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1 BACKGROUND 

Introduction 
1.1 The costs of'drugs (including medicines) under the health services 
have risen significantly since 1972. These increases have notbeen confined 
to anyone sector of the health service but apply to all aspects of hospitals 
and the GMS' scheme. The rises are partly explained by greater eligibility 
and higher prescribing rates, but are also caused by inflation in prices, 
higher volume usage and the introduction of new and more expensive 
drugs. Table 1.1 below shows a comparison of the costs of drugs in 1973 
with the estimated costs for 1979. 

TABLE 1.1 

Other Drug 
Period Hospitals GMS Schemes Total 

Em Em ,Em Em 
1973/7~ 2,56 5.32 0.75 8.63 
1979 13.04 22.95 6.07 42.06 
% Increase 409 331 709, 387 

1.-2 The effects of price inflation·and the introduction of newer high pri.ced 
drugs to the market are demonstrated by the fact that ingredient cost per 
item (excluding pharmacists' fees and stock orders2

) rose from 69p. to 
£1.55 over the period3

• This was an increase of 124 per cent,.while,the 
consumer price index ro'se by 104 per-cent over. the same period. 

1.~ The graphical representation of ingredient cost versus total medicine 
cost in figure 1.1 again visibly demonstrates the rate of change and the 

, unfav.ourable trend. 

The SUPP,ly System 
1.4 A very high proportion (about 96 percent) of all drugs sold in this 
country are imported in fully finished condition. These are supplied by 
importing agent~ acting on an agency basi.s. Some of the agency compa-. 
nies 'are wholly-owned subsidiaries of bverseas organisations'. 

'General Medical Services. 
'Drugs provided through doctors in rural areas. 

,_31973/1978. ·GMS. 
'See Chapter 7. 
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1.5 The list of pharmaceutical importers and distributors is given in 
Appendix I and the nature of each company outlined. 

1.6 Importing agents for pharmaceutical goods also maintain stocks and 
distribute to wholesalers and to hospitals. Some agents are also major 
wholesalers with distribution depots around the country. The level of 
service given to their customers by the pharmaceutical distributors is 
unique in terms of speed of response to demand. In urban areas there is 
usually a twice daily (or even three times daily) order/delivery service, 
while in rural areas, deliveries are effected daily or, at a minimum, three to 
four times per week. In addition, the larger wholesalers will telephone 
customers at a pre-agreed time each day to ascertain requirements. Deliv
ery is made within hours. It is, in all respects, a premium service. 
S 
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1.7 The breakdownof market share by importers is 'given in Chapter 7 in 
the body of this rep·ort. However, the established pharmaceutical whole
salers hold most'of the high demand products within their agency ranges. 
This ,is' predictable since a reputable foreign manufacturer of drugs would 
seek an agent '!'fho, could store, handle, ,rotate and distribute his products 
nationally and to maxfmur;n advantage. ' 

1 ~8 Importing ,~ge~ts usually have, no responsibility for the advertising or 
pro,motion of their ag"Emcy lines:1hese activities are carried out through 
an independent sales team employed directly by the principal. All mailings 
to doctors, pha'rmacists ~nd other he~lth personnel usually ori'gi'nate aUhe, 
principal's head office and are posted from there. ' 

;.9 SubsidiarY ~or:npariies represent the parent company in the territory 
.. " ., I I I - .. : 

of the Republic of Ireland. While carrying out the same functions as 
wholesalers, many als6 ~e'li direc.t to pharmaci'sts, thereby competing with 
the general wholesaler? Advertising and promo~ion is carried out locally, 
but in lTl.:iny ~{lses mailings to doctors and p~armacists are 'still carried out 
by ~he parent company. ' 

, , ' 

1.16 Buying' groups are a relatively recent development in the pharma
ceutical scene. While initially about ten were established, only two re~~in. 
Pharmacists, pay an ~ntry fee to become members. Stocks are purchased 
by the groups at the same rates applying to ·wholesalers. Approximately 
half the.lN.holes~le dis'~ount is' passed on to the rhember as a discount on 

. t _ ", I _ , 

purchases, with any year-end surplus being distributed as a dividend on 
purchases made. 

1.11 Manufacturers of .dru'gs and medicines in Ireland are divisible into 
two 'classes. Firstly; there are' t~o~e c~mp~nie~ who manufaCture pririci
Rally or partly for the home market a~d, se'condly; there a~e those who 
ha've located' manufacturing faCilities' here because of government incen
tives, particularly because of export profit tax exemption and labour avail
ability. Many of the latter categc,>ry companies have conditions attached to 
their grant rel'atirig fo the sales of their products on the Irish market. ,. , 

. ~. . . . . - '." 

The User System, . 

1.1 i The healt~ services had been, substantially reorganised as a result 
of the Health Act, 1970, which followed on a number of earl(er reports and 
a Government White. Paper., Prior to this period the costs of the health 
s':lrvic~s w~re m~ti.n part by local rates which were supplemented, by 
government gran~s. Eligibility. for services was related to' broad 
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income/means bands. A state-sponsored'voluntary t)ealth insurance 
scheme was introduced by an Act of 1957 and was used mainly by those 
not covered for hospital services or covered for public ward services only. 
This scheme provided chiefly for hosp,ital costs and in-patiel.1t treatment. 

1.13' Over the nineteEm fifties and sixties the state assistance to"local " 
health costs was increasing and this led to the perceived need for a new 
supra-Io'cal administration system. The provisions of the Health Act, 1970, 
dealt, i~'ter alia, with the establishment of a new admiriistrati~n system. 
Th~ health board areas are shown in the map in Append,ix'U,andthe health 
boards acquired responsibility for the operation of the ~eafth services in 
April 1971. " 

1.1 <:l The White Paper also proposed far-reaching chan,ges in the General 
Medical Service. The dispensary system which existed differentiated invid
iously, it was felt, between public and private medicine and the user of the 
public medical system'had not a choice of doct~r or pharmacist'. TheWhite ' 
Pape'r proposed that "those whose medical care is p'aid for by the health 
authorities will be able to get the same kind of service as others can now 
get through private arrangements". Drugs were to be supplied through 
retail pharmacists or through the doctors themselves where a service was 
not available from a retail pharmacist. 

1.15 Public-ward maintenance services were made available to all in 
April 1979 with the proviso that those earning over £5,500 must pay 
professional fees. This fi~ure of £5,500 was increased to £7,000 from June 
1980. 

1.16 Following on the passing of the Health Act, negotiations were begun 
with organisations representing pharmaceutical and medical interests. 
The new Gerieral Medical SerVices was introduced to the Eastern Health' 
Board area in April 1972 and, in October 19,72, to the remainder of the 
country. 

1.17 The 1970 Health Act also provided for community drug, services with 
particular reference to long-term ailments and drug refunds. These 
schemes only developed some time after the agreement between the 
Department and the Pharmaceutical and Allied Industries Associatio'n (now 
titled The Federation of Irish Chemicallndustriesl had been signed. 

1.18 The long~term illness scheme came into' operation 'on October 1 ~ 
.1971, and covers the cost of drugs, medicines or medical and surgicai 
appliances for all persons, irrespective of income, who suffer from one of 
a schedule ofillnesses. 

,10 



1.19 Persons suffering from one of the scheduled conditions are regis
tered with health boards by completing and submitting an application 
form to the health board accompanied by a doctor's certificate ,of the 
condition and requirements for treatment. The board supplies the patient 
with a booklet containing details from the registration form, the patient's 
registered number and dockets for dispensing the drugs required to treat 
the patient. These dockets are submitted to the health board by pharma
cists for payment. Health boards are free to make their own arrangements 
for payment frequency to pharmacists but it is recommended that they do 
so on a monthly basis. The cost of this scheme to the Exchequer was 
approximately £2.4 million in 1979. 

1.20 The drugs refund scheme was introduced in 1972 to assist towards 
the cost of prescribed medical requisites for persons with limited eligibility. 
Recoupment of the refund is on the basis of requirements in respect of a 
calendar month. Under current regulations, refunds are allowed for all 
expenditure in excess of £8 per calendar month since March 1~ 1980. The 
cost of this scheme was £3,6 million in 1979. 

1.21 The Voluntary Health Insurance Board's out-patient benefit scheme 
is obligatory for all members in respect of p·rescribed drugs since April 
1979. The scheme is inten':led to provide cover for high cost out-patient 
medical expenses and excludes the first £60 per annum for a family and 
£40 per annum for an individual. A maximum figure is applied by the 
Board in respect of refunds for drugs. The scheme is operated on an 
annual basis because the Board maintains that a monthly claims scheme 
would prove too costly. The Board's records do not'distinguish between 
the cost of drugs and medicines and other out-patient costs. . 

- -
1.22 EEC directives require this country to make health services available 
for eligible persons (normally insured persons) ofthe other melT1ber states. 
Beneficiaries under EEC schemes fall into two categories: 

(i) Residents in Ireland who are dependants of eligible persons in 
another community country. 

(Ii) Temporary visitors who can establis~ their eligibility. These should 
normally have a form En1 which is issued to indicate,entitlement. 

1.23 Those in category (i) are given medical cards and obtain their drugs 
under the GMS. Those in category (ii) are given prescriptions on special 
forms and obtain prescribed medicines -from pharm~cists free of charge. 
Pharmacists claim from the health boards at retail prices. The cost of this 
scheme to the Exchequer is insignificant at present. 

11 



1.24 The demand for pharmaceuticals is' channelled through two types 
of outlet; (i) retail pharmacies and (ii) hospital pharmacies. Retail phar
macies number'over 1,100 in total: 

1.25 'Hospitals divide into three principal groupings,' viz. Health Board 
Hospitals, Voluntary Public Hospitals and Private· Hospitals. There are 
several sub-divisions in each of the first two categories which Classify 
hospitals by type (e.g: county or'regional) or by activity' (e.g. fever or
orthopaedic). The dispersion of hospitals by type and by Health Board area 
is shown in Appendix III. 

1.26 Hospital pharmacies are similar to retail units in their need for rapid 
service but,there are some differentiating features., The pharmacy in mbst 
hospitals is inadequate for theimportarit role 'it must carry out and the 
pharmacists' freedom 'is 'restricted in terms of product selection, stock': 
holding policies and discount negotiation. There is no 'development 'or, 
operational 'plan for the hospital pharmacist and he is'left to cope with his 
role on the basis of "established local practice". Thispoinns further 
developed later in this reportS, ~ , 

Roles of Other State and Semi-State Bodies 
1.27 The National Drugs Advisory Board is primarily concerned with the 
safety, Cluality and efficacy in use ~f pharmaceuticals. It is~equired t~ 
adVise the Minister for Health v;,hetheror riqt products which,have,been 
examined by them should be placed on, or remain on the m~rket. ,The 
Board is also involved, in :the inspection o~ manufacturing prerDises t~ 
ensure that ,production procedures, etc. are acceptable in'the context. ~f 
good manufacturing practice. In addition, the Board is ,responsible, for 
post-marketing surveillance of pharmace~ticals 'to ensur~ the continued 
maintenance of appropriate standards of safety and quality. 

1.28 In 1966 a voluntary arrangement was reaclieidwith the phi,irma
ceutical industry whereby no new product or reformulation of an existirig 

, product could be placed on the mar~et without the approval,of the Board. 
'This voluntary arrangement ceased in 1974, so far as prop,rietary:items 
were concerned, and since this date all new proprietary products must be' 
cleared by the Board before being introduced to the market. Those pro
prieta'ry preparations which were onthe market before 1974 are currently 
being reviewed and this review process is due for completion by 19!;!3, ' 
While manufacturers of non-proprietary products (generi,cstare n'ot rqui'red 
to submit their products'to the Board for approval, in practice most of them 
dosoas the General'Medical Servic~s (Payments) ~,oard requires approval 

'See Chapter 18, 
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by the NDAB before allowing a drug on its code list for payment purposes. 
ReguJatic)ns are currently being drafted which will require that all generics 
on,t(1e' mark,::t must undergo, ·or haveundergon.e, the. same examination 
process as.is applied to proprietaries. The NDAB lists twenty-five approved 
generics as at March, 1980. Some of these are in the high volume, end of 
the market. 

1 .. 29 On ·the general safety aspects Of generic products the Board has 
indicated that where a non-proprietary product .has been approved by the 
Board, it can be taken that it does not differ·from its branded equivalent in 
terms.of safety, quality and efficacy. 

1.30 Under, the prices Acts,. the Minister for Industry, Commerce and 
Tourism, acting on the advice of the National Prices Commission, has the 
statutory responsibility for general monitoring and control of prices includ
ing pharmaceuticals . .Because of the domination of the. Irish market by 
imported drugs (the latter take up about 96 per cent of the pharmaceutical 
mar.ket here) the .Commis~ion concentrate on cash margins earned by 
importers rather .. than the landed or transfer price recommended by the 
manufacturers.- The objective of the Commission is to enSure that the 
traditional margins of n per cent for importers and 15 per cent for whole
salers,are maintained and, to this end, a system ·of monitoring about 126 
hea~il.v-prescribed items has be,en in operation for some time. It is because 
the Commission have found that the .. margins of wholesalers have 
remained steady at the 15 per cent level that this monitoring system 
concentrates on the margins earned by importers. In the latter area, there 
is, in faCt; a greater va~iability in the margins and this, cifcourse~ is reflected 
in the final price paid by the patient or the Exchequer for medicines. These 
~sp~~~s are' dealt:wi.~h·la·ter in this' report~. . 

1.3.1 While the Minister, for Industry, Commerce and Tourism, acting on 
th~'advic~ ~f the National Prices Commission,has. a statut~rv respo~sibility 
on medicin~s' prices, the Department of Health, under the 1969 Ag~eement 
wi~h th~ supplier~ of pharmaceutical p.roducts, can discuss price I.evels 
with ,individual manufacturers where these are regarded as excessive. A 
n~mber -of me~ting~ have taken piace between the Department and som~ 
companies regarding the prices of certain products and these discussions 
ha~~ p'rodl!ced some,beneficial results . 

. 1.32 Pharmaceutical fi~ms.operating in ·this country and sponsored by 
the Industrial Development Authority have been attracted here by the 
financial package on offer, including the scheme of tax reliefs on export 
profits which makes it a financially attractive proposition for such com-

6See Chapter 13. 
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panies to export the entire production. In its consideration ofmanufactur
ing proposals involving sales on the Irish home market, the IDA has regard 
to the interests of existing Irish manufacturers in the same or analogous 

I product sectors. IDA policy in this connection is that home industry should 
not be damaged by outside manufacturers. 

1.33 With regard to the export of production from IDA sponsored plants, 
the Authority accepts that products sent outof the country, whether in bulk 
form, by way of intermediates, or in a finished state, may be reimported. 
It is essential, however, for the purpose of export profits tax relief, that 
exports should be physical transfers of production rather than simply 
"paper" or accountancy exercises with the production never leaving the 
country but still attracting price increases based on currency surcharges 
or freight costs. 

1.34 Finally. the IDA, concerned as it is with the development of employ
ment, would wish to see, where possible, manufacturers of bulk pharma
ceuticals engage in the further manufacturing opera'tions to produce goods 
in final packaged form here in Ireland. Such development would have a 
significant impact on employment in the pharmaceutical industry. 

1 ;35 While not involved in the drug area, the Blood Transfusion Board 
arid the Hospital Joint Services Board do provide services in the medical 
area to health agencies throughout the country. 

The Agreement with the Pharmaceutical and Allied ,Industries 

Association _ 
1.36 Prior to the current scheme there existed a prescribed lis,t of about 
500 pharmaceutical items covering both hospital and community sectors. 
Tenders were sought by the Department of Health- on a generic product 
basis "for the list and agreement' reached on price. Items for use in the 
community which were not 'on the list could only be ordered following on 
Departme'ntal approval. In the community sector pharmaceuticals were 
issued at dispensaries by doctors (and, in'some cases, dispensary phar-
maCists) to medical card holders. . . 

1.37 The new arrangements for the suppiy of dru~s and medicin'es were 
agreed in 1969 and came iritoforce in 1972. The terms of the agreement 
are given in full in Appendix IV to this report. The prinCipal, points of the 

agreement are as follows: 

14 

(0 It was'to be a two-year agreement. 

(ii) The orice structures were to be: 



-manufacturers and principal importers to wholesalers-normal 
wholesale price 

-wholesalers to retail pharmacists-normal trade price 

-retail pharmacists to medical card holders-normal trade price 

(iii) A new pricing bureau, i.e. the General Medical Services (Pay
ments) Board to provide a· monthly statement to each 
manufacturer/importer of the number of prescription items for his 
products dispensed by retail pharmacists in each health board area. 

(iv) In the case of the GMS, the manufacturer/importer to pay a 
monthly rebate of 3d. per prescr"iption item, such rebate not exceeding 
5 per cent of purchases from the company and averaging 4 per cent of 
ingredient cost per prescription item. 

(v) Volume discounts were to be given to hospitals on the following 
bases: 

-Order value up to £1 Oo-trade price 

-Order value £1 OO/£20o-trade price less 5 per cent 

-Order value £200/£30o-trade price less 10 per cent 

-Order vallie over £30o-trade price less 15 per cent. 

, :38 Although the opening paragraph ofthe Memorandum of Agreement 
with the Pharmaceutical and Allied Industries Association (Appendix IV) 
provided for a review of the Agreement after two years, no review took 
place. Nevertheless,the value of rebates and discounts earned and the 
likely outcome of any review were constantly assessed by the Department. 
However, by 1979, because ofthe trend in drug costs, a need was perceived 
for an overall examination which would recommend the most suitable 
options to be pursued in a major review of the Agreement. 

15 



2 TERMS OF REI7ERiE~CE 

2." The initiaTterms of reference for the review were as foliows: 

'''To e'xamine the existing arrangements for the pu'rcha'se of drugs and 
medicines for the health services with' particular referenc'e to the 

,rebates and discounts p~ovided for under. these, arrangements, and to 
make recommendations for such revisions or improvements,as may 
appear necessary or desirable." 

2.2 However, following .presentation of .the first interim report and dis
cussion of the views presented ther~in, it was felt that, in the rapidly 
developing field of health-care worldwide; the review should ;,ot simply 
be restricted to renegotiation of purchasing terms. The Depar:tment'held 
the view that so many changes, both in the use of medicines and options 

, for supply, .had occurred" that:a full analysis of all aspects of the'system . 
was·necessary,,,Whilethis analysis would, of necessity, major on the· 
rebates and discounts appropriate for current conditions, it was' agreed 
that the data on, drug, usage and patterns. of consumption should be 
examined. The;practices in. the United Kingdom and elsewhere,should 
also be delineated and any application to the Ir-ish'scene discussed" 
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3 STRENGTHS AND WEAKNESSES OF THE 
CURRENT SYSTEM 

3.1 The Health Act of 1970.was a very significant development in health-. 
care in Ireland from the viewpoint of introducing a formal wide-ranging 
integrated approach ·as a replacement for an earlier patchwork system. 
The book ~'Health Services of Irelal')d',' delineates the developments in the 
early part of the century and the gradual steps in co-ordination of services 
leading to the ,Government White Paper of 1966. This was a period when 
it was realised that "changes and new rnvolvements in health·adlTlinistra-
tion were called for ....... The need for ordered priorities in the health 
expenditure became more apparent". 

3.2 The .agreement reached after prolonged negotiation with the Phar
maceuticaland Allied Indust~ies Association was also in the nature of a co
ordinatingmechanism. A new framework had been applied to the organ
isation and. funding of the health services and, taking into account the. 
variety of drugs and the number of poterHial suppliers, it was essential to 
introduce an overall framework for procurement. . 

3.3 Any such framework had to take cognisance of the fact that the 
structure Of the services was to change and that, therefore, it was more 
important to assure stability of supply at market prices rather than to 
indulge in power-negotiation to cut margins. The principal objective within 
the choice of doctor scheme would probably be twofold: firstly, to agree 
a standard policy towards suppliers which would attract their support and, 
secondly, to devise an arrangement by which prices could be monitored 
and volume margins shared with the health service. 

3.4 The purchasing arrangements achieved ail the principal objectives. 
In the first instance, the terms of supply were agreed and applied to all 
suppliers in identical fashion.· The discount structure for hospitals provided 
for a sharing of volume margins. referred to earlier. All hosRitals are 
supplied at the same price irrespective of location, the only differential 
being for order volume discounts. In the case of the GMS the adjustment 
of rebate to 4 per cent of ingredient cost per prescription item provided a 
cut-off point. 
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3.5 The system was, therefore, appropriate to the needs of the health 
! services at that time and had the necessary safeguards in its design to 

ensure that the objectives of constant supply and margin sharing were 
achieved. 

,3.6 There are weaknesses in the design of the scheme which are now 
I apparent on hindsight. Whether these pornts could (or should) have been 

addressed at the time, bearing in mind the number of changes which were 
introduced overall, is a matter of opinion. Considering how protracted the 
discussions were, it is doubtful whether many further objectives could 
have been achieved. It must be remembered that this was a "green-fields" 
exercise for all parties. 

3.7 The current system has a weakness in the lack of control of product 
range. It does' not limit the range nor does it specify a formal procedure for 
introduction and price approval for new products or for product substitu
tion. Price control deals only with existing products or with price rises 
following initial product introduction. 

3.8 There is one review aspect open to the Department-it could have 
renegotiated the agreement after two years. The Federation of Irish Chem
ical Industries has the option of renegotiation if the percentage of the 
'population eligible rises significantly over 30 per cent. Both these appear 
reasonable; neither has been fully pursued. It is a matter of opinion as to 
whether countering 'proposals by either party would have nullified the 
benefits of renegotiation. . 
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4 PROBLEM DEFINITION 

4.1 Under the arrangements negotiated between the Department of 
Health and the Federation of Irish Chemical Industries, it was agreed that 
suppliers to hospitals would be invoiced at normal trade prices less a 
discount related to the value of the order. The Department is fully aware 
that maximum discount levels are difficult to achieve. No formal records 
are maintained by hosptial units of discount levels earned. However, 
discussions with hospital pharmacists were held in which they stated that 
they try at all times to maximise discounts. 

4.2 Discounts are, however, given by wholesalers' only when they are the 
accredited agents of the manufacturer.'Furthermore, discounts are applied 
only to the value of an order relating to an individual company's products. 

4.3 Under the GMS arrangements, manufacturers and importers were to 
pay a rebate of 3d. per prescription item. The total rebate is subject to 
adjustment so that I it will remain at approximately 4 per cent of the 
'ingredient cost. In fact, this adjustment was never effected and, as ingre
dient cost (see Figure i .1, page 8) rose rapidly, the real percentage discount 
fell since it was calculated only at 3d. per item. 

4.4 The situation with stock orders, that is bulk orders from doctors, was 
similar. This area yielded a miniscule rate of rebate because the rebate 
was applied to the number of items ordered without reference to the order 
quantities. The 1969 Agreement with the Federation makes no reference 
to stock order rebates. However, rebates on stock orders have been paid 
by manufacturers and importers on the same basis as on other ·GMS 
purchases .. 

