: market data 

While CSO indexation has been frozen in the 6th CPA, wholesalers now have the option to 

charge pharmacies for certain deliveries.  It is likely that Wholesalers will implement such 

charges given the growing need to offset the margin pressures brought on by their inability to 

recover inflation-related cost increases from the CSO funding pool in future years. 

In DHL’s view it is possible that the revenue generated by the Wholesalers in charging 

pharmacies for delivery has the potential to significantly exceed the inflationary impact of the 

removal of CSO indexation.   
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85. Could the Government provide either improved wholesale medicine delivery or 

equivalent wholesale medicine delivery at a lower cost to consumers and taxpayers 

by moving from a broad CSO system to an alternative system?   

Over a number of years, DHL has made submissions and representations to government 

regarding the efficient distribution of PBS medicines to Pharmacy. The proposals outlined 

previously are a product of a number of years’ work that DHL has invested in this space and are 

based on sound learnings and experience earned in supplying medicine to Pharmacy and 

Hospital on behalf of our manufacturer customers. 

The key proposals have been: 

1. CSO funding support confined to rural and remote areas and low volume medicines 

• Incentivise wholesalers and those who wish to maintain the full range of PBS medicines by 

paying a small yet justified fee to these CSO distributors 

• Increase the amount paid to CSO distributors for supplying low volume and Rural and 

Remote pharmacies 

2.  Direct to market models be eligible for CSO funding 

• Open the market to Direct distributors, who will bring new innovative and cost effective 

solutions for the benefit of the Commonwealth and the PBS  

• Enable  a free and fair competitive landscape to exist, where Commonwealth subsidisation 

will desist over time 

•  

 

 

3. Replacement of a fee per unit remuneration mechanism vs the current fixed annual fee 

• A fee per unit linked to a true cost-to-serve is the cost-effective, fair and efficient method of 

remunerating distributors for delivery services 

 

86. Should the onus for the delivery of medicines to community pharmacy around 

Australia in a timely fashion (e.g. 24-hours) be imposed on the manufactures as part 

of their listing requirements on the PBS?   

We do not consider that it would be appropriate that manufacturer’s would be responsible for 

the timely delivery of medicines as part of their listing requirements, unless the manufacturer 

elects to bypass the traditional wholesale model, and go direct to Pharmacy. In this and all other 

scenarios the CSO will mandate the service delivery criteria. Manufacturer’s role in this process 

is to bring product to the market through innovation, R&D and negotiating listing of products on 

the PBS.  
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87. Should the onus to negotiate the delivery of PBS medicines from manufacturers be 

placed on community pharmacies, either individually or as collectives? Would this 

be desirable or undesirable?  

In a free market the ability for a pharmacy to purchase and negotiate with a manufacturer 

directly, in particular in the direct to pharmacy model is available today. The decision for the 

pharmacy is whether they wish to do this or not.  

Some examples of this would be for the following reasons: 

1. Direct trading relationship with the manufacturer 

2. Flexibility to negotiate the most convenient delivery times 

3. Frequency of delivery to suit the pharmacy 

 

88. Would an improved approach to wholesale medicine delivery involve the Government 

tendering delivery on a nation-wide basis to one or two wholesalers (with appropriate 

redundancies)? Should it be done on a national, state or local basis? Should 

tendering be limited to only Pharmacy Accessibility Remoteness Index of Australia 

(PhARIA) 2, 3 and 4 locations, with open competition in PhARIA 1 areas?   

The principal of tendering PBS medicines needs to ensure waste in the network is removed and 

certainty of supply is achieved. As described in Q74, a focus on rural and remote areas is key 

with funds allocated to where it is needed. Applying this to PhARIA  3 and 4 locations is correct 

with locations 1 and 2 open to competition as it primarily is the lowest cost solution for supply 

chain distribution. 

In the case of states however in order to gain the most efficiency from a distributor including 

locations one through to 4 enables efficient use of distribution centres and logistic networks. 

Therefore tendering should be state based and inclusive of all locations within that state. 

 

ENDS 