4.5 The problem then is twofold. The technical weaknesses in the system 
(Chapter 3) need to be reviewed and the operational weaknesses (Chapter 
4) have to be alleviated. The elimination of operational weaknesses would 
yield to better management of the suppliers and of the user part of the 
system and would necessitate a form of continuous monitoring. The 
technical aspects, if these proved on examination to be serious, might 
necessitate the total redesign of the Agreement and subsequent renego
tiation of the supply arrangements in all its aspects. The recomme.ndations ' 
in this report will address both issues. . 
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5 METHODOLOGY 

.5." The Department of Health had some data On file from which an 
outline data base. had been prepared. However, more information was 
necessary in order to establish the purchasing policies and performances 
of hospital units .. It was, therefore, essential to gather data for analysis and 
to underpin with valid statistics any judgements or conclusions drawn. 
Detailed information was necessary on expenditure of drugs and medi
cines by hospital units, by type and by s,ize. In addition, information on the. 
most commonly used drugs, together with source and discount levels, 
was required. Furtherm~re; no structured analysis had been made of the 
users to examine their capabilityto use the agreement to the hospitals' 
advantage. Such a ·study was deemed to be crucial in validating any 
conclusion drawn about system performance. 

5.2 On the General Medical Services side· there _ were abundant data 
availabie. Ho~ever, on- examination, it was found that the information, 

. which was developed chiefly for the annual report, for rebate calculation 
and for suppliers' data, would have to be recast to answer some of the 
questions posed about the GMS system. In particular, the data on rebates
achieved did not distinguish between ·rebates earned on. items dispensed 

- by. pharmacists and the rebates earned on stock orders .. 

5.3 A Steering Group was fo·rmed to meet with the management con
sultants. Formal monthly meetings were he.ld throughout the course of 
the assignment. The first S~eering Group meeting was held on October 31, 
1979, at which the consultants outlined their findings at that stage and the 
proposed timetable for completion of the assignment. It was agreed that 
interim progress reports would be presented to all subsequent monthly 
meetings of the Steering Group. Thre~ interim reports were prepared for 
the Group. In addition, informal discussions were held on a continuous 
basis between the consultants and members of the Steering Group. 

5.4 A.s a first ·stage in hospital data collection, a questionnaire was 
designed for circulation to all hospitals requesting data on total drug 
expenditure for 1978 and the sources and types of drugs used. A copy of 
the questionnaire is included as Appendix V. 
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5.5., Simultaneously a series of meetings was arranged with a number of 
selected agencies and hospitals during November/December 1979 to 
explain the background to-the survey being carried out, to obtain infor
mation on the operation of the 1969 Agreement an~ to ascertain the extent 
to which stock control and ma~agement information systems are be:ng 
llperated by hospitals and agencies. Members of. the Steering Group and 
the management consultants attended these meetings. 

5.6 Concurrently consultants were assigned to the offices of the General 
Medi~al Services (Payments) Board. Data were collected and analys·ed in 
a -form which would be compatible with that o~ ~he hospitals' question~ 
naire. The analysis concerned the top drugs, major suppliers, re,bates 
achieved, value of generics, etc. Return visits were made to the Board 
during January and February to seek additional data. 

5.7 The stock control system in one hospital was examined in detail and 
the findings commented upon in Chapter 16. 

5.8 Meetings were held with the National Prices Commission on the role 
of this body in pharmaceutical price control. While they were unable to 
release specific data in relation to any companies or applications, they 
were able to confirm the general view on margins found by the consultants 
and discussed in Chapter 13. 

5.9 Contact was made, through the Steering Group, with the National 
Drugs Advisory Board and the Industrial Development Authority. The 
outcomes have been discussed in Chapter 1. Contact was also made with 
the Department of Health and Social Security in the United Kingdom. 

5.10 Information on price changes and legal-aspects of drug use was 
obtained through members of the Steering Group. In the case of drug 
usage the consultants were particularly interested to examine the legal 
position in relation to prescribing in generic form. Conclusions are dis- . 
cussed in Chapters 13 and 23 respectively. 

5.11 Discussions were held with parties engaged in pharmaceutical 
wholesaling in Ireland and the United Kingdom to ensure a balanced view 
of the industry. For personal reasons these parties expressed their views 
and presented data in confidence. 
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5.12 Following the development of a list of high volume drugs, data were 
obtained on prices of these drugs, both in Ireland and the United Kingdom. 

5.13 In December 1979, the London stockbrokers, Phillips & Drew, issued 
a private circulation paper on Pharmaceutical Wholesaling in the UniteCl 
Kingdom. Permission has been received from them to use this paper and 
it is included as Appendix VI. 

5.14 Following the accumulation of the data from all sources mentioned 
and a great degree of subsequent analysis, the options most suitable to 
the Department were selected from a wide range of choices and discussed 
with the Steering Group. One of these is recommended by the consultants 
and the benefit~ of its adoption and implementation clearly defined. 
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6 ANAL YSOS OF DRUG CONSUMPTION 

General 
6.1 The consumption value of pharmaceutical products iS'increasing due 
to a number of factors among which the following are predominant: 

. (i) The number of products on the market 

(ii) The prescribing rate 

(iii) Extent of health benefit systems 

(iv) Introduction of new and more expensive products 

(v) Advertising and promotion of products. 

6.2 Pharmaceutical products fall into two categories: 

(a) Proprietary products which are marketed under a trade name 

(b) Generic products which have no special name but are so!d under 
their official pharmacopoeial title. 

6.3 Proprietary items can be further divided into ethical products which 
require a prescription and over-the-counter products (GTC) which are sold 
without a prescription. Some GTC products' are provided under the GMS 
scheme for eligible patients in which case they must be provided on 
prescriptions for administrative reasons. 

The EEC Situation 
6.4 It is difficult to establish the precise number'of pharmaceutical prod
ucts available on the market, especially within the generic category. Table 
6.1 shows the approximate number of registered names and prescribing 
forms of proprietary products forthe nine EEC countries in 1974/75. 

6.5 There are laws governing the marketing of proprietary pharmaceut
icals in all EEC countries. In Denmark a Registration Board responsible to 
the National Board of Health decides if a product may be marketed, 
whereas in the Netherlands the "College for the judgement of branqed or 
packed pharmaceuticals" is legaliy r'esponsible for this decision. In the 
other countries of the Community, decisions on the licensing of drugs are 
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the responsibility of the Minister for Health, usually acting on the advice of 
an expert committee. 

Country 

Germany 
Belgium 
Denmark 
France 
Ireland 
Italy 
Luxembourg 
Netherlands 
United Kingdom 

TABLES.1 
No. of Registered Names and Presc:ribing Forms 197417& 

Registered Names 

1.695 
4.500 
5.000 
8.932 
5.742 
·3,475 

Pharmac:eutic:al Forms 

26.000 
7.300 
3,400 

11.000 
12.000 
16.150 
8.654 

29.741 
(includes 10,439 in generic 

category) 

Source: Studies in Ph~rmaceutical CC;lnsumption. Com!"ission of the European Communities. 

The table shows that Ireland had approximately 5,000 registered names 
and 12,000 pharmaceutical forms in the same period. This being the case 
the current figures must be higher. 

6.6 In Denmark, Belgium, Germany and France product licences are 
granted !or five years but can be renewed (and usually are) without a 
review. In the other community countries licences continue unless they 
are revoked. The law relating to the marketing of drugs in Ireland dates 
from 1974 but was preceded by an agreement with the Pharmaceutical 
indusJry similar to that in the United Kingdom, which dated from 1966. 
Products in Ireland are reviewed by the National Drugs Advisory Board. 

6.7 Article 39 of the EEC Directive 75/319 requires member states to 
review old products within fifteen years from the date of the directives and 
make them conform to Community requirements. The directive came into 
force from November 1976. It is hoped to have the review completed in 
Ireland by 1983. 

6.8 Prior to 1976 the main Community directives on pharmaceuticals 
required products to be authorised by a competent authority before being 
marketed, and laid down the requirements for the authorisation and labell
ir'g of products. They also. specified conditions for suspension and revo
cation of products. Directive 75/319 mentioned earlier and Directive 75/318 

have been in force since 1976. Directive 75/318 lays down uniform rules· 
for product tests and trials and the examination of applications for author
isations to market products. 
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6.9 The. cost of pharmaceutical consumption has been increasing in 
absolute terms in allEEC Countries. In the period 1966/75, pharmaceutical 
consumption as a proportion of nation~1 income has been rising slightly. 
in mo~t countries in th~ EEC but shows a slight fall in the United Kingdom. 

6.10 In the Pharmaceutical Consumption Studies for the Commission of 
the European Communities it was found that price increases of existing 
products are not the main cause of the increased expenditure on drug 
consumption. The principal cause is that the volume of consumption has 
increased al?dold products have been replaced by new and more expen
siveproduc.ts. The number of prescription items has also been increasing 
in some countries. 

The Irish Situation 
6.11 All the foregoing factors have contributed to the escalation of drug 
expenditure in Ireland. Increased prescribing rates by doctors have also 
been a contributing factor. Table 6.2 sets out an index ~f prescriptions 
dispensed by pharmacists under the GMS scheme for the years 1973 to 
1978 using 1973, as the base year. The table shows that the number of 
forms dispensed in 1978 increased by 46 per cent over 1973 and the' 
humber of items dispensed increased by 50 per cent in the same period. 
In 1973 the number of persons covered by the scheme was 1,010,090 
cor;npared with 1,219,178 in 1978 which is an increase of 20.7 per cent. At 
the same time the number of visits to doctors increased by.47.4 per cent. 

1973 
1974 
1975 
1976 
1977 
1978 

TABLE 6.2 

Index of Prescriptions Dispensed by Pharmacists 

Number of Forms Number of Items Items per Form 

100 100 1.99 
115 118 2.05 
124 130 2.08 
134 139 2.06 
138 143 2.05 
146 150 2.05 

6.12 During the visits to hospitals, pharmacists were asked to estimate 
the number of items stocked in the hospital pharmacies. The estimates 
given varied from 2,000 to 7,000/8,000 items. In the case of the GMS 
scheme there are approximately 4,000 items listed in the Pharmaceutical 
Code Book. This takes account of the various brands, strengths, pack sizes 
and dispensing forms. The total range of drugs and medicines available to 
hospitals is probably in the range of 5,000/6,000 items. 
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6.13 The top 30 drugs used in the GMS scheme account for approximately 
300 items when allowance is made for the various brands. strengths and 
dispensing forms. Altogether there were 85 brand names in the top 30 
drugs in 1978. Those 30 items accounted for 39 per cent of the total cost 

, of drugs and medicines in the GMS scheme in 1978. On this basis 7.5 per 
, cent of the items in the GMS Pharmaceutical Code Book accounted for 39 

per cent of the total cost of drugs and medicines. 

,6.14 Total expenditureoh the top 30 drugs used in the GMS scheme 
amounted to £7.586 million in 1978. of which 14 manufacturersaccoLi'nted 
for £6.258 million or 82.5 per cent of expenditure. Appendix VII shows the 
extent to which each of those 14 manufacturers accounted for the 82.5 per 
cent of expenditure. One, large wholesaler distributed 42 per cent of the 
top drugs supplied by the 14 manufacturers. 

6.15 Since a similar volume of information was not available on the 
major drugs used in hospitals the questionnaire referred to earlier (section 
5.4) was circulated to all hospitals in November 1979. The information 
requested in this questionnaire included details of the top 200 drugs used 
by hospitals. 

6."6 The major drug lists from hospitals obviously va'ry to some extent 
depending on the type of hospital. Nevertheless. an examination of the 
data showed that there is sufficient overlap of drugs used to enable a 
comprehensive major drug list to be drawn up. 
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7 ANALYSIS OF MAJOR SUPPLIERS 

7.1 As stated in Chapter 1 of the report about 96 per cent of drugs and 
medicines sold in Ireland are imported. Supplies are imported either 
through subsidiaries of the manufacturing companies or through import
ing agents. 

7:2 In the case of supplies under the GMS scheme, the top 20 manufac
turers and their distributors in this country are included in Appendix VIII. 
The figur~s show that the top 20 manufacturers accounted for 60 per cent 
of total drugs expenditure in the GMS scheme in 1978. Altogether there 
are approximately 180 manufacturers in the scheme. The extent to which 
the top manufacturers account for expenditure is significant and illustrates 
the importance of concentrating control over the prices charged by these 
top 20 manufacturers. Of the £11.864 million supplied by the top manu
facturers, the largest distributor accounted for 31 per cent of expenditure. 

7.3 An analysis ofthe hospital questionnaires, which provided details of 
purchases by supplier, shows that the top 20 suppliers of drugs to hospitals 
accounted for almost 80 per cent of 1978 expenditure. The analysis covers 
expenditure of £5.1 million which represents approximately 46 per cent of 
1978 total hospital expenditure on drugs. 

7.4 Details of the top 20 suppliers of drugs and medicines to hospitals 
are included as Appendix IX. The figures show that one distributor 
accounted for 30 per cent of total purchases of drugs and medicines by 
hospitals and that the top five suppliers accounted for over 50 per cent of 
purchases. 

7.5 The majority of manufacturers which sell their products through 
subsidiary companies are based in Dublin. Most of the wholesalers which 
act as importing agents are also based in Dublin but a number of them 
have depots located in strategic locations around the country. 

7.6 Depot location is an important factor in the level of service provided 
to hospitals and pharmacists. Most major hospitals are supplied daily and, 
in many instances, deliveries are made twice per day in urban areas. The 
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service is very good indeed and encourages customer dependency. In 
consequence, hospital pharmacies tend to place a high reliance on daily 
d~livery for supplies, resulting in a high frequency-low order value pattern 
of purchasing and a .resultant low level of discount under the supply 
agreement. This aspect is dealt with in more detail in Chapter 12 of the 
report. 
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8 ANALYSIS OIF MAJOR USERS 

8.1 Total annual expenditure on drugs in 1 979 wa~ approximately £42 
million compared with £9 million in 1973174. Of this total expenditure it is 
estimated that hospitals accounted for £13 million, the GMS scheme 
accounted for £23 million and other community drug schemes accounted 
for £6 million. 

8.2 The hospital service as a drug market is very varied. In Appendix III 
the dispersion of hospitals by county and by health board are shown and 
the'various types of hospital identified: The wide geographical dispersion 
is apparent and the problems of ensuring rapid and consistent service to 
the more remote hospital units is obvious. Under the 1969 Agreement all 
hospitals irrespective of 16cationreceive drugs at the same "cost. 

8.3 There is an enormous diverg.ence in the value of drugs consumed 
also. The range of annual value of drugs purchased varied from £1,000 for 
the smallest unit, a district hospital, to in excess of £1 million for the 
largest. 

8.4 District hospitals are staffed by general practitioners and the pattern 
of drug usage, in terms of drug popularity, corresponds to the prescribing 
patterns of the GMS as a whole. Children's hospitals, as might be expected, 
are lower in the use of injectables than other hospitals and some units, 
such as geriatric hospitals, use a limited and specialised range of drugs. 

8.5 Some hospitals have specialised treatment and surgical facilities 
which are highlighted in the cjrugs consumed, e.g. dialysis units, etc. 

8.6 "The breakdown of hospital types and the number of each type is as 

follows: 
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Type of Hospital 

Health Board Hospitals: 
Regional 
County 
District 
Fever 
Orthopaedic 

Voluntary Public Hospitals: 
General (Teaching) 
General (Non-Teaching) 
Maternity 
Paediatric 
Cancer 

, Eye 'and Ear 
Orthopaedic 
Cottage 

Private Hospitals: 

Sour'ce: Department of Health Statistical Information 

Numbarof 
Hospitals 

8 
24 
52 

8 
5 

16 
7 
5 
4 
3 
2 
5 
5 

16 

Number of 
Beds 

2,113 
3,304 
1,968 

575 
655 

4,181 
975 
934 
747 
307 
230 
706 
136 

1,485 

8.7 Despite the variations in type of hospital and the obvious difference 
in size, there was a high degree of commonality between th~ drugs being 
used in the 'different types of hospital. This would suggest that if it had 
been possible to carry out an analysis of all drug consumption, a very 
concentrated form of Pareto curve' would be derived. This is supported by 
data from the GMS and by the data obtained from the hospital question
naires. In essence, the information shows that a relatively small number 
of drugs comprises the bulk of the usage. 
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'Pareto analysis, named afer an Italian economist. can be used to correlate the number of 

drugs used with cost of consumption. In the case of hospitals"data the resulting graph for the 
total population would emerge, it is estimated, in the form above. 
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8.8 In considering distribution logistics and distribution costs it must be 
remembered that pharmaceutical wholesalers also distribute to chemists. 
As a result the economics of distribution are not solely related to hospital 
consumption and the development of a supply picture must be taken in 
association with retail pharmacies' dispersion and, ideally, with outlets for 
non-medical cosmetic and over-the-counter lines. 

8.9 The purchasing function in hospital pharmacies is very unsophisti
cated. The pharmacist is a link in a chain from manufacturer to patient. 
Patient care and doctor service, not minimisation of cost, is his primary 
aim. This point is developed in Chapters 16, 17 and 18. 

8.10 The pharmacy facilities in the hospitals visited varied considerably 
from hospital to hospital. Some hospitals had relatively modern lay-outs 
within the space restrictions which always existed, but most verged on the 
primitive. All, without exception, felt there was understaffing but this could 
not be examined in the course of the present study. 

8.11 One thing is certain. Pharmacies, in general, from an economic 
viewpoint, are poorly managed. There are no standard systems and no 
common procedures. Some pharmacies shelve their drugs by supplier, 
some shelve them alphabetically and several had personal systems. Pro
cedures were inadequate andunformalised in a lot of cases and there were 
instances of forms which were ten years out-of-date being used to control 
purchasing and payment for drugs. These forms involved multiple entries, 
by hand, on a variety of sheets and, in theory, the pharmacist was supposed 
to obtain administrative sanction before placing an order. 

8.12 Stock cards, it could be said, were virtually non-existent. In the case 
of one edge-indexed card system which was examined the ~xceptions to 
the "normal" recording process rendered questionable the validity df the 

system. 

8.13 It must be remembered that the amounts of money involved are not 
small. In the case of a large hospital purchases amount to over £200,000 
per annum. This is a level of expenditure rivalling that of many successful 
small companies. 

8.14 Hospital pharmacists perform an exacting role well, given the diffi
culties under which they operate. Greater emphasis must be placed on the 
management part of the function given the costs now involved. The 
potential dangers in having an unsophisticated user system interfacihg 
with a very sophisticated supply system are obvious. 

8.15 These points are further developed in Chapter 16. 

31 



9 DRUG' C'ONSUMPTION PATTERNS, 'HOSPITALS 

9.1 The information available on the consumption of drugs and medi
cines in hospitals at the cO'rrimencement of the study was limited because 
the accounts,prepared by hospitals tend to include the cost of drugs with 
bloo~ and gases, under: one account hea~ing. On occasions some hospital 
appliances are also included under this heading. 

9.2 Consequently, the questionnaire referred to earlier was circulated to 
all hospitals in November 1~79, requesting information on total drug 
expenditure for 1978, the average discou'nt earnedonpu:rcnases, the 
amount of purchases from each supplier, the number of orders p'laced 
with each supplier and an an~lysis of purchases of the top 200 drugs ,;!sed. 

9.3 An analysis of the top 200 items used was extracted from the data 
supplied. The ,analysis included drugs and medicines u~ed by 'the' Central 
Pharmacy. The top 200 drugs account for 61 per cent of purchases for the 
total sample, whereas they account for 69 per cent of purchases for the 
Central Pharmacy. The fact that 'the top 200 products account for 60 to 70 
per cent of purchases is a satisfactory outcome to the analysis since 
concentration on controlling the purchase of this range of drugs could 
yield significant savings overall. A sample from an index-to the manufac
turers of the hospitals' major drug list is included as Appendix X. 

9.4 A further questionnaire was designed and ,sent to all hospitals 
requesting information on. the current annual quantities, strengths and 
prescribing forms for each of the items listed on the top drug list for 
hospitals. A copy of this questionnaire is included as Appendix XI. Hos
pitals were also requested to include any other high usage drugs not 
included in the top list. This will enable the accuracy ofthe list extracted 
from the first questionnaires completed to be tested. The information 
provided on the second questionnaire will be needed to implem'ent the 
option recommended to the Department in any restrl!cturing of the current 
purchasing arrangements. ': ' 
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10 DRUG CONSUMPTION PATTERNS, GMS 

10.1 Total expenditure in drugs under the GMS scheme has increased 
significantly in the period'1973 to 1978. Appendix XII shows the total drug 
expenditure pattern for those six years. The expenditure includes ingre
dient cost, dispensing fee and VAT .. 

10.2 The figures show that the total cost of the GMS scheme has 
increased from approximately £7.8 millior~ in 1973 to £26.6 million in 1978. 
The 1978 cost of drugs dispen~ed by pharmacists increased by over three 
and a half times the 1973 level and the cost of stock orders increased by 
'over two and a half times in the' same period. It IS obvious from the table 
that the major scope for cost reduction exists in applying control to the 
ingredient cost element of expenditure. The increases in stock order costs 
is a major cause of concern sincelhe system does not provide any control 
over usage. This area is currently being examin~d by the Department. 

10.3. The factors which have accounted for the increases in the cost of 
drugs,have been outlined in Chapter 6'of the report. In addition,'there has 
been a tendency to extend the range'ot-items available to eligible persons 
under the GMS scheme. The extended range includes a number of items 
which do not normally require a prescription when sold to private patients. 

10.4 A detailed analysis was carried out on the top 60 drugs used in the 
GMS scheme in 1978. These have been ranked in order of expenditure and 
have been analysed by proprietary name as summarised in Appendix XIII. 
The top 30 drugs used in the GMS scheme have also been analysed by 
prescribing form and strength as· per the sample in Appendix XIV. The 
ingredient cost of the top 60 drugs amounted to £9.4 million which is 48 
per cent of the total ingredient cost of drugs for the GMS scheme. The 
cumulative percentage ingredient cost of the top 60 drugs is presented in 
graphical form in Figure 10.1. 
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The graph illustrates the significant percentage of total ingredient cost 
accounted for by the top 45 drugs. These amount to just over 45 per cent 
of expenditure after which the graph tends to level out. The top 30·drugs 
ranked in expenditure terms account for 39 per cent of total ingredient cost 
whereas the top 30 drugs ranked in prescribing frequency account for 36 
per cent of ingredient cost. 
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11 ETHICAL PRODUCTS AND NON-PRESCRIPTION 
SALES 

11.1 The Pharmaceutical Code Book of the General Medical Services 
(Payments) Board contains approximately 4,000 coded items. These can 
be segregated into six categories which are as follows: 

1) Preparations obtained only on prescription. on 
a once-only basis unless the prescriber indicates 
otherwise e.g. antibiotics, hypnotics, hormones, 
etc. 

2) Preparations which when dispensed in the pri
vate sector may be repeated for a period up to 
six months from the date which the prescription 
was written. e.g. diuretics. sedatives. tranquil
isers. etc. 

3) Preparations controlled under the Misuse of 
Drugs Regulations 1979 and subject to the most 
stringent controls. Prescriptions must be in doc
tor's own handwriting. are valid for one month 
only and may not be repeated, e.g. narcotics, 
major psychotropics, certain barbiturates 

4) Preparations sold in the private sector without a 
prescription but under the control of a pharma
cist. These require a prescription for payment 
purposes in the GMS scheme, e.g. anti-hista
mines, anti-tussives 

5) Preparations which may be obtained in the pri
vate sector without a prescription. These prep
arations are not subject to prescription control. 
However, a prescription is required in the GMS 
scheme for payment purposes e.g. analgesics, 
antacids, laxatives, antihelmintics, vitamins, etc. 
Patients know these items either through adver
tising or being recommended by the pharmacist 

6) Preparations treated as prescriptions only prep
arations by the pharmacist because of the nature 
of their chemical substance, e.g. anti-hyperten
sives, anti-convulsants, anti-neoplastics 

No. of 
Items 

1,062 

903 

50 

120 

897 

800 

3,832 

%of 
Totel 

27.7 

23.6 

1.3 

3.1 

23.4 

20.9 

100.0 
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11.2 From the foregoing analysis it can be seen that 26.5 per cent of the 
items included in the Pharmaceutical Code Book can be obtained without 
a prescription in the private sector. The GMS (Payments) Board does not 
normally process the information in this form so that no analysis was 
directly available on the proportion of cost accounted for by this 26.5 per 
cent of the items. It is recoml')1ended that Jhis informat.ion should ~e 
extracted- as a matter of course so thai the cost savings can be measured 
should the Department decide to introduce a major pharmaceutical list. 

11.3 In the case of items which fall into category (2) of the foregoing GMS 
dispensing list, it should be, noted that repeatpre~cription facilities are not 
available for patients in theGMS scheme. Consequently patients for whom 
a consistent' treatment pattern has been ~stablished must return each 
month of more frequently at the discretion of the doctor to obtain a new 
prescription. This increases the operating'costs of the health service since 
fees are generated through each medical consultation. The pharmacist 
also obtains a fee each time the patient presents a prescription irrespective 
of the quantity prescribed. 
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12 ANALYSIS OF REBATE AND DISCOUNT 
STRUCTURES 

12.1 Under the terms of the 1969 Agreement, manufac.turers or importers 
were to pay a reb,ate 'of·three ol,d pence per prescription item in respect of 
drug's and medicines prescribed under, the GMS scheme~ The rate of rebate 
Isslibject.to adjustment so that it wili remain approximately four per cent 
onhe'average ingredient cost'per prescription item. In the event of the 

rebate exceedi ng five per cent of the· total' value (at wholesale prices) in. 
any year, it was agreed'that a refund equal,to the excess will be made to 
the manu-facturer. . 

12.2 The manufacturers' rebate scheme has never been adjusted to 
maintain the rebate at,approximately four per cent of the ingredient cost 
of prescriptions. Consequently the rebate is still calculated at three old 
pence per-prescription item. 'As a result, the amount of rebate received 
from manufacturers is only a small proportion of the potential rebate. 
Appendi,x XV shows that if the provision in the 1969_ Agreement to maintain 
the rebate at four per cent of ingredient cost had been 'implem~nted, the 
General Medical Services (Payments) Board would have received -a further 
£2.27 million' on rebates in the period 1973 to 1978_ inclusive. In fac~, 
whereas the actual rebate in 1973 represented 1.5 PEH cent 'of irgredient 
cost, the percentage rebate received in 1978 only amounted to 0.7 per cent 
cifing-redient cost (Appendix XVI). 

12.3 The escalation of the losses on rebates due to not implementing the 
agreement to maintain rebates at four per cent of ingredient cost is due to 
-two factors: ' 

(i) The'huge increase in the ingredient cost of prescriptions 

(ii) The increasing cost of stock orders being dispensed by doctors 
: \ 

12.4 The cost of stock orders and the amount of rebate received on stock 
orders for the years 1976178 were as follows: 
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Stock Orders Rebate on Stock Orders 
COOO [ % 

1976 1,552 2,147 0.14 
1977 1,983 2,282 0.12 
1978 2,274 2,341 0.10 

12.5 The rebate earned on stock orders for the thre'e years amounted to 
0.1 per cent of the ingredient cost. This results from the rebate being 
calculated by prescription item rather than by ingredient cost. 

12.6 The analysis of the actual and potential rebate from the top 20 
manufacturing suppliers under the GMS scheme, which is included as 
Appendix XVI, shows that the variances between the potential and actual 
rebate for those 20 manufacturers in 1978 amounted to approximately 
£390,000 or 60 per cent of the 1978 variance. Appendix XVI also shows 
that whereas the actual rebate received from the top 20 manufacturers 
averaged 0.7 per cent of ingredient cost, there is a wide variation in the 
percentages paid by the various manufacturers. It is also significant that 
although the top manufacturing supplier accounted for £1.9 million of 
purchases under the GMS scheme, the actual rebate from this company 
only amounted to £6,840 whereas the rebate from the next major supplier 
amounted to £12,444 from purchases of £1.1 million. This situation arises 
because the ingredient cost per prescription is higher for the top manufac
turing supplier. 

12.7 The Payments Board provides manufacturers with information on 
the prescribing patterns of their products dispensed in the GMS scheme. 
This information is provided in return for the rebate payment made. On 
occasions, manufacturers have requested additional information from the 
Payments Board and it has been the practice to refuse such requests. The 
information mayor may not have been obtainable from the analyses 
available. 

12.8 In Chapter 1 the discount arrangements for drug supplies to hospi
tals under the 1969 Agreement were discussed. Discussions with. the 
hospital pharmacists in the hospitals visited and an examination of the 
completed questionnaires shows that the majority of suppliers are, indeed, 
interpreting the Agreement in a strict fashion. Discounts are only given by 
wholesalers for goods for which they are the accredited agents of the 
manufacturer. Furthermore, discounts are only allowed where the order 
value relates to an individual manufacturer's products. Consequently, as 
stated earlier, it is practically impossible for even the largest hospitals to 
achieve an overall discount of 15 per cent. Appendix XVII shows the 
average discount being earned by a sample of the hospitals. It can be seen 
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that very few hospitals were able to earn discounts in excess of 10 per 
cent. Even the largest unit only averaged 12.7 per cent discount. It is 
estimated that the average discount level achieved by the hospital sector 
does not exceed 9 per cent which would equate to £1.2 million in 1979. 

12.9 In a few instances it was found a hospital had been able to negotiate 
slightly better di.scount terms from some companies than those stipulated 
under the terms of the 1969 Agreement. However, it was surprising to find 
that so many of the hospitals visited had accepted the inevitability of 
having to conform, with both medical compa'nies and wholesalers, strictly 
to the terms of the Agreement. It was also surprising to find that practically 
no consideration had been given by hospitals to the negotiation of annual 
contracts for their major drug requirements and practically no standing 
orders existed for repetitive purchasing of high volume drug,s. 

12.10 A major factor in the low average discount being, earned by hos
pitals is the dependence of hospital pharmacies on frequent and even daily 
deliveries by wholesalers. In most hospitals, one wholesaler accounts not 
only for the highest purchases by the pharmacy, but also for the lowest 
discount earned. Appendices XVIII and XIX show the orders placed by one 
hospital over a two-month period. These are analysed by order size and 
number of items per order. Appendix XVIII shows that an average discount 
of 6.5 per cent was earned on all purchases, Two wholesalers accounted 
for almost one-third of the pharmacy's purchases and 55 per cent of the 
orders placed. However, only two per cent discount was received ori total 
purchases from one of the wholesalers and no discount was received on 
purchases from the other. In Appendix XIX the number of it~ms per order 
for each supplier have been analysed, This analysis shows that 65 per cent 
of the orders placed were for five items or less and that 30 per cent of the 
orders were for one item only. The analysis also shows, from the high 
number of orders placed, the extent of dependence created by one sup
plier. A similar pattern existed in other hospitals. These facts illustrate the 
lack of understanding of the relationship between organised purchasing 
and achieving maximum discount terms consistent with usage. 
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13 ANALYSIS OF DRUG PRICES ~ I 

13.1 Afthe,time of implemenhltion of the 1969 Agreement it was agreed 
that ,the prices of drugs' would be those in existence at an agreed date 
before the Agreerr;~.'nt' was implemented. It was further agreed that sub
sequent variations i'n pri'ce ~ould be riotifiedto the Depar'tmerit. However, 
while talks have beeil held from time to, time oetween the Depa.rtm~nt and 
suppliers of certain items which show significant price differentials 
between the United Kingdom and Ireland, statutory control over th'~' price 
of medicines lies, not with the Department, but with the IYIinister for 
Industry, Commerce and Tourism, acting on the advice of the National 
Prices Ccimmis~icin.· .'. 

13.2 ' In Chapter 1, Background, it was stated thatlrish manufacturers of 
pharmaceutical products are subject to the Prices and Charges (Notification 
of In'creases) Order 1979 and are required to give advance notice to'the 
¥inisterof proposed price i~creases subject to certain exempti'ons depend
ing on the numbers' employed and on the market share of the firm. In 
practical terms only thr,ee fi~ms are involved.' ' 

13.3 The majority"of drugs and medicines sold in'lreland are imported. 
The Prices and Charges Ord~r 1979 requires importers a~d wholesalers, 
with certai,n exceptions, to give advance notice of proposals to increase 
'cash margins: Importers a'nd wholesalers of pharmaceutical products are 
exempted from seeking in.ithori~ation for price rises: ' 

13.4 The C6mmis'sion,how~ver; ,do monitorthe cash ~argi;'s of import
ers on 1-26 otthe m~st freq~ently prescri~ed dr~gs. This' monitoring has 
been in operation since July 1975 and 'is based o'n quarterly returns by the 
companies involved. The purpose of the monitoring exercise is to ensure 
that excessive margins are not taken by importers. 

13.5 Durin'g the course of this assignment discussionswere held with the 
Commission on the prices of drugs and the monitoring arrangements 
carried out by the Commission. Because the information on products 
being monitored is private to the Commission, it was not possible to obtain 
details of the companies and products included in the 126 products being 
monitored by them. 
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13.6. However, the Commission agreed to provide details of the range of 
margins being earned on the product range at June 30,1979. These are as 
follows: 

Range of % of Margins 

0-20% 
20·- 40% 
40 - 60% 
60 ~ 80% 

Total 

No. of Items 

50 
30~ 
13 
6 

99 

13.7 Of the remaining 27 items··included in .thelist. ·the Commission 
stated that no ·importers' cash margins are taken on 11 items, a f,urther ·11 
items are made.in this country and the remaining fiv.e have beenwithdrawn 
fro'm sale. , 

1-3.8 The range of percentage margins' is surprising since it has been 
generally accepted that importers' margins are fixed at 7.5 per cent and 
'wholesale margins at 15 per cent. Part of the reason for the variation in the 
margins. maybe the result of pricing policy ·by parent companies.to their 

. subsidiaries. Nevertheless it is surprising to find that 20 'Per cent of the 
items in the range of percentage margins have margins in·excess of 40 per 
cent; If the products concerned are high volume .products, a factor also 
unknown, then the need for improved control is essential. 

. . 
13;9 .An analysis of percentage price increases of the 124 most frequently 
prescribed preparations in the. GMS sct"!eme was carri.ed out dur.ing .the 

. course ofthe assignment. The period covered was January 1978 to October 
1979. The results ofthis analysis are in the form presented in Appendix XX 
showing the. products by manufacturer, the date and percentage increases 
and the total. percentage' increase over the period covered. These figures 
are further analysed in the form in Appendix XXI showing; for. each month 
from February 1978to October 19,79, the nur,nber of increases since January 
1978, the range of.increases each month and, where possible, the median 
increase. The analysis showed that there were 127 price increases in this 
range of products in 1979 compared with 68 increases in 1978. The analysis 
also showed that therewere 78 price increases inthe three months, August 
to October- 1979, compared with 15 price increases in' the corresponding 
period in 1978, The huge increase in the numb~r of price increases in this 
period is probably accounted for, to some extent, by the falling value of 
the Punt against Sterling, following on Ireland's joining of the .European 
Monetary System in early 1979; The proportion due to EMS fluctuations is 
not defined. 
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13.10 In Appendix XXII are summarised the ranges of price changes in 
percentage terms which took place over the period reviewed for each of 
the 124 products examined. The Appendix shows that the price of one 
product was reduced, 17 products remained at the same price, and of the 
106 products which increased in price, 56 increased by more than 20 per 
cent. Price increases resulted in an average increase of 28 per cent in the 
cost of the top 124 items in the GMS over the period, January 1978 to 
October 1979. Approximately 8 per cent of this increase took place between 
January and November 1978 and 20 per cent of the increase took place 
between November 1978 and October 1979. 

13.11 The majority of pharmaceuticals dispensed in this country are 
imported from the United Kingdom. Consequently the most effective way 
of establishing if price increases are out of line is to compare them with 
United Kingdom prices. In 1974 the industry set out reasons why there 
should be differences in prices between the two countries and suggested 
a differential of 13.7 per cent. Among the reasons put forward for this price 
differential were transportation costs and agency commissions. In more 
recent times, currency fluctuations have been put forward as reasons for 
price increases, although generally speaking this reason has not been 
committed to writing and quantified. 

13.12 A comparison of United Kingdom and Irish trade prices shows that 
the differential for most of the major manufacturers of these products is 
much wider than was thought to be the case. Taking the top 14 manufac
turers referred to in Appendix VII (see paragraph 6.14), the percentage 
ranges of price differentials are as follows: 
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Manufacturer 

Company 1 
Company 2 
Company 3 
Company 4 
Company 5 
Company 6 
Company 7 
CompanyB 
Company 9 
Compar:y 10 
C.ompany 11 
Company 12 
Company 13 
Company 14 

Ranges of 0i. Price 
Differentials batwean 

United Kingdom and Irish Prieas 
as at 28.1.80 

-19.01017.0% 
. -17.0107.0% 

-7.01021.0% 
B.Olo 25.0% 
B.Olo 15.0% 
B.O 10 9.0% 

11.01015.0% 
13.01050.0% 
14.01022.0% 
lB.Olo 311.0% 
1B.0 10137.0% 
21.0% 
25.010 27.0% 
35.41036.5% 



13.13 On the basis of the foregoing analysis of the price differentials 
between the United Kingdom and Ireland, prices in Ireland account for 
over £1 million extra cost in respect of products in the top 30 of the GMS 
scheme for which comparisons were obtained. This represents a weighted 
average differential price of 18 per cent for the products which have been 
compared. It appears from the data that product pricin~ is more related to 
what the market will bear rather than any other factor. 

13.14 A study carried'put by the Bureau Europeen des Unions de Con
sommateurs (BEUC)' in the late nineteen seventies supports this view. The 
study, entitled "Consumers and the Cost of Pharmaceutical Products", 
examined, inter alia, levels of competition and international price 
comparisons. 

13.15 This report comments also on some of the unique aspects of the 
pharmaceutical industry. These are concentration level, the promotion 
mechanism and product innovation. Each can affect prices to the 
consumer. 

13.16 Concentration is higher than might, at first, appear. This is due to 
the tendency of each of the big multi-national firms to specialise in one or, 
at most, a few, of the major therapeutic categories. Such categories or 
subgroups are groupings of medicines designed to produce a common 
effect, e.g. anti-hypertensive. If one looks at these specialist sub-markets, 
the concentration and, therefore, control is much higher. .. 

13.17 Promotional channels differ from most other industries. In health 
care the product is consumed by one party, ordered by a second party and. 
paid for by yet a third party. Promotion is aimed almost exclusively at the 
second party. This second party is the medical profession "which, tech
nically, holds the key to commercial success of any particular medicine"2. 
Pharmaceutical companies which sell their products in Ireland through 
agents still retain control of this market mechanism, presumably because 
of its importance. 

13.18 To what degree does research and development recovery affect 
product cost? The pharmaceutical industry boasts proudly of its record on 
research and development. Its pricing structure, it argues, must relate to 
heavy expenditure on development, synthesis a'nd testing and the low 
"strike rate" associated with original research: Research and development, 
however, is not distributed evenly between companies. The BEUC report 

1 BEUC, 29 rue Royale Bte. 3, 1000 Brussels. 
2BEUC Report, page 6. 
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states (page 83) that. in Germany' in 1976 not less than 84 per,cent'of 
r!,!search and development expenditure was incurred, by only seven :co'~
panies. On ·average.tllei.r expenditure amounted to just under;O p~r,~ent 
'of' sales. In Belgium ,one company performs th~ bulk, -of resear~h and 
devel.opme~t done)n that country: 

,13.19 The BEUC '~~C!I~~i~ of international' pri~e's. produces interesting 
conclusions supportive "of the view expressed in paragraph 13.13. The 

: research team looked at a sample of branded pharmaceutical' pro'ducts 
. which were availa.ble in all countries considered. and vvere at tl:!e same 
time: ~ ,-

1 . '_ ~ • ,..' '.J " : • "': .':. 

(i) identical in composition, dosage and'presentation form, 

(ii) manl,lfactured by indenticalmanufacturer or by·r:nanufacturers 
between which a link was known.. .. 

, i, 

(iii) sold in s,imilar packag~ sizes. 

13.20 The principal results of this aspect of the study are in Table 13.1, 
taking the price in Germany as 100. 

I 
I· 

, TABLE 13 .. 1 

Average Pri~e of M~incineB iI'Europ~an Cou~trieB by 
Nationality of Manufacturer (Germany-1 001 

Consuming ~L. Denmark Belgium UK France 
Country 

Producing 
Country 

Switzerlimd 88.1 .110.8 66.6 48.1 44.7 
USA 110.8 99:8 84.8 

.. 
44.7 43.2 

UK "1.4 102.4 70.8 32.4 49.5 

-

Italy 

38.5 
38.5 
38.5 

13.21 "The results ... confirmed at every point .. that prices if"! 
Germany, Denmark and the Netherlands are highest, prices in the !,Ji"lited 
Kingdom, Italy and Fran'ce the lo~est, with, Belgium coming in between. 

"The picture that emerges fro~ this table corresponds in g'eneral to what 
we have found elsewhere - that is to say, drug l'!Ianufacturers charge 
what the market will bear: 
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"It is often stated that comparisons of price levels of pharmaceutical 
products are often biased because they do not take account of the different 
patterns of drug admininstration (i.e. the forms in which the medicines are 
taken). We therefore saw fit to rework our sample in order to regroup the 
medicines according to their presentation. Table 13.2 shows that the 
injectipns are rather cheap in France. Otherwise the table shows that on 
the whole p~ice. differences' as found ~n3 thesa'me:as for'al'f p~es'entations 
combirled".· .' ", '. .' ,.... 

TABLE 13.2 

Average Prices for Different Forms of Drug Administration 
:'(Presentationl (Germliny",""1001. 

·Country NL ,Denmark· Belgium. U~ . France 
Presentation 

Injections 106.5 102.8 71:5 • 43.3 ., 37.6 
Caps. - Tabs, 95.1 102.0 72.9 44.7 47.9 
Syrups 110.3 102.5 , .77:8 43.3 50.4 

Italy 

35.,1 
37.7 
36.3 

13.22 The conclusions emanatin,g from this report have implications for. 
the· review and redesign of drug p~ocurement schemes in Ireland. Further 
aspects of it willb? referred to,in G~ap.ter26. . , ' , 
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14 OTHER COMMUNITY DRUG SCHEMES 

14.1 The other schemes in existence at present apart from the GMS 
Payments Scheme were referred to in Chapter 1, Background, and are as 
follows: 

(i) Long-term illness scheme 
(ii) Drugs refund scheme 
(iii) Voluntary Health Insurance Board's out-patient benefit scheme 
(iv) EEC provisions scheme 

14.2 Prescription pricifl9 practices vary with different schemes. The 
position in relation to pricing of prescriptions dispensed under the long
term illness and EEC schemes is that health boards pay the pharmacist the 
retail price of the items (which is trade price plus 50 per cent on ingredient 
cost) plus the private dispensing fee of 50p per item. Where claims are 
submitted to health boards by patients under the drug refund scheme the 
full retail price, including the private fee of 50p, goes towards the cost 
refundable by the boards. It is understood that theVHI take a similar line 
on refunds under this drug-assisted scheme. 

14.3 It is estimated that the total cost of community drug schemes is 
currently running as £6.07 million per annum. The cost of these schemes 
was relatively small when they were first introduced but they are now 
becoming a significant part of the overall cost of the health service. 
Pharmacists continue to be allowed to charge 50 per cent on trade prices 
for drugs dispensed under these schemes plus a dispensing fee of 50p for 
each prescription item. 

14.4 In the GMS scheme pharmacists are allowed trade prices plus a 
dispensing fee which is currently 71.18p (to be increased in line with the 
Second National Understanding) and, in the case of stock orders, the cost 
of drugs allowed is trade price plus 25 per cent. Furthermore, because of 
the price differential between the GMS scheme and the other Community 
drug schemes, it is necessary to process the information separately, 
thereby adding to the administration costs of operating the health service. 
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15 SYNOPSIS OF IRISH SUPPL Y/DEMAND 
SITUATION 

15.1 Supply 

The supply situation of drugs is as follows: 

15.1.1 Approximately 96 per cent of supplies are imported with most of 
the imports coming from the United Kingdom. 

15.1.2 Approximately 180 manufacturers produce drugs for the Irish 
market. The top 20 manufacturers. account for 60 per cent of the market in 
the GMS scheme. 

15.1.3 There are approximately 60 companies distributing drugs to hos
pitals and retail pharmacies. The top 20 distributors account for 80 per cent 
of supplies to hospitals. 

15.1.4 The two largest non-manufacturing wholesalers supply one-third 
of drug requirements to hospitals. These two wholesalers provide supplies 
from a number of depots throughout the country. 

15.1.5 The majority of suppliers who distribute their own products are 
located in Dublin. 

15.2 Demand 

15.2.1 The sources of demand for drugs are the community schemes and 
hospitals. 

15.2.2 The estimated cost of drugs for the year 1979 was: 

£m 

General Medical Services Scheme 
Other Community Schemes 

Total Cost of Community Schemes 
Hospitals 

Total 

23 
6 

29 
13 

42 

% 

55 
14 

69 
31 

100 
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15.2.3 There are approximately 4,000 items listed in the GMS Pharma
ceutical Code Book allowing for the various brands, strengths, pack sizes 
and drug dispensing forms. The top 30 drugs used in the GMS account for 
300 of these items and consist of 88 brand names. These account for 39 
per cent of the total cost of drugs. Fourteen manufacturers account for 
82.5 per cent of expenditure on the top 30 drugs. 

15.2.4 It is estimated that the number of drugs used in hospitals allowing 
for brands, strengths, pack sizes and dispensing form is in the range of 
5,000 to 6,000. 

15.2.5 The top 200 products used in hospitals account for between 60 
and 70 per"cent of expenditure on drugs and medicines. 

15.2.6 Hospital pl:1armacies place a high dependence on the delivery 
service provided by suppliers. This results in high frequency of ordering 
and low order values, and a consequent low level of discounts. 
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I "._ 

16 CONTROL OIF HOSPITAL DRUG STOCKS! 
..... 1-

1
'/.; 

16.1 : In the course' 'of tli~'visits' to'hos'pitals;' an' a'ttempt was ~~de to 
establish the extent to which stock control and managemeri't accounting 
systems are used to assist in controlling expenditure. It was evident that 
there was 'a, com'plete lack of understanding inmost hospitals on the use 

, ,(. 

of even a basic stock:contrbl syste'm: In' many cases it was found that 
pharmacy staff were unable to ascertain how frequently they ordered 
goods from' particular suppliers' or to demonstrate a 'coherent system to 
determine the quantity to order. It ,is, therefore; not surprising that the 
average discounts earned are low since all pharmaCies place such a high 
dependence on daily deliveries from wholesalers. 

16.2 It was disturbing to find that so little attention is paid to paperwork 
procedures and control systems in relation to drugs. The impression was 
given that there was often no clear direction as to where responsibility lay 
for administrative procedures, For example, in one hospital, it was stated 
that a supplier had promised an extra discount on purchases, but, it was 
unclear, in the .event, if the extra discount had been allowed or withheld by 
the suppli~r, 

16~3 Pharmacies had different views on the difficulty of returning out
dated or near outdated stocks to suppliers, Some found their suppliers 
very reasonable, particularly if there was abou't three months' elapsed time 
left, Different hospitals indicated that the same supplier adopted varying 
attitudes in different regions. The're was no analysis available and more 
than one pharmacist sugge'sted that there was not much point in even 
trying to return outdated stock. 

16,4 Control of ward stocks was virtually non-existent. Responsibility'for 
drug stock costs was unclear. One pharmacist stated that he visited wards 
at weekly intervals collecting unused items but most had nO,action plan. 

16,5 Stock turnover was not generally known but an analysis of data 
indicates that a rate of about six to seven times per an'num is being 
achieved in some hospitals, This would result in a stock 'level of about 

'Control is defined as degree of conformance to specific stocking policies and systems, 
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eight weeks supply which, bearing in mind the tendency towards frequent 
ordering, seems rather high. After all, the Central Pharmacy achieves this 
rate with a discount oriented ordering structure. An outline of the stocking 
patterns in one hospital is shown in Appendix XXIII. 

16.6 There was a marked resistance to the suggestion of introducing 
more coherent ordering and stock control procedures. When it was pointed 
out that another hospital in the system had stock cards or had a better 
ordering procedure the old saws of "we're different" and "they haven't 
got our medical staff" were offered in response. 

16.7 It is an understandable situation. The pharmacists are technical 
people and the focus of their training and education is on technical control 
of the product. Indeed, the primacy of patient treatment was often used as 
a defence against "restrictive" cOritrol of drugs. 

16.8 Their attitude to costs is coloured by () lack of understanding of the 
nature of cost incurrence. Most pharmacists saw bulk-ordering and stock
holding as introducing unnecessary costs into the system compared with 
the "cheaper" method of frequent small-lot purchase. They did not see 
the inference in the increased distribution costs which multiple deliveries 
generated. 

16.9 One point raised by pharmacists and discussed in Chapter 8 was 
that of facilities. The pharmacy in most hospitals visited was cramped and 
poorly fitted. Stock outages are not often critical, particularly in urban 
areas as most items can be received very quickly. The pharmacy is the link 
in the chain of supply from manufacturers to medical staff to patient and 
with the availability of pre-prepared medicines of industrial manufacture, 
its role has changed dramatically. To judge from the importance given to 
the pharmacy function, this is how senior medical personnel understand 
this change. In this perceived role it works very well. The role infers that 
service is the key task of the pharmacist not cost minimisation. 

16.10 The objective of stock control is to answer two fundamental 
questions: 

(i) when to order? 

(ii) how much to order? 

Associated with the optimum answer to these two questions is a secondary 
objective of seeking, through whatever stock control policy and system we 
apply, to minimise total cost. 
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16.11 Several papers have been presented on this subject, either :frdm 
working :parties or from external advisers. lri the pa'pers examined so far 

• . '. J 
in connection with reorganisation,and possible co'r'n'puterisation of phar-
macies, the focus has'tended'to be 'on paperwork systems, i.e. the system' 
aspect. Yet: the system should only be developed whim the ! bases on' 
which the fundamental questions to,be addressed are established. In the 
c'ase of hospital pharm'aCies this.is a critical issue as'i(involvesc6nside~~' 
ation of underlying po'licies ori medical and pharrriacy stafffreedorri and 
of the overriding principle of the' p~imacy' of patient care. Designing" a ' 
paperwork systeh, without fully defining processescirid policies"will' resui't: 
in sub-optimisation and possibly total failure. ,', " 

" J' 1. 

16.12' There are two basic considerations in the development of any 
system of stock control, namely th'e le'vel of custdmer service required and 
the cost of providing this level of service. Other considerations, such as 
space requirements, staffing, etc., are limitations subsequently placed on 
the optimally calculated stock 'Ie'vels. Ttiese 'limitations: if severe, will 
always.result.in sub-optimisation in cost and terms. 

16.13 Costs' can be broken down into two categories, viz. the costs of 
placing and receiving ,an order and the costs of carrying stock. The costs, 
of placing an order can he quite significant and must include such items'as 
pa'perwork c!fld stationery, time costs of those ordering, supervising and 
authorisJ[lg, tel~phon,ecosts, "costs: 9f receiving, c~ec~ing and binning; 
invoice checking and payme,nt" .ass,ociated, overhe~ds, etc., An average 
order cost over a year can be c~lculated by aggregating such chiu'ges a'nd 
dividing, ~y the nI:JlTlber of orqer.s. I,t is doubtful if, ,in any organisation 
today, the averag~ cost per order is "insignificant". The pharrTl~cist.r:nI,ll?t 
remember that the supplier incurs similar costs on each oreier and passes 

these·~r·"., ,,' " 'I" .-

16.14 'The. sost of. 'S~~CkhPldir'!9 in;;}udes, interesi,'ch~rge;S" q'ppO'r:tU~i,~y, 
cost, obsolescence, det~rioration, pilferagE!, checking a~d, monitoring, 
stocktaking, etc. The cost is currently estirTIat~d, forhospita.ls; at ,about 25 
per cent o.f the value of stoc,k held. For example"if t~e ave~~gElstpck i~ ~ 
pharmacy is [10,000, the stockholding co~t would be about:' ." .• 

10,000 x 25 --'- '[2500' , : 
100 :.. p.a. 

16;15 The stockholding system of greatest applit'ation to pharmacy stock 
control is the fixed review period system':Thisreflects the realities'ofsmall 
quantity ordering from particular suppliers. Under this scheme the phar-
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macist reyiews periodically the ~tocks of items held from a particular 
, supplier .and compiles an order which tops-up the ievel of stock on the 

shelves, while. maximising .discount and balancing ordering. and stock-
. holding cpsts. The. review period is so designed as to achieve a beneficial 

cost balance. This system i~ wiqely used by pharmaceutical wf;rolesalers .. 

16.16 . ~nother concept i,n the stock control area is that of Pareto Analysis. 
(or ABC Analysis OJ the 20:80 rule) l'De"tioned earlier in Chapter 8. This 
technique is used to. categorise stocks in bands of annual usage value ... 
Items in the 10~.al1n_ual usage band·are .ordered less frequently than those 
in the high annual usage band. Commonly th,ere are three bands.of annual 
usage value,A, Band C, and ordering patterns are of the form: 

A -o~qer weekly 
B order monthly 
C orde:r three monthly 

16.17 . The common ay~rage stock-breakdown is as tollows: 

A 
B 
C 

% of Total Items 

20 
30 
50 

% of Total Value 

80 . 
15 
5 

There is ~n assoCiated system which: through strict control of A item 
stocks, is beneficial in reducing ordering and stockholding costs overall; 
while maintaining a high pre-set level of service. 

None of the approaches o'utlined was formally applied in .any of the 
hospitals visited. 

16.18 There is an inherent dislike of formal stock control systems within 
hospital pharmacies as indicated by discussions with those visited. Indeed, 
the process is inadequately understood as evidenced by the totalemptlasis 
on minimal'stockholding.·The concept of order cost has not been ~onsid-

. ered bYlpharmacists.The danger of stock obsolescence and its assodated 
j cost is ·stressed to the exclusion of other parameters of effectiveriess. ,. 

16.19 In spite of the avowed dislike of stockholding and of associated 
ordering policies, pharmacists do hold stocks. Some of these are ,"out-fall" 
stocks which result from the minimum pack size exceeding the immediate 
need, but most result, in the consultants' view, from ordering for·antici
pated .future demand. As a result the rate .of stock .turnover in.the phar
m-acies.studied was about five times per annum, i.e, a stock level of. about 
10weeks .. 
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16:20 The difficulty is that, since no coherent policy for stockholding is 

followed, the configuration of stocke; held by pharmacists is usually not 
related to the level of demand on particular items. In some of the instances 
examined, the level of stocks held· amounted to several years of .usage. 
This is a typical situation where the basic systems referred to earlier are 
not applied.' 

.16,21 What should the stock 'Ievel in a pharmacy be? Without a full 
analysis of the pattern of-demand, the data for which are' lacking, there is 
nO'means of deciding' this within specific limits of accuracy; However, in 
a pharmacy which can have daily or twice daily deliveries, it should 
certainly be possible to achieve a turnover of 12times per annum, i.e: hold 
one month's stock (or, in other terms, order up to two months' uSClge on 
anyone order). : 

16.22 From data supplied in a December 1979 surv~y in the United 
Kingdom, the stock turnover rate' of major wholesale phar";'acists there' 
ranges from 6.6 to 8.7 (see Table 16.1). 

TABLE 16.1 

Stock Turnover Rates for United Kingdom Wholesalers 

McCarthys Sangers Vestric Unichem 

. 6.6 8.7 7.6 8.1 

16.23 The split of medical: over-the-counter proportions of .turnover is 
estimated in the report at 70:30. Therefore, even allowing for the effects of 
quick-selling !lon-medical items, these wholesalers achieve a higher stock 
turnover than most Irish hospitals or even the Central Pharmacy. This 
highlightsthe need for a full examination of the area. 

16.24 An order arises from: 

(a) specific prescriptions or requests for unusual or non-stock items, 
and, 

(b) stock replenishment based on the shelf levels of stock as reviewed 
by the pharmacist. 

16.25 The first situation may pose problems in a number of ways for any 
stock system. If an equivalent product is stocked, may the pharmacist 
substitute this? ,If a cheaper proprietary or generic exist~ may tl'!e phar
macist order it? If it is a new or low usage specialised drug 'and the 
minimum ilacK size far exceeds the immediate demand, what action can 
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be taken? Does this last fact affect viewpoints under the questions 
expressed earlier in the paragraph? The points are essentially related to 
hospital policy with regard to medical freedom and the acceptance of a 
major drug list for frequently occurring treatments. 

16.26 Stock replenishment requires, for an objective decision, a forecast 
of future usage, possibly based on an analysis of past consumption, 
comb:ned with some concept as to the amount to order. This amount 
would be related to an economic stock-holding concept mentioned earlier 
and modified by pack sizes available and possible discounts for larger 
order sizes. In other words, it needs, in the form outlined, only data coupled 
with a stock review process. 

16.27 However, the usage pattern and stock level existing in the hospital 
unit may be difficult to determine in the event of a poor ward stock policy 
existing. Ward stocks can be created by over-prescribing or by minimum 
pack size limitations. If no means exist for evaluating stock on a total 
hospital basis, then pharmacy shelf stock is the only criterion. This may be 
totally misleading! 

16.28 The definition of pharmacy stock is the final key parameter. This 
varies from hospital to hosptial and some pharmacies hold, as stocks, 
items which may be delivered directly to (say) the operating theatre in 
another hospital. Stock re-ordering in this case is based on hearsay levels 
of shelf stock, and stock quantities may be based on a second-hand forecast 
of future usage. 

16.29 In summary, the key parameters are as follows: 

Stock 
Grouping 

Non-Stock 
Proprietary 
or Special 

Stock Items 

Ward Stocks 

Aspect 

Substitution from Stock 
Generic Ordering 

Low Usage Orders/Trial Orders 

Re-order Levels 

Re-order Ouantities 

Ouantities held and Attitudes to Over· 
Prescribing 

Policy or 
System Approech 

Policy 

System 

Policy 

16.30 By implication the definition of policy in the areas defined require 
consideration of points of view other than those of the pharmacist alone. 
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16.31 The reports which were considered in the course of the review of 
pharmacy stock control were as specified to the Department. 

16.32 One ofthe reports concentrates on grading and structure of hospital 
pharmacies but its recommendations have implications for pharmacy 
stock control. Of importance among these are the recommendations relat
ing to the establishment of a drug information and library service and the 
establishment of a pharmacy therapeutic committee. It does state that 
each hospital must "choose the method of drug distribution most appro
priate" to its needs and this point requires supporting evidence since it 
strikes at the foundation of a common system of pharmacy control. 

16.33 Another report specifies the development in consideration of 
general and pharmacy systems within various health boards, health board 
hospitals and voluntary hospitals. There is evidence of a perceived need 
to address the problems of stock control in both aspects, but the general 
approach most commonly specified is, first, to introduce a system of 
control for supplies stores, with the objective of extending it to pharmacy 
later. 

16.34 Some reports were very specific in their recommendation on stock 
control and one suggests a manual system with computerisation being a 
later stage. In this report the foundation of the system is a pre-typed 
ward/pharmacy requisition card. 

16.35 The reports tend to concentrate on systems aspects of pharmacy 
stock control with only outline reference to policy aspects as defined 
earlier, e.g. "as far as possible drugs would be described by generic name 
thus giving the pharmacist maximum flexibility in purchasing the cheapest 
brand". The professional, attitudinal and legal components of such a major 
change have been ignored. It is a major policy decision but it has been 
treated as a pharmacy decision. 

16.36 Two computer systems were reviewed, one in outline and one in 
operation. The first system has been developed for in-hospital pharmacies 
whereas the second (operational) system is aimed at the retail pharmacist. 
Again, the in-hospital system assumes the existence of coherent policies 
and both systems, while differing in coding approaches, deal effectively 
with the stock-order side of pharmacy stock control. 

16.37 Where systems are enforced on an unwilling or unsympathetic 
environment. they invariably fail to realise a large part of their potential. 
In order to develop and implement a good system it will have to be done 
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in stages and sold to the users. The benefits of choosing a number of 
representative hospitals (perhaps some ofthose'with working parties) and, 
on the basis of attitudinal examination selecting one as a model for 
systems development, might be considered. The approach used should 
include attitude analysis, definition of areas of support and rejection, areas 
of high impact and the subsequent design of an appropriate system 
capable of extension to other units. The' development a'ndintroddction of 
a system would be coincident with a·significant training input with selected 

: staff groupings, in a totally participafive' approach. The'finarsystem would 
be much more acceptable and this, togethe'rwitli' the'correctness of design, 

i will be the major factor in its ultimate succ·ess. ' . . -

16.38 The stock control area is of key importance! both in agreement 
renegotiation and in cost reduction. In the case of renegotiation suppliers 
know the degree of dependency which exists and can point with pride at 
the level of service they ()ffer. Any diminution in the level of service, given 
.ihe-currentapproach to stock,controLin hospitals; would. have disast~ous 
consequences. 

. ., 

16.39 The cost aspect is important. If overall a stock turnover rate of six 
times per <!nnum is achieved, then average stock~ on pharmacy shelves' 
would amount to £2 .million at present. At a turnover rate.of (say) nine, 
stocks would average £1.2 million. The savings are small in cash terms 
but, if ingredient costs continue to mount, they could become ye~y signif
icant. The major benefits' would be in control of waste, improved cost 
c.ontrol attitu.des with benefits in other areas of administratio~,.and the 
a,chievement ofgreater discount levels. The attitudinal aspec~s are further 
developed in Chapter 17. 

"',' 

'If ward stocks are included the stock turnover rate could, obviously, be si'gnificantlY lower. 
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" ·17, COST AND ATTITUDES TO CHANGE 
:' ' :. 

17.1 In Chapter 16 som~ aspects of attitu,des pe~c,eived ,during hO,spital 
visits and, discussions were,highlighted. The points raised related to views 
on"irhproved ,procedures ilnd the tendency to stj:lte pr'oblem,s rather than, 
adopt a "managerialapp,:oachh to'change them.', .. " """ 

11'.2 " As sta'ted;inthilt Chapter; the pharmaci!:;t"sees his'role'as dne of high" 
contribution'to patierit care, This is~ec~ss(hily his prirTli3rY'role" and h;~re' 
is nodisc'u~sion req'uired on this point However, thequestion"must be 
asked as to why patient care and ,cost control should'oe irH:ompatible. Is' 
there not a',balance? For example, the continuing rise in the prescribing 
rate in the United Kingdom is noted but corresponding data showing 
improvement in health, by whatever parameter" are noticeably absent. It 
wou.ld ~~em logjcal that if the.relationship .between pharmacy. co.st ,and 
patient care wa~ anal'ys~di.t would :pr.obably appear ,in the f.o~m in Figure 
17.1 below. 

Potential; 
Improvement 
in Patient 
Care 

I • 1/" 

Figure 17.1 

.,,: 

Cost 

17.3 However, costs are not influenced by the pharmacist only. As stated 
in Chapt~r 13, the pharmaceutical companies see ,the medical profession 
as technically holding "the key to the commer~ial success of any particular 
medicine". 

17,4 The BEUC reportr'eferred to the intense promotional campaigns 
mounted by the pharmaceutical companies. It states "The means which 
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the' pharmaceutical industry applies in order to capture and hold the 
doctor's attention and. control his pen on .the. prescription pad are as , 
diverse as they are refined. The medical profession is constituted largely 
of very conscientious people who .. , , , , , . base their interventions on 
knowledge and proof. As it happens, only the pharmaceutical, industry has 
'the necessary information, Their contacts, with doctors,are,therefore, vital. 
Admittedly the industry's:advertisirig'and,jmiiTlOtional calT'pajgns do .con
tain useful information but what it eventually passes on has first been 
screened for comme~cial impact~'! ',.; , ;' 0 ;. _ . , I 

17.5', !\IIost analy:sts ,reviewed "see' drug promotion by pharmaceutical' 
companies as the bete.,noir oJ control o(costs. The World HeaJih Organi
sation .in its report 9f1979. states "It is widely believed that prescribing by 
physicians is greatly influence.? by. dr.u,g prpmotion " " , , , . Pyt .~ealth 
authorities might well examin~, the.possibility, of. improving, t~~'quality cif

l 
information given,by:them to physicians".:~.. _ l' " ;. 

l. : 

F.6 This sentiment is echoed in the, Repert.of.the'Consultatiye',Council 
on General Medical Practice, "The General Practitioner in Ireland':. It states 
(paragraph 3.7) that "ther'e is 'reom' for'a considerable saving ,,; .'.", -.. , 
Improvement in prescribing habits and, a, reduction inthe.fermidable" 
national drug bill can be achieved by educatien, primarily through the 
provision.of mere inferlT'ation;te doctors". 

• • I, 

17.7 Hospital pharmacists have to,cope with the outcome of, s~ch pre
scribing habits. The dual reles of cost controller and supplier of dru'gs 
come into conflict and the supply role is enforced. , " 

17,8 The-cost/financial role is regarded as important"indeed. it,is placed 
, high in ranking as a factor of job impertance in the Report of,the Working 
Party on Hespital Pharmacists. This report dealt with the "Role and G~ading 
Structure .of Hospital Pharmacists". The investigative group listed "Budg
etary Control" and "Provision and Maintenance of Drug Economy Meas
ures" as two .of the pharmacists' six administrative/managerial functiens, 
In impertance it is ranked a broad third a,fter (i) the number of specialities 
in the unit and (ii) the number .of medical staff, 

17.9 For the' hospital pharmacist to fulfill this financial rele' effectively, 
theco-operatien and co'mmitment of the medical'staff as prescribing 
agents is ess'ential. Very' few hospitals visited had drug c'ommittees and 
most placed little emphasis en cost contrel in drug prescribing,' ' 

17..10 Among those visited was a'unit. where', formal steps' to· control 
prescribing had been taken. This hespital issues a booklet entitled "Sug-
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gestions for the use of Antibiotics and other Antimicrobial drugs", (see 
Appendix XXIV). Details on costs are included and the booklet is updated 
each year. 

17.11 The Sainsbury Study carried out in 1967 in the United Kingdom 
showed that doctors were not really aware of the prices of drugs they 
prescribed (Sainsbury Report, page 90). 

17.12 In the Sainsbury Report a number of doctors were asked to estimate 
the cost of their prescriptions in five shilling ranges and their estimates 
were compared to actual. For cheap therapies the majority stated the 
correct range but were significantly less accurate in the higher ranges. 
Additionally the report found that doctors varied considerably in prescrib
ing for the same ailment. Appendix XXV is an extract from the Sainsbury 
Report and shows the results of the survey. Column A gives the total cost 
of the prescriptions as prescribed by the doctors and Column B gives the 
total cost based on the most "popular" prescription. The difference was 
significant. 

17.13 The savings which may be achieved with generics are even more 
startling. This is covered in Chapter 24. 

17.14 The net result of the review of practice (based on pharmacy inter
views) and published papers in this area is that a major change in attitudes 
by the medical profession is necessary to achieve a sensible solution which 
is not unduly limiting in terms of professional freedom. It is the consultants' 
view that a major drug list of the type mentioned earlier in the report 
would have a salutary effect on prescribing practices in the profession and 
in hospitals. A change in attitude towards the prescribing of generics in 
both the hospitals and in the General Medical Services where such pre
scriptions can be filled by using products approved by the NDAB would 
have an even more dramatic effect. The evidence available does not 
indicate that there would be a. decline in the level of care given to the 
patient. 
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18 TEAM APPROACH TO DRUG COST CONTROL 

18.1 In Chapters 16 and 17 the need for training in the economics of drug 
usageand the managerryelJt of procurement were highlighted. The benefits 
ofa concentrated tea!T1-approach to drug cost control would have ben,efits 
not-o'nlY in. hospitals, ,but t.hrough sub~~quert,medical and pharmacist 
staff mobility in the GMS also. 

18.2 ,There is need fqr .real understaqding of ttJe benefits from making 
significant changes in, the, existing processes. Mos,t pharmac:;ists felt that 
they ~ere doing a goo~ managerialjob under difficult circumstanc,es. The 
difficult circumstances quoted referred invariably to demands of medical 
personnel, space problems and staffing/time considerations. 

18.3 Interestingly, however, there is often a wi~egap between actual and, 
perceived performance. Appendix XVIII showed the actual ordering pattern 
il") a hospital. It w~s obviously. not achieving a maximum leyel pfdiscount. 
Ye! every pharmacist inter.viewed put discount maximisation as a primary 
aim. 

18:4 Sir:nilarly; one imagines the medical personnel would reject any 
suggestion 'that they were less than conscientious in regard to drug costs. 
One suspects, however"that,the table from the Sainsbury Report·of 1967 
referred to in Chapter 17 mightnot differ significantly if updated for today's 
conditions: ' 

18.5 It is 'not that there was any lack of co-operation'or interest perceived 
on the part of those interviewed in the course of this study. It was just that: 

(i) there was no body of organised data, and 

(ij) the high drug costs were the result of a number of factors, some 
outside the control of medical or of pharmacy personnel, but some, if 
joint action is taken, within their control. 

, 
18.6 In order for the problem to be effectively addressed, three things 
must happen at hospital level. 
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Firstly, an analysis of the drug purchasing, stocking and demand 
patterns must be made. 

Secondly, an estimate must be made of the potential savings to be 
achieved if improved policies or procedures are implemented. 

Third,ly,.a p"!rticipative problem-solvi'ng appr'oach must be-introduced 
to develop the chang~s necessary. 

18.7 The -problem-solving approach - is one used in similar situations 
else~here when a synergistic effect is to be realised in seeking results 
from the combined effo~s of g'roups which may have differing needs. It 
has proved very effective. 

18.8 The solutiqnto the cost problem resulting from the interaction of_ 
medical staff, pharmacy staff and systems and market forces _requires a 
joint approach to policy areas before the fullb/ilnefits can be realised~ 
Some hospital units visited seemed ready for such a joint approach and 
these could serve as models for the-rest of the hospital system. 

18.9 In the consultants' view the units chosen should be: ' 
t' " 

(i) A large acute voluntary hospital of about 500 beds 

(ii) A county hospital 

These units would be used as a training ground as devel~ped in 
Chapter 16'. 

, ' 
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19 DRUG PRICING ASPECTS OF OTHER EEC 
HEALTH CARE SYSTEMS 

19.1 General 
There are certain broad similarities between the various pharmaceutical 
systems throughout the Community; for example, in almost a" the mem
ber countries (the exception being Ho"and), there is a form of control or 
monitoring of pharmaceutical prices and each nation also has procedures 
which attempt to ensure the safety of products. Nevertheless while there 
are these similarities in certain areas between the various systems, in 
practice there are many differences throughout the nine. The major differ
ences are:-

19.1.1 Wide variations in patterns of consumption and price levels. 

19.1.2 Varying schemes of refund or reimbursement for prescription 
costs. 

19.1.3 Restraints placed by some countries on imported pharmaceuticals, 
and 

19.1.4 Considerable variations in the number of proprietary items avail
able to the public (1,698 in Denmark as against 8,932 in Italy). 

19.2 Price Control 
19.2.1 As already indicated, prices of drugs in the Community vary 
considerably from country to country. The countries with the lowest drug 
prices are France, Italy and the United Kingdom while Denmark, Ho"and 
and West Germany are the most expensive. Ireland is midway in the 
league table of drug prices. In general, it appears that those countries 
which intervene directly in price control have the least expensive drugs 
and medicines, while those which place most faith in the power of the 
market-place to regulate prices have the least success in the Community 
in controlling prices. 

19.2.2 The low prices paid in France for pharmaceuticals is partly attrib
utable to their tight control of imports (less than one per cent of the drugs 
market in France can be attributed to imported items) but more particularly 
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to the ~trict conditions placed on manufacturers who wish t~ place their 
products on the list of items reimbursable by the'State. The price of anew' 
drug is set by a state'committee which looks not only at the manufacturers 
cost but also at the, price of other drugs of similar therapeutic value. In 
addition; where 'a new drug is introduced on to the soCial irisuranc~ list 
and is cheaper than a similar item already on the list the<latter:s price n=;u'st 
be reduced to the levei'of the new drug. ' . ".: ,,' 

19.2.3 . The procedure' in'ltaly is that ifthere is an ~ Italian drug on th~' 
market :which is similar to an imported item, then the latte;r mu'st be~~I'd 
atth'e price level 'of tne native: product;, where th'ere is 'n'ocorrespondin'g 
Italian product, the price is calculated according to the' selling price 6t"ihe 
dru~fin' its 'country oforigih, increased by the excfiimge ~ate'(jiffeferitia( 
cllst6msdutY'an'cifreight:" ' I ,.,~;," . " 'l' ' , 

(..... .j' ':' ." _ ,.' _ '.: , "\ •• ,II -. " ", , 1 .. ,;: • " I'.' 

1~.2,4 .About:,t:wo-thirds,of the pharmaceutici;Jls sol,d, iQ!reland,are 
imp.R.r:t~~Vr9m the United ,Kir;lgdo,l'ry .. so ~h,e price control mechanism; there, 
is of o~vi?us importcmce to this cQuntry. Chapter 13 of thisreport inyludes 
a cOllJpa.rison of l:1nited Kingdqm and Irishyade pric.es in January ,1980. 
The comparison shows widevariation~ between the prices charg~d in both 
countries by different manufacturers. In the United Kingdom the price 
levels of pharmaceuticals for the Community se'rvices (which account for 
about 80 per cent of the National Health Service drug bill). are ag'reed 
between the Departme~t of He';lth ~nd S'oclal'Security and manufacturers, 
under'the'Pharmaceutical :PH'Ce Regula'tion SChelme (1978). In'theorY 'th'e' 

• , • '.. "..' _'. 1_"· 'I 

price of drugs determined under that scheme, is used as a basis for setting 
the' prices i'n Ireland; taking into acco~~t the profit margins'oflrish import
ers"and wholesalers 'togetner with additional costs' Claimed 'by'the mariu~ 
facturers, including freight a'nd currency'fluctatio·ns. The o'bjectiv~s'of'the 
British price control scheme is not necessarily to concentrate on price 
control over individual drugs but to:ensure'thatoverall'company 'profits 
earned from theUn'ited Kin'g'dom"sales are ~easo"nable: The'system takes-' 
into account the need to make suitable allowances for any research and 
developmentwbrk in whicn companies might be engag'ed.1 The annual ' 
figures on'salE~s, costs a'rid'capital'outlay are submitted'by Unit~d Kingdom 
manufacturers for examinatiorf by' the Department of Health and SoCial 
Security who then agree a final overall increase with the manufacturer. 
The companies have discretion to apply differentprice'adjustments to their 
products 'provided that the overall profit limit is 'not exceeded. However~ 
the :final revised' price for each item is subsequently'.'approved by the 
Department of Health and Social Security inthe case of each manufacturer. 

19:2.5 For hospital services, in the United Kingdom drugs'arepurchased 
by regional authorities on a tendering basis' and 'are ,described,'in 'their 
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generic form by the authorities when d'rawing 'up 'a·list'forterider;. The 
authorities normally select:th'e manufacturer who quote's'ttle'keenest price 
provided that safety i'lndsupplycorisidera'tions'areitH~f ',' . '. 

" .! , i,' 

19.2.6 Appendix XXVI sets out the position regarding gross profit mar
gins, all tax included, in e'ach EEC C'ouhHy; l'nepercentages are calculat~d 
on-retail selli'ng pri'ces(" '.: ~". '.,' .:. . ;: ",;. .... ! I' 

I.:' '. '. . • '} • . - ! ~ ~ -, ':, \ ... ' •• J:; • .' . . ",' , -1 ........ 

19.2,7 ' The 'Appendix"shows'that IivhEm~aswholesalers' ma'rgins 'are rei: 
atiyely uniform (excepting Hollclnd) the retail pharmacists' ITlargins are 
more variable', frdm 24,3 per cel1nnltaly to 40'per cent in benmark~ In 
each of the;ctluntries' some~cbntr6r i's exercised' over wh61~saie mar~lns 
but thi's aga.in varies c.onsiaerablY with 'France, Belgium and Lux'ernbourg 
being particularly' interventionist in setting down margins. In the United 
Kingdorri~Holiand and, Denmarktfie 'p~sition is 'far more' fi"uid ~ith, 'for 

. example, the United Kingdom authorities only intervening! irr agrElements 
between the manufacturers and wholesalers where the latter are offered 
considerably· better" con'ditici'nsthim the norm; The abolition of resale price' 
maintenan'ce in' the:UlnitedKingdom which is referre'd toin 'ChaptedO of 
this repo'rt will affect wh61E~salers"margins in future'.' , ",", 

"" '. 

19.2.8 P~ofit margins for. pharmacists are' laid down by the authorities in 
all EEC countries, with the ex.ception of Holland. In France, Luxembourg, 
Italy, Belgium and Ireland, the sam.e profit margin limit is set down on all 
p~oducts while in Germany and Holland there is a sliding scale of margins. 
In Gemlany' it .'ranges from 68 per cent to 30 per cent of the cost price 
d~pending on wholesalers' quantity discounts or discounts given by phar-
maci~ts to health i'nsurance boards. ' 

19.3 Charges LeviedlR~coupment 
The follov:.,ing,sets out the position for the other member countries: 

~. '. 

19.3.1 In Germany for eac~. pr.escribed drug t~ere is one DM (27p) charge. 
Childre.n only are exempt from this charge. A cer;tair:1 group ofmedicir:1es, 
su~h.as la>satives and cou.gh remedies, are notpaid for out of the sick fund. 

19.3.2 In Belgium, there is a flat rate: charge of 35 BF (58p) for. ,get;leric 
preparations and for proprietary preparations there is a charge of 70 BF 
(£1.16) .. Pensioners and widows are charged a reduced rate. For chronic 
conditions, the charge is 40 BF (66p). 

19:3.3 The present prescription charge in the United Kingdom is 70p but 
the Government intend to raise .this to £1 from December 1980. There are 
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many exemptions, including children under 16 years,.expectant mothers, 
per~ons over 65 years and war veterans. These exclusions account for 
over 60 per cent of the population so that about 37 per cent only are 
actually paying a charge. 

19.3.~, Th~ charges!n, Franc~ are 30 per. cent.ofingredient cost on most 
items but on certain products like laxatives the rate is 60 per .cent. For 
some very costly items only 10 per cent is paid but there are no charges 
for me9icines for treatin\:l chronic diseases or illness arising fr.om work. 

19.3.5 ;lnDenmark ther~ are three charging.rates ~)f25 per cent, 50 per 
cent !'Ind 100 per ,cent ,depending on price and, therapeutic importa.nce. 
Perso~s with low income are exempt from a charge. , 

19.3.6, In Lu?<embo~rg t~e chargingrat~ is 15 per cent ,on cost but some 
ite~s are exempt. 

19.3.7 Most proprietary medicines are provided free in Italy but insure,d 
persons' are. required to make a ,contribution for some products. A more 
general system of charging, is to be ,introduced granting exemption to 
pensioners and some other categories. 
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20 PHARMACEUTICAL WHOLESALING IN THE 
UNITED KINGDOM 

20.1 A review of the United Kingdom pharmaceutical wholesale sector 
which was carried out by stockbrokers, Phillips & Drew and published in 
December 1979, is included in Appendix VI. The review covers, inter alia, 
the degree of competition which exists between wholesalers since the 
abandonment of resale price maintenance on ethical drugs. 

20.2 The principal points which emerge from the Phillips & Drew review 
are: 

20.2.1 All the large wholesalers and their smaller competitors are now 
offering substantial discounts on medical supplies to retail chemists. 

20.2.2 A significant reduction in trading margins and profits is expected 
over the next two years consequent on the abandonment of resale price 
maintenance. 

20.2.3 Most of the large wholesalers offer computerised ordering sys
tems to their customers and give, at least, two deliveries per day to most 
of their customers. 

20.2.4 The split of turnover of wholesalers is approximately 70:30 in 
value terms between ethical and over-the-counter items. 

20.2.5 The National Health Service pays for practically all of the expend
iture on medical items. Currently pharmacies are allowed a return on 
capital of 16 per cent but the Pharmaceutical Services Negotiating Com
mittee has recently recommended that the return on capital employed 
should be 2~ per cent above the clearing banks base rate and provide a 
pure profit margin of 2 per cent. 

20.2.6 The number of prescriptions dispensed in the United Kingdom 
has risen at an average annual rate of H per cent but the value of 
prescriptions has grown at approximately 15 per cent per annum. 

20.2.7 Hospital business currently accounts for less than 20 per cent of 
total pharmaceutical sales to the National Health Service. 
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20.3 Table 4 of the Phillips & Drew review (pages 107-8). summarises the 
trading figures of the five major wholesalers in the United Kingdom. It is 
estimated that these account for 63 per cent of the total pharmaceutical 
market there. The table includes details of total sales, number of depots 
and average turnover per depot and a number of financial ratios. It is 
interesting tocnote_that:arinu~l:stock turnover for the'four viiholesalers for 
which figures are available ranges from 6.6 to 8.7. The stock turnover rates 
for those four wholesalers are greater than for most 'hospitals in this 
country. . ;, 

20.4· The distribution policy, of the ,five major wholesale~s in the United 
Kingdom varies in that Unichem operates out of a small number of. large 
depots, whereas the other wholesaling companies operate out ofa large_ 
number of small depots. Unichem cover-alLof the United Kingdom out of 
12 depots and has found that this policy of larger an.d fewer depots results 
in lower distribution costs. This company provides a twice daily delivery 
service..to.most of. its customers. Regular routes have been established to 
provide this service and trunking facilities are used for customers located 
on the perimeter of the distribution areas. 
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., 
21 PATENTS AND GENERIC PRESCRIBING 

21.1 Under the Patents Act 1964 the nor,mal duration of a patent is sixteen 
years from the date on which the complete specification is filed on behalf 
ofthe inventor. There is a procedure whereby an inventor may obta.in from 
the Controller of the Patents Office, or alternatively from the High Court, 
an extension to the.life of his patent. An extension not exceeding five years 
or; in. exceptional circumstances ten years, may be granted provided that 
the Controller or the Court is satisfied that an inventor has been inade
quately remunerated by his patent. 

21.2 A patent cannot be .obtained ,for a .drugsubstance or preparation, 
per se, since it is only appropriate to a manufacturing process, i.e. the 
synthetic route and procedure whereby the drug substance is obtained. 
When a manufacturer (inventor) considers he has discovered some worth
while substance he, through his patent agent. files a provisional specifi
cation with the Patents Office. This procedure confers "priority rights" and 
allows up to fifteen months withi~which to file a complete specification. 
It is from this date that the life of the patent starts to expire. 

21.3 Unlike most other inventions, drugs cannot be made available for 
sale immediately they are discovered since the laws of most countries 
require that medical preparations (drugs) must be licensed prio.r to their 
being placed on the market. This means, in effect, that major research and 
development w()rk must be undertaken after the discovery 9f a new drug 
entity to establish its effect(s) on biological systems and. how those effects 
c~n be availed of in health care. F,urthermore, exha.ustive tests must also 
be carried out to establish the mechanism of action of the drug, its toxicity, 
etc. on animals and then on man, and extensive clinical trials must be 
undertaken. Governments throughout the c;!eveloped world insist on hav
ing ali these data examined by independent experts prior to granting a 

licence to place a drug on the market. 

21.4 Because of the amount of research and development work involved, 
the date on which the drug becomes available on the market is often nearer 
to the end of its patent life. Industrial people claim that five or six years is 
the' current effective life of a patent during which the enormous expense 
of research and development and product licensing must be recovered. 
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The cost of bringing a new drug entity to the market is estimated by the 
industry at various figures up to' £40 million. This figure may be somewhat 
exaggerated and probably relates to a 'new drug entity which is itself a 
novel contribution to the science of drug therapy and which was, in fact, 
discovered as a result of an extensive. screening process. However, many 
products being placed on the market under the heading of "new drugs" 
are more appropriately categorised as "existing drugs", the only difference 
being that they are produced by competitor companies'. 

21.5 Under Section 42 of the Patents Act 1964, "patent" 'rights can be set" 
aside by the Co'urts where a food; medicine or a medical, surgical or"other 
remedial" device is being made available to the' public at an unreasonably 
high price. Under Section 42 the obligation is placed on the Controller of 
the Patents Office to ensure that food, medicines, etc., are available "at the 
lowest prices consistent with the Patentee's deriving a reasonable 'advan
tage from their patent rights". It is possible, therefore, under the Act to 
obtain at a reduced price patent"ed drugs for use in the health services 
either from' manufacturers at home or aoroad other than the original 
manufacturer of the ·product. 

21.6 An examination of the top thirty most commorily prescribed dru"gs 
i'n the GMS scheme for the year 1978 suggests that all except fOlware 
currently off-patent and, while this does not necessarily mean ·that they 
are either available in this country in g~l")eric form or that such forms have 
been approved,by the National Drugs Advisory Board, it does demonstrate 
that there is considerable potential"for saVings. If the 26 items' off-patent 
in the GMS top 30 drugs were dispensed in a generic form, the estimated 
savings would be about £2.25 million annually. 

21.7 Prescriptions issued on a generic basis areuricommon whether in 
hospitals or in the community,for a number of reasons; These include: 

(i) the intensive promotional campaign' by manufacturers for their 
brand name products directed mainly at doctors, 

(ji) the more.easily remembered titles of branded items, and 
. . 

(jii) the confidence of many medical practitioners that a drug produced 
by amanufacturer under a proprietary name provides greater security 
in the context of quality, safety and efficiency. 

On t~is latter point mention has already been made' in Chapter 1, Back
ground, of the role of the National Drugs Advisory Board regarding the 
quality, safety and efficacy of medicines and the proposed changes in 
procedures which will ensure uniformity in the approval of both proprietary 
and generi: products. This should create a greater acceptability of generic 
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products by.do.ctors. insofar as quality. safety and efficacy are concerned 
and. il1qeed. it has been noted that all of the 63 generic items listed by the 
Gene.ra/. Medical Services (Payments).Board in their code book have been, 
approved by the, Nati()nal Drugs AdvisorY-,Board. 

21.8 The ,attitud~ of, doctors t9w~rds generic products is refle~ted in'the 
insignifi,cantmarket shqre held by generic as against proprietary products. 
For example in the General Medical Servic~s generic products 'account for 
about 1 percent of the market (aproxiniateiy £0.24 million out of a total 
iflgrediel1tcost forthat.sche·me of·£23 million). However. there is no doubt 
that the p~i,ces r.ecommended by manufacturers for their g~nericpr'o'<:l.ucts 
are significantly lower than tho!!e charged for prop'rietary equivalents' and. 
if th.e generic pr.oduct was dispensed in the Grv,S. considerable savings 
would ensue .. Table 21.1 sets out a number of.widely prescri~ed, products. 
in the scheme and the savings which would be made if the generic form 
vya~ ~isp~nsed to patients. Th~figures reiate to 1979. It should,b~ noted 
that the, generic product included in the ta,ble. (a) were avail.able., (b) had 
approval from theN~tional Drugs Advisory Board. and (c) had specific, 
prices listed by the Payments Board. In .all cases only the most popular 
proprietaries are shown but the savings indicated are; in fact. related to all 
th~ proprieta~y products.in r,espect of-each generic and are calculated on 
a weig.hted bClsis. taking into account the actual costs of.the actual items, 
prescribed under the GMS. , :. 

: ' . ....' ~. 
TABLE21.1. 

. .1, 

Total,inlnual ingredient cost' ofth'a brand'items was £3.202.044'0; 14'per' cent of the' 
1 ~79 overall medici"es bill for the General Medicol Services.' , 

, ·,Ganeric Prop;ietary . 'Genaric'Prica Potential 
as % of Br.and 'Annual 

Nama Sa,vings 
% £ 

1 A" 72 231.715 
'2 B-" '70 ·r. 182.404 
3 C 71 142.750 
4' '0 69 102.944 
5 'E" " -

50 ' 99.551 
6 F 70 56.597 
7 G 30 42,196 
,8 H . (. ~ •• 9,1. 54 42.137 

-
9 I 66 29.865 

10 'J' 
, 

33 29.302 . 
11 K 52 '22.512 
12 L 63 22,318 
13 ,M"; , , 73 . 17,813 
14 N .44 15.699, 

r 
15 0 67 12.~32 
16 ' P ·73 8.707' 

, 67 1.059.342 ' 
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2:1.~ .. The pot.en~ial.savings off,. million:or·approxim~tely· one-third .. on 
t!1El' item~ :included in Tabte.·23,1. car;l be extend~d. ·.depending on the 
availabil,ity of ge!leric products, their. prices and whether.they have.received 
theapproval,of the. Nation.al prugs Advisory. Board.'Th~se·savingsapply 
flOt only in the General Medical Services but alsoin.the,hospital and private, 
sectors: Many of the most heavily pres.cribed. drugs,have ,re,cently come 
off patent or will shortly do so, thus allowing the entry of other manufac

turers withcomp~ting products. However, a lTlajpr problem remaining will 
be the attHu<;le .. oflthe medica! .pro,fessiofl. AT) intensive,~edlJc?ltiQr:ralcam
paign is clearly required which would inform.poctors and· pparmacists of: 
the savings that wOL!ld b,e made ifgen~.rics were prescribed and dispensed 
and also of the fact that the products have been approved by the National 
Drugs, Advisory .Board and that any ·concern felt by them in the past 
regarding generic products is unjustified. 

21.10 ,A further problem regarding the use of generics is the question of 
substitution by the pharmacist. whether in the hospital or the community, 
of the generic for the, brand name provided. The substitution of less 
expensive products does raise considerable ethical and legal problems in 
that pharmacists will·normally dispense without question whatever the 
doctor has prescribed for. the patient. 

21.11 In Ireland, where a doctor issues a prescription which specifies a 
proprietary product, the pharmacist, in dispensing it, must supply the 
proprietary product named. If he wishes to change. for supply or other 
reasons, he must consult" with the doctor. Where a doctor issues a pre
scription on a generic basis he leaves the discretion to the pharmacist as 
to the precise product to be supplied, whether proprietary or generic. 
However, if the prescription is issued under the GMS, a pharmacist is 
required to dispense the generic listed in the Code Book. He is not required 
to supply the generic if it is not listed. 

21.12 However, this is not a universal attitude. In some states of the 
United States of America pharmacists may substitute a generic product 
for the equivalent brand name drug, and in New York State a pharmacist 
is actually required to fill prescriptions with the generic product unless the 
doctor specifically forbids it. 

21.13 In any event, there is scope for some developments in this general 
area. For example, where a 'doctor prescribes an expensive proprietary 
product, the hospital pharmacists could be required to discuss with him 
the possibility of substituting a generic for the proprietary (assuming, of 
course, it has been approved by the National Drugs Advisory Board). In 
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22 THE INFORMATION NEEDS OF DRUG 
COMPANIES 

22." The 1969 Agreement ;between the Pharmaceutical and Allied Indus
tries Association a'nd the Department of Health 'p'iovi'ded that a monthly 

statement would be sent to each manufacturer or importer' of the number 
of prescription items dispensed by retail pharmacists for each of the firm's 
products in each health board area. It was agreed that a rebate of 3d. per 
prescription item would be paid by the manufacturer or importer and that 
the rebate would be examined annually and maintained at approximately 
4 per cent of ingredient cost. It appears to be generally accepted that the 
rebate paid by manufacturers is a charge for the information provided, 
although the Agreement does not specifically so state. 

22.2 The information sent to the manufacturers each month detailing the 
prescribing pattern of each item dispensed in the GMS scheme gives the 
number of times each form of an item has. been dispensed. The data are 
aggregated into health board regions and the different areas within each 
health board. For example, the South Eastern Health Board is broken down 
into six different areas, showing the prescribing rate for each item within 
each area. Stock orders are also analysed in the same manner. This 
information enables manufacturers to build up comprehensive data for the 
entire country of every product they produce in so far as it is dispensed 
through the choice of doctor scheme. 

22.3 In the United Kingdom manufacturers receive inform~tion from the. 
Department of Health and Social Se~urity for which they make a payment. 
There are three main,sources of information: 

22.3.1 Data on therapeutic classifications on a monthly, quarterly and 
annual basis and sent to the Association of British Pharmaceutical Indus
tries. The Association then sends the information on to those of its mem

bers who ask for it and are prepared to pay'for the information. The DHSS 
charge the ABPI £550 for data on therapeutic classification but it is not 
known what the individual members now pay the Association (it is under-' 
stood that the cost in 1976 was about £5 per firm). 

22.3.2 Data on an annual basis in respect of each item produced by the 
manufacturer, broken down into separate strength and formulations. The 
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data cover therapeutic class, number of prescriptions, total quantity,.aver
age net ingredient cost, average quantity per prescription. The infprmation 
was charged to the' manufacturer for 197} at the rate of £8.50,(it is expected 
to increase to £9.25 for 1978). One major problem is that the information 
is out of date by nine months when it is received; for example, the 1978 
figures were received in'September-1979.,,' ' . 

The information a't 22.3.1 and 22.3.2 above'is derived from a sam'ple of 
one in 10 retail pharmacists and one in 20 of their forms. 

22.3.3 Data collected' by Intercontinental Medical Statistics (lMS) who 
supply firms with details gathered from general practitioners and phar
macists regarding prescribing.- and also descriptions of age and sex of 
patients and the diagnosis of conditions to which prescriptions' relate. The, 
details on prescribing are similar to those gathered by, the, DHSS'but also 
include over-the-counter medicines. A further advantage is that the infor
mation available to anyone company on its products is 'also available to' 
every firm. It is understood that for all these data companies are prepared 
to pay a considerable sum of money to the IMS. A further' advantage of the 
IMS is that the info'rmation is only two months out of dilte when it is 
received, which is also the case for data sent tO'manufacturers by'theGMS 
(Payments) Board. 

22.4 A.C. Nielson, the market research company. carries out·continuous 
monitoring ~ of pharmaceutical sales through retail pharmacies and other 
outlets in the United Kingdom. The information is prepared on a samplin'g 
basis and separates the data between counter turnover·andNHS turnover. 
Two-monthly turnover figures are produced and also the' a'verage, sales, 
per shop and by type of outlet. Total sales and average sales per shop for 
each of nine diffe'rent regions are also given on a two"monthly basis. the 
information is available to any person or 6rga~isatio'ri on payment of a, 
fee. A drug index of sales through retail chemists is' produced'by' A.t. 
Nielson for the Irish market. Sales of individual products are monitored 
and the information is available 'to drug companies on a product b·a~i~. 
The current charging rate for the infomiation is £218 per month for 'a 
minimum of five products arid £13.65 for each additional product. . 

22.5 'The usefulness of such data to drug companies in pla'~ning produc~' 
tion, promotion and stockholding of drugs is inestimable. In Chapter 25 of 
the report it is recommended that the GMS'(Payments) Board should be
responsible for all payments to suppliers on behalf of the health services. 
It is also suggested 'that a procedure should be introduced to enable data 
on pharmacists' sales of drugs to private patients to be 'collected by the 
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GMS. In this way the GMS will have a complete data bank on total sales of 
drugs throughout the country. It is obvious that these data will be of 
enormous interest to pharmaceutical manufacturers and distributors. 
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23 SUMMARY OF CONTROL CHARACTERISTICS 
(CHAPTERS 16 to 22) 

23.1 Management of hospital drug stocks so as to maximise discount 
and service benefits while controlling costs is inadequate. The situation 
can be improved by developing model systems in a number of selected 
units and using these for demonstration and training. 

23.2 The development of hospital drug committees, together with a 
major drug list, is recommended. 

23.3 Ireland is midway in the EEC league table of drug prices. Prices vary 
considerably from country to country and market forces do not appear to 
significantly influence these prices. Even between the United Kingdom 
and Ireland there are wide variations even though wholesalers' margins 
are relatively uniform over the Community. 

23.4 Resale price maintenance is not being enforced in the United King
dom and all major wholesalers are now offering substantial discounts on 
medical supplies tQ retail chemists. Trading margins are, consequently, 
expected to reduce. 

23.5 The pattern of discounts in a number of other sectors examined is 
broader than that in drugs. While obviously not directly comparable to 
drug wholesaling and distribution, these sectors highlight commercially 
acceptable discounting practices. 

23.6 Suppliers' distribution costs to hospitals are diluted by associated 
deliveries of drugs and veterinary products to retail pharmacists. The 
hospital market was, however, worth [13 million in 1979 and, as illustrated 
in Appendix III, has significant pockets of concentration in addition to small 
outlying hospital units. 

23.7 The Patents Act, 1964, protects proprietary products for a specified 
period. The patents on a large number of the most commonly prescribed 
drugs have, holivever, expired. Many of these have equivalent generic 
forms commercially available. If the 26 items off patent in the GMS top 30 
drugs were dispensed in a generic form, the saving annually would be [2.4 
million. Doctors do not frequently prescribe in generic form in Ireland. 
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23.8 The rebate paid by manufacturers to the GMS (Payments) Board is 
generally accepted as a charge for information provided. The information 
issued details the prescribing pattern for each item dispensed. A similar, 
though more comprehensive, system exists in the United Kingdom. 

',I , 

·1- • . .' 

. ~ .. 

; ~. 

77 



"1' 'I', , ~ , --
,.. .. ' ',i 

. ,.' Ie' " 't 

24 SUMMARY OF AREAS FOR .EXAMINATION 

24.1 The conclu'sion to. be. drawn from the preceding chapters is that 
significant improvements can be made in the supply and control of drugs 
to the health services. The number of possibilities for change range from 
fine tuning of the system to radical redesign 'andare, of course, enormous. 
It is the'consultants' viewthat the number of options presented should be 
limited while embracing' the principal (i.e. most beneficial) changes high
lighted in the body of the report .. 

" !,' ," I: 

24.2 Iii the' earlier chapters' the following 'areas were delineated and the 
effects of possible improvements shown. 

24.2.1 The technical design of the scheme (Chapter 3) . 

The' poi~ts rais'ed for improvement in~elation to the design of the 
scheme Vliere: 

(a) the lack of control of product range, 

(b) the lack of control of prices of existing, new or substitute products, 
and 

(c) the GMS rebate per item structure (possible savings £1.5 million 
per annum). 

24.2.2 . Th~ management of .the operation of the discount and 
rebate str!Jcture.(Chapters 4 and 12) 

These chapters raised problems in relation to: 

(a) the discou.nt restriction agreed between the Department" and the 
manufacturers (paragraph 4.2), and 

(b) the non-application of the rebate adjustment on GMS and stock 
orders (possible saving £1.2 million per annum). 

24.2.3 The need for improved drug p~rchasing and drug usage in 
hospitals (Chapter 9) 

This chapter dealt with the difficulty encountered in obtaining accurate 
drug usage data (paragraph 9.1) and outlined the procedures adopted to 
obtain information on hospital drug usage (savings will be related to 
ordering pattern). 
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24.2.4 The growth in the number of products which may be sup
plied under the GMS (Chapter 11) dealt with ethical and non-prescrip
tion sales and pointed out (11.1.5) that there was a proportion of items 
available under prescription in the GMS which can be purchased over-the
counter in the private sector, i.e. for self medication. 

An analysis of the GMS data bank revealed that 27 per cent of items fell 
into this category and, as a result, the GMS cost of the item often far 
exceeded the private sector price (saving £5.1 million per annum). 

24.2.5 Community Drug Schemes 
In Chapter 14, paragraph 14.2, it was noted that pharmacists charge 

trade price plus 50 per cent plus a dispensing fee of 50p. on items dispensed 
under the community drug schemes. The cost of this detail of design, 
taking into account current volumes, is at least £1 million. A further 
£750,000 is paid in staffing costs by health boards to process claims under 
these schemes. 

24.2.6 The Role of Generic Products 
The future for generic products and "me too" drugs was dealt with in 

Chapter 21. The savings achievable under this heading would be in excess 
of £1 million per annum. Generally speaking, generics cost at least one
third less than proprietary products. 

24.3 The total savings achievable from improvements in each of the 
areas outlined could be expected to yield in excess of £10 million per 
annum. The spectrum of possibilities for change ranges from simple 
maintenance of the current agreement to the development of a new 
purchasing and distribution system within the health services. Along this 
spectrum the permutations and options are infinite. Representative options 
were developed and analysed by the consultants and these selected, in 
varying degrees, from the potential areas for saving discussed in the earlier 
paragraphs of this Chapter. One option was finally chosen by the consult
ants and is recommended for adoption. 
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25 . RECOMMENDED OPTION: THE DEVELOPMENT 
OF A MAJOR DRUG LIST TOGETHER WITH A 

REVISION OF THE CURRENT ARRANGEMENTS 

25.1 In Chapters 9 and 10 it is apparent that out of a possible total of 
approximately 5,000 drugs on the market. a relatively small number com
prises the bulk of demand .. Indeed in .the sample drawn (Chapter 9) from 
variol!s hospitals, 200 drugs comprised approximately 60 per cent of the 
total value. In the GMS the same situation pertains as outlined in Chapter 
10. 

25.2 While acknowledging the necessity for low volume specialist drugs 
and the need to examine and evaluate new drugs and their alternatives 
from time to time, it is highly questionable if there is a need for the large 
number of products which are available on the market. The arguments on 
this point have been carefully considered in Chapter 13 and do not need to 
be redeveloped here. 

25.3 It is the consultants' view that a major drug list should be introduced 
for hospitals. Tenders should be sought from suppliers for supply of items 
included in a top drug usage list which covers approximately 60 per cent 
of hosptial drug purchases. Such tenders obviously would be sought 
whe~e there exists an equivalent generic or brand of a widely used product 
and to promote competition where there is currently no alternative prod, 
uct. Tender documents should request that drugs should be tendered for 
at prices below the agreed trade prices for drugs. The agreed trade price 
should be calculated on a formula negotiated by the Department with the 
Federation of Irish Chemical Industries. This agreed trade price sh~uld be 
related to the trade price of drugs in the United Kingdom with appropriate 
adjustments for importing and freight charges. Currency adjustments 
would also be allowed but these would have to be shown separately on 
each invoice and the rate applied would be that ruling on the date of 
invoicing. 

25.4 The remainder of hospital drug requirements which account for 40 
per cent of drug purchases should be purchased direct by hospitals at their 
discretion. In accepting a tender price for the top drug items from suppliers 
the Department should also negotiate a price reduction on drug products 
which fall outside the major drug list. It is suggested that a discount of 10 
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per cent off the negotiated trade price should be sought for purchases 
,from accredited agents and,7,5 per cent from suppliers who are not-the 

accredited agents, 

25,5 The negotiation by the Department with the FederatiC?n of an agreed 
t'rade price for d~ugs is an essential prereCjuisite to the'implementation of 
a tendering system for the tdp drugs used in hospitals, A suggested 
form'ula for the establishrnentof a trade price is outlined in Section 25,3, 
The trade price negotiated should be common to the GMS scheme and 
hospitals and the 'Payments Board should apply'the agreed trade price to 
the GMS pharmacY,claims, The' negotiation of a trade'price for drug's which 
would be related to that of the United Kingdom coUld also include an, 
invitation to ,British wholesalers, in the interests 'of the consumer and 
taxpayer, either to tender for the supply and distribution of drugs or the 
importation of drugs directly by or through an Irish operative. This process 
knoVvr:J as "parallel importing" .is now firmly established in intra-Commu
nity markets following the experience of, the Dutch company, 'centrafa'rm. 

I • 

25.6 Centrafarm, following on an analysis of ma~ke~ price differentials in 
member states of the EEC, importe~ drugs from a low price market into 
Holland which wasa high price market. Generally a national market for an 
imported product is dominated by one or a few companies 'which have 
exclusive rights to the importation and distribution of particular products. 
Importation by another party of the branded product in question (Le. 
parallel importing) was considered an infringement of these rights. Cen
trilfarm have made use, however, since 1971 of the possibilities created by 
the Common Market competition policy an.dlaw, and imported such 
pr,oprietary products from 10YV price markets into the Netherlands. Follow
ing legal proceedings the Court of Justice of the European Community 
confirmed that patent's in one country could not, under Common Market 
law, be .used as an instrument to.curtail trade within the,Community' 

25.7 Extra resources will be required to monitor' any revised system of 
drug purchasing including processing of tenders for the major drugs used 
in hospitals. It would be more appropriate that these activities should be 
carried out by a central agency rather than by individual. hospitals. Con
sequently, it is recommended'that the GMS:(Payments) Board should be 
the vehicle for' handling these activities and should be responsible ,for 
handling the payments procedures for all hospitals. A product code for all 
drugs purchased by hospitals should be established by the GMS ·Boa'rd 
and suppliers would be obliged to enter the product code 9n invoices fo'r 
drugs supplied to hospitals. Following approval by hospitals, invoices for 
drugs would be forwarded to the GMS Board for processing and payment. 

'Cases 15174 and 16174, October 1974, 
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25.8 This system would have the benefit 'ofreducing paperwork both for 
the hospitals and for the suppliers. The number of cheque's issued would' 
be reduced and one cheque would be paid to each supplier per month for 
hospital purchases. The total data basE? on drug usage would the!,) repose 
in the GMS (Payments) Board and this could be analysed for manufacturers 
as per'the current arrangements for information provision. The an'alysis 
ayailable would"of course; be much more comprehensive than at present. 

25.9 Ancillary community drug schemes should also be integrated into 
the system. Under the present ancillary community drug schemes, the 
only data received by the health boards are those relating to payments on 
long term illnesses and drug refunds without any details on actual drugs 
prescribed. The change would obviously entail some arrangement ~y way 
of fl~t or percentage contributions from patients who are not exempted 
from contribution, e.g. non-current medical card holders with limited 
eligibility under the drug refun,d scheme. Contributions would be payable 
at point of purchase with the Payments Board paying the balance to 
pharmacists. 

25.10 Pursuing the line of thought further, the benefit of obtaining data 
from all prescriptions for non-GMS persons becomes attractive.' The 
Department might consider the extension of the arrangement with phar

macists to include all private sector drug prescriptions. 

25.11 The result would be that an extended GMS (Payments) Board 
woul<;l have records of all drugs issued in Ireland by volume, region, outlet: 
etc. It would have a data bank probably unrivalled in the world and 'its 
ability to control would be extended enormously. The benefits would be 
experienced not only in the area of cost control. Drug utilisation and 
control of drug consumption would be key areas of benefit and the need 
for data on these parameters is amply discussed in the publication "Drug 
Utilisation" pIJblished by the World Health Organisation. 

25.12 In addition, the data bank could be used to dispose of large stock
holdings of specific drugs which might occur in individual hospitals. The 
data base would provide information onw,hich other hospitals were con
sistently large users of the drugs in question, and an appropriate transfer 
could be made. This process would reduce risks of wastage and obsolesc
ence in hospita! pharmacies. 

25.13 Community drug schemes would also require further amendment 
under this Option. In the case of the GMS scheme a large number of items, 
about 26 per cent of the total, are available over-theccounter (see Chapter 
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11 )., It is questionable if items which are available over-the-counter are 
vital to maintain .the patients' health. Since many of the drugs falling into 
this category are low cost items, the dispensing fee hasa disproportionate 
effect on their total cost compared with their price in the private sector. 
For example, the average ingredient cost in the GMS for these items in 
October 1979 was £1, compared to an overall average of £1.97, while the 
fee.at that time for pharmacists averaged 75p per item. If these items were 
excluded from the.scheme there would be an annual saving of about·£5.1 
million, including pharmacists' fees. Other savings on doctors' fees could 
also be anticipated. The concept of having only ethical drugs in the GMS 
scheme is consequently essential in any rationalisation of the health 
services cost structure .. 

25:14 In Chapter 14 we have recommended that the ancillary community 
drug schemes should be incorporated into the·GMS scheme. On this basis 
pharmacists would be paid at trade prices plus a dispensing fee for drugs 
currently dispensed under the an'cillary drug schemes, instead of at retail 
prices plus a dispensing fee as at present. This would result in an annual 
saving of approximately £750,000 on staffing costs throughout the health 
boards. There would be a balance between saving in fees and change in 
pharmacists' income as a result of incorporation of the ancillary schemes 
into the GMS. It could be expected that with these revised proposals 
pharmacists would be interested in increasing the amount of advance 
payments now made in respect of one month's supply for medic'al card 
holders only. 

25.15 If this Option were to be adopted the benefits are clear: 

(i) The restricted drug list would limit drug proliferation which, cou
pled with the achievement of discounts on all purchases, would reduce 
expenditure significantly. 

(ii) The achievement of a relationship between Irish trade prices and 
the trade prices in the United Kingdom would reduce cost and stabilise 
prices. 

(iii) Centralisation of all drug usage and payment data in the Payments 
Board files would yield full knowledge of the market. This new com
prehensive market data could be made available to interested parties' 
at quoted prices. 

(iv) The possibility of implementing a comprehensive stock control 
system for hospitals would be facilitated. Such a system is of critical 
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importance and it-is strongly recommended that it should be consid
ered by way of a controlled pilot study as recommended'in Chapter 

. 16. These "model pharmacies" would be used to .develop a compre
hensive pharmacy· stock and cost control system. They could 'also be 
used in the training of new entrants to hospital pharmacy thereby 
developing a high standard of management practice. 

25.)6 .. The benefits. in cost terms. from implementation of this Option 
would be enormous. It is estimated that the introduction of a major drug 
list in hospitals and the GMS and the a·chievement of discounts on all· 
hospital purchases would yield annual savings of approximately £10 mil
lion. The incorporation of the ancillary community drug schemes into the 
GMS scheme would yield further savings of approximately £0.75 million . 

. Further cost savings and benefits would accrue from the implementation 
of other aspects of this Option including stock control systems. generics 
and the sale of market data. Total annualsavings from the implementation 
of this Option could therefore well exceed £11 million per annum. 
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26 . CONCLUSIONS 

26.1 As stated earlier in the report the number of possible approaches to 
drug saving is myriad and the options discussed represented specific 
avenues rang~ng. from better arrangement of the system to radical rede
sign. There is no "one best approach" rather' it is a question of choosing 
the option (modified if so desired) which best addresses the needs of the 
Department at the present time and allows for future development. Cost 
saving is a major factor,but it cannot be allowed to over-ride all other 
considerations. The best system is probably the 'one which gives good 
cost 'control by objective (i.e. not reiative) standards and that ensures 
continuation of drug supplies as required for health care. 

26.2· ·Theoption should, ifpossible, be one which does not necessitate 
serious organisational problems for the Services. If a new structure has to 
be developed, if staff have ·to be hired, if new buildings, plant and equip
ment must be acquired, ·the implementation process'is longer and the 
change more traumatic. This does not, of course, mean that the simplest 
(i.e. least complex) optionisthe one to choose. Rather it emphasises that 
the option chosen must balance'cos~, time and complexity. 

26:3 It is possible that resistance, both internal and external, would rise 
in direct proportion·to th~degree of radicality of the proposed change. In 
such a situation it would require an enormous amount of management 
time to effect the change. For this reason an option which would build on 
the present system, rather than destroy it, woul~ have the benefit of easy 
understanding and a higher acceptability. 

26.4 For these reasons the option in Chapter 25 has been chosen as the 
option to adopt. It i,s quite radical in its effect and yet it builds on the 
current system. It has a cost emphasis and yet it does not change basic 
supply patterns. It has an "objective" standard of cost, i.e. United Kingdom 
trade prices, and, in having this, it forces acceptance of the philosophy of 
parallel importing. 

26.5 The option is also radical in its adoption of an approved drug list for 
hospitals and its emphasis on generic prescribing in the GMS. This is 
capable of being developed within the total system of health care. 
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26.6 The concentration of payment within the GMS (Payments) Board is 
a valuable innovation. It will concentrate all drug data in one unit and 
enable a,pricing structure to be developed for the issue 9f comprehensive 
usage data to the industry at agreed prices. The benefit of this one step, in 
terms of control, would be enormous. 

26.7 In summary, it is the consultants"view that the option recommended 
fulfils all the criteria developed in this and earlier,.chapters and sh~uld be 
adopted by the. Department. ' 

26.8 The introduction of a revised system for the prt?vision of drugs is a 
form,idable task and must be recognised as such from the outset. It will 
require the application of consider,able resources from ~ithin the Depart
ment. The resources should be in two forms, firstlY', a task force which will 
lead and contr~1 the various stages in the'introduction process and, ,sec
on,dly,analytical and clerical back-up to assist in.necess~ry administration 
details, such as reviewing responses to a major drug list. 

26.9 However, the unfavourable trend in the c~st of. drugs emphasises 
the' necessity for speedy action. The report ~ighlig'hts the,dran:Jatic savings 
which can b.e acheived from the aggregate of cha~ges. proposed and it is 
stressed that the major benefits will result from ,a combinatiq,! of changes 
rather than from a single factor. Cost effectiveness in the area of drug 
procurement, and usage lII(ili be maximised, not by the major drug list 
concept alone, nor by~the greater use of genedc products alone, 'to mention 
but two of the changes proposed. Each of the changes recommended has 
a part to play and it is the synergistic effect of these takeq,together that will 
maximise the total gain in terms of cost, attitudes and s~rvice .. 

" . 

86, 



APPENDIX I 

PHARMACEUTICAL IMPORTERS AND DISTRIBUTORS 

Company 

Abbot Laboratories (I) Ltd., 
Clondalkin, Co. Dublin. 

Allied Pharmaceutical Distributors Ltd., 
Limerick (APD). 

Allphar Services Ltd., 
Finglas, Dublin. 
(a subsidiary of APD for agency lines) 

Antigen ltd., 
Roscrea. 

Astra Chemicals ltd., 
Dublin. 

Ayerst Laboratories Ltd., 
Dublin. 

Beecham Research Laboratories, 
. Dublin. 

Berk Pharmaceuticals Ltd., 
Dublin. 

Boots Co. Ireland Ltd .. 
Dublin. 

Boileau & Boyd Ltd., 
Dublin. 

Bodkin, E. J. & Co. Ltd., 
Dublin. 

Bristol Myers Ltd., 
Dublin. 

Bayer (I) ltd .. 
Dun Laoghaire, 
Co. Dublin. 

Nature of Business 

Importer/Distributor 

General Wholesaler 

Importer/Distributor 

Manufacturerllmporter/ 
Distributor 

Importer/Distributor 

Importer/Distributor 

. Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

General/Wholesaler/ 
Importer 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 
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Company 

Cahill May Roberts, 
Chapelizod, 
Co. Dublin. 

Castlereagh Agencies (1975) Ltd., 
Dublin. 

Central Pharmaceuticals Ltd., 
Dublin. 

Clonmel Chemicals Co. Ltd., 
Cloilmel. 

Cullen & Davison Ltd., 
Dundalk. 

Dublin Drug Co., 
Dublin. 

Electramed Ireland Ltd., 
Dublin. 

Galway Drug Co., 
Galway. 

Glaxo Laboratories (I) Ltd., 
Dublin. 

Hoechst Ireland Ltd., 
Dublin. 

ICI (Ireland) Ltd., 
Dublin .. 

Clissman Medical Supplies, 
Dublin. 

International Chemical Co. Ltd., 
Dublin. 

Irish Pharmaceuticals Ltd., 
Dublin. 

Johnson Brothers Ltd., 
Dublin. 

Leo Laboratories Ltd., 
Dublin. 

May & Baker Ltd., 
Dublin. 

Mayrs David Ltd., 
Dublin. 

Mullen T. P. & Co., Ltd., 
Dublin. 
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Nature of Business 

General Wholesaler/ 
Major Importer 

Mainly Wholesaler 
Groceries 

Importer/Packer/ 
Distributor 

Manufacturer/lmportert 
. ,Distributor 

General Wholesaler of 
Co-Op Nature 

Importer/Distributor 

General Wholesaler 

Manufacturer/lmporter/ 
Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Manufacturer/lmporter/ 
Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 



Company 

Nicholas Laboratories Ltd., 
Dublin. 

Nuns Island Pharmaceutical Ltd., 
Galway. 

Kolman Pharmaceuticals Ltd., 
Dublin. 

Perlamar Ltd., 
Dun Laoghaire, 
Co. Dublin. 

Pharmaglobal Ltd., 
Dublin. 

Philips-Duphar (I) Ltd., 
Dublin. 

Prescription Services Ltd., 
Dublin. 

Reckitts (I) Ltd., 
Dublin. 

R & R Pharmaceuticals Ltd., 
Monaghan. 

Sandoz Products (I) Ltd., 
Dublin. 

Scholl (I) Ltd., 
Dublin. 

Searle G. D. & Co. Ltd., 
Bray. 

Smith Kline & French (Ireland) Ltd., 
Dublin. 

Smith & Nephew (Ireland) Ltd., 
Dun Laoghaire, 
Co. Dublin. 

Squibb (I) Ltd., 
Swords, 
Co. Dublin. 

Ticen Ltd. 
Ballymacarberry, 
Co. Tipperary. 

Travenol Laboratories Ltd. 
Castiebar, 
Co. Mayo. 

United Drug Ltd., 
Ballina. 

Nature of Business 
I m porter /Distri butor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Parallel Importer/ 
Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

I m porter /Distri butor 

Packer/Distributor 

Importer/Distributor 

Central Wholesaler/ 
Importer 
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Company 

United Pharmacists 
Co-Operative Society Ltd., 
'Dublin . 

. Wallace Cameron & Co. (I) Ltd., 
, Dun Laoghaire, 

Wellcome Ireland Ltd., 
Dublin. 

Warner-Lambert Ireland Ltd., 
Blackrock, 
Co. Dublin. 

Whelehan T. P. Son & Co. Ltd" 
Dublin . 

. Wigglesworth Ltd., 
Dublin. 

Wilcox Jozeau (I) Ltd., 
Dublin. 

Wyeth Laboratories Ltd., 
Dublin. 

Ashe Laboratories Ltd. 
Dublin. 
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Nature of Business 

General Wholesaler/ 
Co-Op 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

Importer/Distributor 

I m porter /Di stri butor 

Importer/Distributor 

Importer/Distributor 

Importer/D.istributor 



APPENDIX II. 

HEALTH BOARD 
AREAS 
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APPENDIX III. 
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LEGEND: 
o Voluntary Public 

A Regional 

Y Coun,ty . 

• Dist~ict 
A Fever 

A Orthopaedic 

"'il Special 

o Private 



, APPENDIX IV' 

Memorandum of arrangements agreed between the 
Pharamaceutical and Allied Industries Association and the 

Department of Health for the supply of drugs and medicines to 
the health services 

The Department of Health and the Pharmaceutical and Allied Industries 
Association have agreed on the terms set out in the following paragraphs 
to new arrangements for the supply of drugs and medicines required for 
the hospital and General Medical Services. These arrangements will be 
introduced as from the operative date for the proposed new General 
Medical Services and will continue for an initial period of two years. At the 
end of that period there will 'be a general review of the arrangements 
allowing negotiated adjustments where these are clearly necessary. 

2 The arrangements in this memorandum shall be applied to all suppliers 
whether or not they are members of the Pharamaceutical and Allied 
Industries Association. 

General Medical Services 
3 In regard tei drugs and medicines required for the General Medicai 
Services it is agreed that: 

(i) manufacturers and principal importers shall supply wholesalers at 
normal wholesale prices; 
(ii) wholesalers shall supply retail pharmacists at normal trade prices; 

(iii) manufacturers and importers shall themselves be free, if they so 
wish, to supply to retail chemists at the same price structure as the 
wholesalers. 

4 The relevant public authority shall re-imburse retail pharmacists for the 
drugs dispensed by them in respect of eligible persons and shall remu
nerate the pharmacists for such services and costs as are agreed separately 
between the Department and the pharmacists. 

93 



5 Notwithstanding any agreement on the remuneration of retail chemists 
fO[ costs as well as for professional services, the Department notes that 
the Association, 'on behalf of the Industry, is considering original pack 
dispensing in conjunction with the new arrangements for the supply of 
drugs and medicines. 

6 The Pricing Bureau to be' established under this scheme shall provide 
a monthly statement to each manufacturer or importer of the number of 
prescription items di~pensed by the retail pharmacists for each of the 
firm's products in the arE~a of each health board. 

7 The manufacturer or importer will pay ,to the Bureau a rebate in the 
following month of 3d. per prescription item as calculated in the monthly 
statement. In the event of any disagreement over the rebate charges, the 
Bureau shall endeavour to satisfy the company on .the accura:::y of the 
charges. 

8 The cost to each firm of the prescription rebate shall be examined 
annually by the Bureau and in the event of it exceeding in any year 5 per 
cent of the total value (at wholesale prices) of ,the purchases in that.year of 
that co'mpany's products, the Bureau will refund to the company an amount 
equal to the excess. 

9 The rate of rebate will be subject to adjustment so that it will remain 
approximately 4 per cent of the average ingredient cost per prescription 
item if that cost increases materially. 

10 The arrangements agreed in this memorandum relate to a situation in 
which approximately 30 per cent of the total population is eligible for 
general medical services. In the event of a siginficant increase in the, 
percentage of eligible population, the Association will have the option to 
re-negotiate,the present agreement either in whole or in part. 

11 Drugs and medicines dispensed to an eligible patient will be in full 
accordance with the prescription ofthe doctor'concerned. 

12 The Department will not require members of the Association to par
ticipate in the disposal of surplus stocks held in any dispensaries' on or 
after the operative 'date. 

Ho'spital Supplies 

13 Under the arrangements agreed between the Department and the 
Association supplies to hospitals or hospital groups (including voluntary 
hospitals) shall be invoiced at normal trade prices less a discount at 
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different rates depending on the size of the order. Discounts shall be given 
by individual manufacturers or agents on their behalf in respect of single 
orders (normally placed monthly) by individual hospitals in accordance 
with the following: 

Upto£100 . 
Over £100 a.nd less than £200 
Over £200 and less than £300 
Over £300 

-at trade prices 
-at trade prices less 5% 
-at trade prices less 10% 
-at wholesale prices 

These discounts are offered on the basis of normal monthly settlement of 
accounts. 

14 As health boards are.set up the boards may be authorised to appoint . 
one hospital within each region to combine sing'le orders (normally placed 
·monthly) from satellite hospitals so as to qualify them for the higher 
discount and whole~ale rates. This arrangement shall be restricted. to 
frequently used drugs from the product range of individual cqmpanies. 
Suc-h orders shall be supplied to and paid for by the appointed hospitals. 

15 From the operative date, hospitals will not be allowed to break man
ufacturers'· packs with a view to repacking them for supply to another 
hospital, uniess in ex'ceptional circumstances where the other hospital's 
requirements are ,less than' the amount of the smallest pack supplied by , 
the manufacture'r. 

16 As a general rule hospital outpatients other than those in certain well
defined categories, will not receive their drugs and medicines from hospital 
dispensaries. 

General 
17 From July 1, 1969" the current contracts for the Special List of Medic 
cines will continue on present conditions under a gentleman's agreement 
between the Department of Health and the Pha!ri1aceuti~al and Allied 
Industries Association until June 1970 or until the date of the intrQduction 
of the proposed new General Medical Services, whichever is the earlier. 

18 After the ope-rative date, contra~ts will not be made for the purchase 
of drugs and medicines by health board!? except for contracts to supply 
under the Prescribed List. The Prescribed List will be maintained for the 
hospital service but the Department undertakes that the range of products 
covered by it will not be materially changed and that any changes in it will 
be the subject of discussion with the Association, 
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19 The Department has indicated that; as a matter of policy, a system of 
depots for distributing drugs and medicines for the health services gen
erally will not be authorised or set up .. Under the ar.rangementsagreed in 
this memorandum drugs and medicines for these services will be supplied 
through normal trade channels to: 

(a) retail pharmacists {or ,general dispensing, to patients entitled to 
free drugs under the proposed new general medical service. 

(b) hospitals and hospital groups tor their own internal use, 

20 This memorandum will not prevent arrangements being made for the 
s,upply of immunising materials (e.g. vaccine lymph and poliomyelitis 
vacc'ine) for the public health service. ' 

21 The Department will give at least three months' notice <;>f the date 
fixed for'the commencement of the new arrangements. No disruption, in 
the contirlUity of supplies is envisaged in the interim period and orders 
received prior to the operative'date will be settl~d at pre-operative date 
prices. 

22, o'n the changeov~r being made to the arrangements agreed in this 
memorandum, the manufacturers' prices will be those ruling at an agreed 
date before the commencement of the scheme. Subsequent variations in 
price will be notified to the Department. In relation to any particular 
increase in price the Department will, if it thinks it necessary, seek from the 
firm concerned an explanation for the increase'. 

, " 

'23 Doctors will be free to prescribe the drugs of their choice to their 
patients. However, the Department reserves the right to influence the 
general prescribing habits of doctors participating in the health service. 

24' Individual members of the' Association and health boards, will be 
bound by the terms, agreed between the Departme,nt imd th'~ Association 
and no other arrangements for the supply and distribution-of drugs and 
medicines will be authorised. -

25 Any difficulties over the interpretation of these agreed terms and the 
operation of this scheme shall be'settled between the Department"and the 
Pharmaceutical and Allied Industries Association Limited:, 

July 1, 1969. 
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APPENDIX V 

HOSPITAL QUIESTIONNAIRE 

Hospital 

Contact 

1. 'What was your total purchases of drugs and medicines, 
excluding blood and gases, for the year 19787 

2. What was the average overall discount earned on the 
above purchases? 

[ 

[ 

3. Please list the suppliers who accounted for the purchases in 1 above. specifying: 

(a) Name and address of each supplier 

(b) Total purchases for 1978 from each.supplier 

(c) The number of orders placed with each supplier for 1978. 

If purchases from a supplier have been. supplied from different depots these should be 
shown separateiy if possible. 

4. Please give the following analysis of the top 200items used in 1 above forthe year 1978 on 
the attached form. 

(a) Item name 

(b) Manufacturer 

(c) Generic/Proprie.tary 

(d) Supplier's name and location 

(e) 'Annual quantity purchased' 

(I) Unit cost 

(g) Total annual cost of each item 
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APPENDIX· V/2. 
ANAL VSIS OF TOP 200 ITEMS USED IN 1978 Hospital. .. 

Generic I Proprietary- Annual Qty. Total 
Item Name Manufacturer Suppliers' Name & Location Purchased Unit Annual Cost 

Please Tick in 1978 Cost fer 1978 

: 
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APPENDIX VI. 

I:'HILLIPS & DREW 
Lee House, London Wall, London EC 2Y 5AP' 

PHARMACEUTICAL RESEARCH 
December 14,1979 

PHARMACEUTICAL WHOLESALING 
Since the pharmaceutical wholesalers' decision to abandon resale price 
maintenance (RPM) or. ethical drugs, the wholesaling industry has moved 
into a new, highly competitive and aggressive environment. Within the 
last two years, all the major wholesalers have followed the lead of their 
smaller competitors and now offer substantial discounts to retail chemists 
on all medical supplies. Although this departure f~om R~M is still to gain 
official approval, there seems to be little that any authority can do to 
restore it. A number of drug manufacturers. have attempted to enforce 
RPM by reducing discounts available to wholesalers or cutting off supplies, 
but to little effect. The British drug industry has now accepted.~he death of 
RPM. 

The effects of the move to a free market have not completely filtered 
through in terms of the published results of the wholesaling companies. 
Indeed we expect a significant reduction in trading margins and profits for 
certain groups during the next two years. 

Five major companies account for roughly 70 per cent of the total phar
maceutical wholesaling market in 'the United Kingdom. Vestric, a wholly 
owned subsidiary of Glaxo, currently has the largest market share although 
this share has been declining during the last twelve months. Vestric was 
one of the last of the wholesalers to accept the breakdown of RPM and this 
is probably the main reason for its recently declining volume. 

By far the most successful wholesaler, in terms of sales growth, has been 
the co-operative, UniChem. Although UniChem provides a national serv
ice, it operates from only 12 depots (less than a third of the number 
controlled by Vestric, but its volume is only 25 per cent lower than Ves-
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tric's). The Society's membership has again increased in the current year 
and this should be reflected in another gain in market share. Barc/ays has 

,the smallest share of the wholesaling market of the five companies 
reviewed and in the cu~rent year has closed several distribution depots. 

The two listed companies, Macarthys and Sangers, which have notably 
dissimilar profit and earnings records, control about 20 per cent of the 
market between them. Both these companies have been diversifying into 
less competitive, higher margin businesses for some time, but pharma
ceutical wholesaling is still their major source of sales and profits. 

Sangers has recently repOr1ed poor interim results and has indicated that 
trading conditions will be even more difficult in the second half. Although 
the company's share price has been anticipating poor resul,ts for some 
time, the shares still look vulnerable in the short term on our forecasts, 
with a PIE some 50 per cent above 'the market. However, the recent 
extensive reorganisation should lead to better longer term growth and 
probably justifies holding the shares for income purposes with the yield 
cu rrently double the average at 14 per cent. 

'We expect Macarthys to continue to gain market share and, although 
margins may well suffer a further fall, the higher sales should enable the 
group to report broadly maintained profits in the current year and a.n 
improvement in 1980/81. On ou';' ,forecasts, prospective PIE mUltiples are 
around average and the yie~d is above the market. This seems an unde
manding rating for a group with such a good growth record and strong 
balance sheet, but the' shares may do little ahead of the expected disa'p
pointing interim results in January. 

Richard Hannah 
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THE MARKET 

The goods distributed by pharmaceutical wholesalers can be split into two 
categories, medical (ethical drugs requiring prescription, generic drugs, 
surgical, etc) and over-the-counter (OTC) consumer products. The size of 
this wholesaling market is particularly difficult to determine because of the 
unclear distribution boundary for 9TC prodl;lcts, but we estimate that the 
current size is about £800-850 million per annum .. 

. Most of the wholesalers' busine~s is directed at independent chemist 
shops, hospitals and as a back-up service to chemist chains who have their 
own internal distribution service. The pharmacist orders stock normally 
over the phone, although increasingly by using computerised. systems 
supplied by the wholesaler, and can expect about three 'de(iveries a day 
from his principal wholesaler. 

The number of independent pharmacies has declined dramatically over 
.the last 25 years from 15,300 in 1955 to around 9,600 now and roughly two 
thirds of these shops have less than 400 sq ft of selling:space. During the 
same period, chemist chains, particularly Boots, have shown strong growth 
although much of this has been completely non-medically based (OTC 
sales now account for 85 per cent of the retail turnover of Boots). 

The split of turnover of wholesalers is roughly 70:30 (medical: OTC) in 
value terms. On the medical side, the NHS is virtually the sole buyer, with 
the exception of a small pr.oportion of. private prescriptions. The current 
NHS remuneration system allows pharmacies a return on capital employed 
of 16 per cent although this system has proved inadequate in recent years. 
The Pharmaceutical Services Negotiating Committee (PSNC) has recently 
recommended that the return on capital employed should. be 2~ per cent 
above the clearing banks" base rat~ and provide a "pure profit" margin of 
2 per cent. . 

The number of prescriptions dispensed has risen at an average annual rate 
of 1 ~ per cent, as shown in Table 1. However, the value oJ these products 
has grown at a rate of about 15 per cent per annum which ideally should 
have been reflected in the wholesalers' medical profits growth. We esti
mate that Boots dispenses roughly 15 per cent of the United Kingdom total 
prescriptions (ie about 20 per cent excluding hospital business). Hospital 
business currently accounts for less than 20 per cent of the total pharma
ceutical sales to the NHS .. 
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Table 1. Prescriptions dispensed in the UK 

No of prescriptions % change 
Year ." (m) " , (annual) 

, 1967 ·309.7 +3.4 
1970 ' 306.0 -0.5 
1973 324.7' +2.9 
1976 360.9 ' ;1-4,2 
1977 363.5 +0.7 
1978 378 +4.0 

-" 
Source: OHS & DHSS. , 

Total cost of 
; prescriptions Em ' 

%ch~nge' 
·(annual) 

169 +5.8 
' 245 - +11,4 

'307 +10.8 
562 ' +24.1, 
689 +22.6 
818 +18,7 

'~, . ' :·1 

Prescriptions per 
capita 

5:5 
5'.8 
6.4-
6.5 
6,8 

The other side of the busi~ess, otc p~6ducts, does not enjoy the cI~sed 
market co-~ditions of thc'me'dical side. the intru'sion of supe'rmarkets into 
this field may well be one of the reasons for the large n~'mber of closur~s 
of independent retail pharmacies. 
Within the OTC category there are various differemt classes of products. 
(1) P-medicines-non-prescribed preparations which are sold orily in'the 

. pharmacist's-certain cough mixtures, etc. (2) General sales Ii~t (GSL) 
products-traditionally chemist stocked products-mainlyp~oprietarY 
non~ethical medicines. (3) Highly competitive' consumer 
products-toothpaste, shampoo, etc. The first category accounts for a 
fairly small percentage of the total sales of retail chemists at present. 
However, new legisla~ion which will take effect in February 1980 will 
reclassify a large number of second category produ~ts ,into the first. 
Outsid~ competition has' hit hardest ~t the unprqt~cted second and third 
categories. Within'the second category, about 30 per'cent of the manufac
turers' sales pass through the pharmaceurical wholesalers with 30 per,cent 
going direc,tly to Boots and t~e Co-op and mughly 10 per cent to the retail 
c~emist. Sup~rmarkets 'now control the ~onsumer product business a~d 
account for around 70 per cent of the toothpaste market and 55 per cent of 
the soap market. The gmwth of the toiletries market has been strong over 
the last decade as indicated in Table 2. 

Table 2: Wholesale Price Indices for Toilet Preparations 

Year· 
Index (1975 - 100) 
Toilet Preparations 
Shampoos 
Make-up 

'First half only. 
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1974 1975 

83,3 100 
84.7 100 
87.6 100 

Source: Business Statistical Office 

1976 1977 ,1978 

115.4 133.3 '147.0 
118.8 1,40.7 156.7 
'115.1 131.0 146:0 

1979" 

160.0 
175:1 
156.5 



Resale Price Maintenance 
When "recommended retail price" was s\Jbstituted for RPM for most goods 
in 1964, it was con~iqered advantageous to retain RPM on ethical drugs to 
ensure, a· good quality service for the consumer,., However, some of the 
smaller wholesalers began effectively,to break RPM by employing various 
techniques such as allowing large discounts on OTC products against total 
order value'or by offering extended credit terms., 
During the last two years, almost all of the large wholesalers ~ave also 
abandoned RPM in order to reta,in,competitive~ess. It ,is st,ill, a matter of 
dispute, betweenJhese businesses whic,h, was the fir.st to breach th~ formal 
guidelines of RPM, but all are now,prepared to admit its death, The result 
has been a substantial reduction of margins within the.wholesaling indus~ 
try which we, expect to continue. Several drug, manufacturers have 
attempted to enforce RPM with little effect. In particular, M'erck, Sharp and 
Dohm~ cut discounts to wholesal~rswhen Merck'~ di~ect discounts to th'e 
pharm~cy becam~ less attractive tha~'thoseof the wholesalers. At present 
there are various legal battles in progress to resolve this type of problem 
and the National Association of Pharmaceutical Dist'ributors is 'mak'ing use 
of EE~ laws to supp'ort the wh6iesalers' case. ' 
The major beneficiaries of the wholesalers' decision'toabandon RPM have 
beer-i't/ie independent retail chemists. In fact the PSNC estimate that it is 
now'common forrc'tierilists to obtain discounts of 10 per' cent on all 
purchases from a single wh'olesaler over the first'£1,000 per month, for 
nornu;i 'credit terms'. Ass'uming an Qverall discount of 5 'per cent; given 
that chemist ca"rmot deal exclLisivelywiih one wholesaler, this compares 
very favourably with the present NHS remu'nera'tion discount of only 1.1 
per cent, At the'expected ingredient costs of £650 million in 1979, this 
represents a'n over-reimbursement of about £25 million a year. This implies 
that the extra sums that pharmacies are currently receiving by way of 
wholesale 'discounts may be more than sufficient to' 'make up for the 
inadequacy of the presentNHSprofitmargin. . ' 

Changing Tr~ding Conditi~ns ' 
The major wholesalers are atte,mpting to improve 'effiCiency' in a number 
of '!'lays to enable them to continue to offer competitive discounts to the 
chemist shops; ~irstly, 'there has been. a move to stop di,stribution to 
pharmacies witl), small account values which are novy unprofitable. These 
accounts are worth less than about £500 per ,month (normally implying 
that the wholesaler is about the third preference of the chemist) compared 
with £3,000 per month for the average wholesaling order of a pharmacy. 
This,trend is particularly hitting the large chains who use the pharmaceut
ical wholesalers a,s a back-up service for products out of stock_at their own 
depots. 

103 



Wholesalers are also rationalising their distribution networks in ,order to 
I improve effiCiency. Bar~lays & Son have closed five of their depots so far 

this year, Sangers closed two last year and Macarthys have Closed one. 
, This ratiOnalisation is certain to continue during the nextJew years because 
at present there are 'only about 60 retail chemists to every wholesaling 
depot throughout the UK. Discounts have now made it more profitable for 
the chemist to channel as much Dusiness as possible through one whole
saler, but it is virtually impossible for a chemist entirely to use one 
wholesaler because of Ibcal drug supply problEirris, Accordingly, the whole~ 
salers are undergoing a fundamental shift'in their marketing techniques 
towards providing a complete service package for the retail chemist. They 
are also offering pharmacies the use of the sophisticated computer order
ing'and stock control systems and some offer such services as pre-delivery 
pricing of goods. Computer services, such as terminals installed in indi
vidual pharmacies, are'likely to become more common oVer the next few 

, years and will lead to a more efficient wholesaling service, 

Ou,lookfor Wholesaling , ' 
We expect competition to increase in the next few years as ~he full effect 
of non-RPM trading continues to filter through ieading'to a further fall ir;l 
trading margins~ This will continue to make market conditions for whole
salers very difficult until at lea~t mid 1981, Already there ,is little, ~oodwill 
left in the business and most pharmacists will buy from whichev,er whole
saler offers the best discounts, It seems inevitable that the quality of 
service ~ffered will suffer, ,over the 'longer term~ It also.s~e~s likely that a 
number of the smaller. and weaker wholesalers may withdraw from the 
trade during this period and,leave the stronger gn)ups with a larger market 
share. In addition to the expected reduction in margins, there a,re a number 
of other factors which give cause for concern. 
On the medical side, the most worrying factors result from the present 
Government's policy to cut public spending, Prescription charges which 
rose from 20p to 45p in June are due to rise again to 70p in April 1980 and 
this may deter patients from seeking less-essential drugs, However, his-

, , 

torical evidence suggests that when prescription charges have been 
increased (in 1961, ~ 968 and 1971) althou'gh' there has been' a reduction in 
the number of items'dispensed, the consumer has tended to buy more 
OTC medicine in 'substitution. It is important not to over-estimate the 
reaction on the wholesalers of this 250 per cent'increase in prescription 

, , 

charges and it should be remembered that due to'the large number of 
exemptions,in fact only 37 per cent of the prescriptions dispensed bear' 
charges 
A more fundamental concern is the conti~uing pressure on GPs to pre
scribe less. However, this pressure has existed for a number of years with, 
to date, a total lack of success, In fact the number of prescriptions per 
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person in the United Kingdom per annum has risen from 5! in 1970 to 6~ 
in 1977. 
Any reduction in the number of items prescribed would have a larger 
impact, on the independent chemist. than just the loss of the dispensing 
business. Surveys estimate that roughly 20 per cent of prescription cus
tomers make an OTC purchase during the fiye minutes (or so) dispensing 
period. It is also estimated that prescription customers account for about 
70 per cent of impulse buys at the chemist shop. 
Another policy designed to reduce NHS expenditure is the recommended 
shift, particularly in hospitals, towards prescribing generics. Generics .are 
the unbranded drugs, which often retail at less than half the price of the 
well-known branded ~quivalent and currently they hold around 10 per cent 
of the British drug market. However, the wholesaler's margin on these 
drugs are at present substantially higher than the branded-type and any 
shift toward~ gene~ic prescribing would, in the short term, probably benefit 
wholesalers. 
The graph below indicates one of the most worrying features of. the level 
of dispensing during the last few months. July, August and September 
this year were all poor in term of the number of prescriptions dispensed. 
In fact, the volume of drugs dispensed actually fell in two of these months 
over the comparable period last year. Two factors may explain this slump 
in demand; the rise in prescription charges in June and a very low level of 
sickness in the United Kingdom. However, indications are that this fall off 
in demand has been restricted to this three months period and wholesaling 
figures for October and November should be considerably better. 

M 
NO. OF PRESCRIPTIONS DISPENSED 

28 

27 

26 

25 

24 

1977 1978 1980 
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Outside competition on ·the OTC side of the· business seems certain to 
increase. The faster turnover, lower wage costs and massive buying power 
of the supermarkets leaves them in a very strong position to increase their 
market share. Recenryears ha've also seen:the strong groVl1h of "chemist
product" chains such' as "Superdrug"· which offer a relatively small number 

I of consumer product lines at very competitive prices. We expect the 
consumer buying shift from the chemist to the supermarket to continue, 
which will result in the independent chemist ,shop becoming even more 
reliant on the "impulse buys" of prescriptio'n customers. 

The outlook,for the next two years is further depressed by our expectations 
for consumer expenditure which we see falling in volume terms in 1980 as 
shown in Table 3. In the past such a slump has had a lesser impact on 
chemist business, but coupled with the expected continued high interest 
rates the outcome may be more severe. Chemists may attempt to'reduce 
the fin~ncing costs of. working capital, in particular stock levels, and 
ultimately this could result in more closures. In·this case wholesalers 
wOl:lld experience a slump in sales which, when operating on the currently 
inflexible margins, would be reflected directly in profits. 

'Table 3: Outlook for C'onsumer Expenditure et 1975 prices (P" D estim~tesl 

Period 

1978" (ii) 
1979" (i) 
1979 (ii) 
1980(i) 
1980 (ii) 

"Actual. 

Consumer Total Expenditure (£10m) 

1688 
1744 
1780 
1725 
1708 

- %Change 

+5.9 
+5.8 
+2.5 
-'-1.1 
-1.3 

At present, the pharmaceutical wholesalers' main market, the retail chem
ists, are looking more healthy than they have for some time. The removal 
of RPM has directly transferred profit from the wholesalers to the chemist 
and this should slow the trend in recent history of a large number of 
pharmacy closures and thus protect the wholesalers' market from further 
decline. For the who,iesalers that survive the next fe,w years, the longer 
term outlook seems to be more encouraging. 
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0 
<Xl 

Company 

Year End 

No. of employees 1'000) 
Sales/employee £'000 
Profit/employee £'000 

Market Factors 
Market Capitalisation £m 
Asset Value p 

'8 year growth. 
tBefore allocation. 

Macarthys 

30 April 

2.9 
41.0 

1.3 

15 
139 

#After charging 10'¥ointerest on inter-group loan (estimated). 
ttEstimated. 
"In September 1978, has been reduced to around 28 at the current time. 
##1 13p including Optician Practice goodwill. 

Sangers Vestric (;niChem 8arclays 

28 February 30 June 31 December 30 April 

2.4 2.5 1.6 1.0 
40.9 64.4 61.9 62.0 

0.9 2.0 i6 0.6tt 

6 
89## 



Table 4 lists the-estimated market share of the pharmaceutical wholesalers 
covered in this review. 
Of these companies two are quoted, Macarthys and Sangers, two are the 

- subsidiari~s of quoted companies, Vestric (parent Glaxo) and Barclays 
(parent Dixons) and UniChem is a co-operative. There are a number of 
noticeable similarities and differences between these companies. 
In the balance sheets, stock normally accounts for roughly 90 per cent of 
the capital employed and relief in respect of this high level of stock 
accounts for the near-zero tax rate of the wholesaling industry. The major 
wholesalers carry around 18,000 lines in stock,and the balance sheet sto~k 
level is turned over around eight times a year. 
In the latest available accounts Vestric stands out as the only wholesaler 
to have more debtors than creditors. For the others, an overall substantial 
reduction in debtors has resulted from the wholesalers new discount policy 
which allows a certain level of discount provided the account is settied 
within one month. 
Most of the wholesalers have a (ethical: OTC) sales ratio of about 70:30 
but over the nex~ few years we expect this split to beco'"!1e more balanced. 
Perhapsthe most significant difference is the sales per depot figures whi~h 
range trom UniChem's £8.3!11 to Sanger's £2.6m. -

MACARTHYS PHARMACEUTICALS 

Although the outlook generally in the wholesaling market is -depressed 
over the next two years we expect Macarthys Pharmaceutical distribution 
division to be less affected than many of its competitors. This, coupled 
with the expected continued strong growth from the group's other activi
ties should result in pre-tax profits being broadly maintained in'the current 
year 'after the-expected first half fall. The diluting effect ofthe rights issue 
will lead toa fall in earnings, giving a PIE ratio of no more than the average. 
The forecast of an at least maintained dividend leaves the yield some 10 
per cent above average. Despite the general concern for companies 
involved in pharmaceutical, wholesaling, this rating seems undemanding 
for a group which has such a good earnings history. However the share 
price is unlikely to show significant movement ahead of the interim results 
in January. 
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Tabls.5: Evaluat~on 

.. 
~t 114 1979 1.980 1981 

Actual Forecast 

Publishe~ Earnings p 33.3 34.0 . 36.0." 

P&D Earnings p 16.0 15:2' 16.8' 
PIE Ratio 7.1 7.5 6.8 
P/EFoelative' 88 ' 101 102 
Cover ,2.6 2.3 ' 2.3 
Dividend 9.4 I 9.4' 10.5 
Yil1ld'% 8.2 8.2 9.2. 
Yie.ld Rela1ive 130 '110 108 

·Time.weighted shares ranking 1979-:-10.5~, 198Q--12,3m, 1981-13.2m. 

Activities' , 

Pharmaceut'ical wh.olesaling of tlie group's principal sales and profit gen-' 
erator accounting fori2 per cent sales and 64 per cent of profits in the year 
ended 30 April 1979. The wholesaling operatiori is based from 22. depots 
and the company has the reputation of being particularly strong in the 
ethical busihess and a significant amount (around 15 per cent) of the sales 
are made directly to hospitals, 

The group began offering discounts on ethical products 'in order to retain 
competitiveness in June 1978 and during that year pharmaceutical who
lesaling turnover increased by 34 per cent. Macarthys operates one of the 
best computer ordering systems 'available to the retail chemist and th,is 
may account for some of the group's recent gain of market share. 

Within the pharmaceutical distribution division the group also operates an 
agency com~dny, Farillon, which accounts for roughly 10 per cent of 
division's, total turnover. This agency acts on behalf of certain manufac
turers bydistributi~g their (normally ethical) products- th roughout· the 
United Kingdom wholesale network. Although profits only rose by 2 per 
cent last year, this business seems well placed for expansion during the 
next few years. 

Macarthys, operates very. successfully in'a number of other fields, the 
principal one being the retail chemist chain, Savory & Moore. This chain 
of 64 pharmacies, which are ,located in the SOLith of England; accounts for 
12 per cent of.the ,total tur.nover. Only about 8 per cent .of the 'group's 
wholesaling busin'ess goes directly to the S&M division. It is interesting to 
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note that the sales split of medical :OTC is 45:55 compared with Boots' 
15:85. In the past S&M has shown a higher'rate of growth than Boots and 
the trend towards a greater proportion of OTC sales should continu'e to 
produce good turnover growth. 

Other areas of activity which have high growth rates are the Veterinary 
and Surgical divisions. The 52 per cent sales growth in the Veterinary 
division in 1978179 was helped by the acquisition of Dales Pharmaceuticals 
in July 1978 although most of this increase was internally gener~ted. The 
surgical division tends to specialise in the manufacture of· the less com
petitive, more specialised areas of neurosurgical, ophthalmic and mic::ro
surgery instruments. The group is now planning to install a computer to 
handle the rapidly increasing sales more efficiently . 

. Price Relative 
. MACARTHY'S PHARMACEUTICALS 

20 

1973 1974 1975 1976 1977 '1978 1980 

The group's smallest business is pharmaceutical manufacturing. This 
division's principal product is used in renal dialysis units throughout the 
country. The group supplies 2,000 houses directly (about 90 per cent of 
the.£l million per annum United Kingdom market). Although this division 
normally enjoys the highest margin. within the group, the reorganisation 
currently taking place is reducing profitability. 
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Table 6: Record 

Year to Apri/30 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 Trend 

Turnover 21.9 23.9 27.2 31.8 36.8 46.1 60;2 74.0 90.4' 11.9 +22 
Pre-tax Profits 0.4 0.7 1.1 1.3 1.4 1.6 2.5 2.9 3.2 3.8 +23 
Margin % 2.0 3.1 4.0 4.3 4.2 3.9 4.3 4.1 3.8 3.5 
Earned on cap % 12.4 20.8 28.2 31.6 2.8.9 28.3 31.7 29.9 26.3 24.3 
Tax % 45 40 40 41 50 50 50 50 50 53 
Earnings p* 1.9 4.2 6.8 ·8.2 7.3 8.2 11.0 1'2.8 14.3 16.0 +17 
Published.Eps p* 2.0 4.2 6:7 8.2 7.1 10.7 19.4 -19.6 2.0.7t 32.0t +31 
Dividend p* -1.4 2.0 ·3.3 3.4 3.8 4.5 5.2 5.6 6.3 : 

* Adjusted for 1-4 rights issue- August 1979 tSSAP15 

A divisional split of the group's activities is given in Table 7. 

Table 7: Activities Breakdown 

[million 

Pharmaceutical Manufacturing 
Pharmaceutical Distribution 
Surgical 
Retailing 
Veterinary 

Total 

Less: Internal sales and 
unrealised profits 
.Group management and 
Staff Bonus 

Total 

Record 

1978 

2.8 
70.4 
8.7 

11.8 
5.9 

99.6 

(9.2) 

90.4 

Sales 

1979 

2.9 
94.6 
10.4 
14.1 
9.0 

131.0 

(120) 

119.0 

Pre'tax Profits 

1978 1979 

0.2 0.1 
2.4 3.0 
0.5 0.5 
0.6 0.6 
0.4 0.5 

4.1 4.7 

(0.1) 

(0.8) (0.9) 

3.2 3.8 

8.9 +17 

Margin 

% 
1979 

5.0 
3.2 
4.6 
4.3 
4.9 

3.6 

The company has a good record of uninterrupted growth in sales and 
profits over the last ten years as shown in Table 6. The return on capital 
has been consistently high. but it is interesting to note that both the profit 

. margins and the return on capital hiwe fallen in the last three years. 

Year to Apri/30 

Salesfm 
%'change 
Pre-tax profits'fm 
% change 
Pre-tax margins % 
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Table 8: Forecasts-Half Yearly 

1979 
1st 2nd 
-Actual-

55.6 63.4 
+28 +35 
1.85 1.93 
+25 +12 
3.3 3.0 

Ui80 
1st 2nd 

1981 
Total 

--Forecast--

66.5 75.0 175 
+20 +20 +20 
1.7 2.1 5.0 
-8 +9 +14 
2.6 2.8 2.9 



Divisional Split £m 7979 7980 1981 
Actual Forecast Forecast 

Pharmaceutical Manufacturing 0.1 0.1 0.2 
Pharmaceutical Distribution 3.0 2.8 3.1 
Surgical 0.5 0.5 0.6 
Retailing 0.6 0.8 0.9 
Veterinary 0.5 0.7 0.9 
Management/Bonus (0.9) (1.1) (1.2) 

Total 3.8 3.8 4.5 

Distribution margin % 3.2 2.5 2.4 

Forecasts 
All the major wholesalers are now operating on a non-RPM trading basis 
for ethical drugs and any new business is likely to be generated by the size 
of discount offered rather than the quality of service provided. With this in 
mind, it seems unlikely that the pharmaceutical distribution division will 
be able to continue to grow in profit terms during the current year. 
Nevertheless, we expect the wholesaling division to continue to gain 
market share at the expense of margins. After allowing for inflationary 
sales growth, we expect wholesaling turnover to increase by 20 per cent, 
but with distribution margins falling to 2.5 per cent. By 1981 margins 
should begin to stabilise, perhaps even improve, as competition slackens 
off. 

The group's other activities are all expected to show an improvement for 
the year. However, the manufacturing division growth will be held back in 
the current year by the delayed factory rebuilding work. In the longer term, 
the division has three new products which are currently undergoing clinical 
trials. 

The retailing interests should show a better rate of growth than last year 
when profits only rose 2 per cent. The group has added two more shops 
to the chain in the current year and expect to own another four by the year 
end. The group's retailing policy is to shift toward larger shop units and to 
dispose of the smaller shops (unless they are he.avy dispensers). 

The group's veterinary and surgical business should continue to show 
good growth in both sales and pre-tax profits in 1979/80 and 1980/81. 

The £3 million rights issue should result in a reduced interest charge in the 
current year and although no profit forecast was made at the time of issue, 
the company indicated that the dividend would not be less than 6.5 (net). 
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Finance' 
Following the rights .issue in August 1979 the balance sheet will have 
altered quite significantly from the year-end figures .~ho~n in· Table. ~. 
Assuming no significant.increase in.thelevel.of stocks' or·a,'shift. i~.t!1e 
debtor and creditor I~vels, gearing would be reduced from J9 per c~nt to 
around 6. per ·cent. However, with sales increasing at an expected ~2 p~r 

. cent this.· year, stocks could r;ise, to· around,£22 ·million ,!nd effectiv~ly 
swallow up the rightsissue.reyenue.· , ". 

Table 9: Balance Sheet 

30.4.78' , 30.4.79 30:4.79 
£;m £m % 

Ordinary shares' 2,1 .. ·2.1 11 
Reserves 9.8 12 .. 5 64 
Prefe'rence 

~. 

0.7 0.7 '4 
Deferred Tax 0.6 0.5 2 
Bank Overdrafts· 4.0 3.B 19 

:17.2 19.6 '100. i 
FixedAssets 3,4 :3.9 20 
~tock 13.B .18.0 92 
Debtors·Creditors 0.6 (1.4) . ':l~i . Tax ~nd divs payable (0.6) (0.9) 

17.2 19.6 100 

·Including Acceptance Credits. 

Although the groupgeneratedasmall cash surplus in 1979 'we expect a 
fairly large deficit in 19~O, as shown in Table 10. The forecast defic!t will be 
mo~e than offset by the rights issue proceeds arid geari~g should reduce 
to around 10 per cent. 

Table 10:C8Sh Flow . 
" 

Em· " , ,. .1979 '1980 
Actua/ .. Forecast 

Pre-tax Profit 3.8 3.8 
.' 

Depreciation 0.7 0.7 
Disposals "0.4 0.5 

4.9 5.0, 

Capital Expenditure ' . 1.B 2:0 
Stock 4.2 4.0. 
Other working capital '(2.0) , 

Tax & Dividend 0.8 1.0 . 

4~8 . 'io 
Surplus ,. 0:·'- (2.0)' 
Rights issue' - 3.0 
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. THE SANGERS GROUP 
-,.' 1. ~ , 

. , 
.';,1 _ • 

. Despite the;poor. outlook: for profits in the current year, the group seems 
to' be taking' positive ·action·:tb reduce its dependence on pharmaceutical 
wholesaling and1weexp'ec"t some recoveryiil profitability in' 1980/8~, 'as 
the optics ·division gains importance: The"prospeCtive PIE multiples are 
'above 'average and this suggests 'that-'the ~shares 'arestill'Qvervalued, 
pa~icularly bearing in mintj the group's·pasUecord. However; on balance, 
the longer term growth ·prospect.s and the current high yield seem to 
compensate for th.e poor short term prospe'cts. . • .. , 
, . . . ~. 

A~·' ~. ' •• 

-
Table,11: Evaluation 

At64p ,'" '1979 . . )98..0. 1981" 
Actual Forecast 

Published Earnings p 21.8 11,5 17:0 
" . 

P&D E~~~ings p 10,3 5.5 8,0 
PIE. 6.2 11.6 8,0 
PIE Relatiye 75 151 116 
Dividend 9,2 9.1 9.1 . 

Cover 1.6 0,9 1,3 
Yield 0/.- 14.4 14.2 14.2 
Yield Rel~tive 240 190 170 

to, -

Activities 
70.per cent of the group·'s·turnover is accounted for by pharmaceutical 
wholesaling. Unlike it competitors, Sangers does not provide a national 
service, but. concentrates on the southern half of England, Wales, .Black
pool, West Manchester'and. Northern.lreland. Within these:areas, Sangers 
hold a relatively high. pe~centage' of the local. market, but on a national 
basis the group has about 9 per cent of the market. 

Sangers was one of the last wholesa'iers tOaban,don RPIVI·in September 
1978 arid as a res~lt'19stmarket·stia·re. It now allows pharmacies a 10 per 
cer;Jt discount on all go<;>ds .over £1,000 per month for accounts settled 
~ithin;30 days' an'd7 per ce~t 'for' 60' days. The gro~p ~p~rate'a~ 6ff-li~e 
co'mputer which is bel.ie~ed to be less efficient than several of its'compet
itors' systems and this may have beenanot~er tactor contributing ,to th'e 
loss in market share suffered during the last few years. 

'In addition to the wholesaling business, the group also owns a rapidly 
expa':ldin.!:l.chai':l of ,retail optician practices., The group currently has 66 
practices which is roughly three times the number operated two years 
ago. Althougiithr gro'up's shops account for only 1 per cent of the United 
King~?m .op,tions' "doo.rs': in terms of sales they hold 3~ per c~nt of the. 
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United Kingdom market. Sangers is particularly well represented in the 
higher margin contact lens field in which they estimate their sales account 
for 8 per cent of the total. The level of competition in retail optics in 
minimal in comparison with the group's major activity. It is interesting to 
note that of the 6,000 practices in the United Kingdom, 5,000 are run by 
their owners and a large number of these do not achieve the level of sales 
of the average Sangers' outlet. 

In the United Kingdom, the largest retail optician chain, Dolland and 
Aitchison (a subsidiary of Gallaher Ltd) achieves a profit margin of around 
20 per cent on its 300 practices. This company's average practice's sales 
was around £0.1 million in 1978 although the United Kingdom average is 
only £0.02 million. 

Price Relative 
SANGERS 

100 

80 

60 

40 

20 

1973 1974 1975 1976 - 1917 1978 1979 

Sangers is the largest independent photographic wholesaler inthe United 
Kingdom with sales of roughly £10 million per annum. Although the gross 
marg'in is 'Iower than t-he pharmaceutical wholesaling business at a net 
level the ratio is significantly higher . 

. _ Other interests include food distribution, both wholesale and retail, under 
the VG flag, in Northern Ireland. The group owns an agency company 
which promotes and distributes -pharmaceutical and food products in 
Northern Ireland, and an agency business is also being set up inJhe United 

Kingdom .. 

Our ~stimated divisional split for the last two years is given in Table 12. 
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Table 12: Estimated Divisional Split 

Sales Profit Margin 
fm 1978 1979 1978 1979 1979 

Pharmaceutical Wholesaling 66 70 1.7 1,8 2.6 
Retail Optics 
Photographic Division 
Other 

Total 

TiJrnoverEm 
Pre-tax Profits Em 
Margin % 
Earned on Cap % 
Tax charge % 
Earnings p 
Diviqends 

·11.6p on nil basis. 

Rec~rd 

1 (0.1) 0.1 15.0 
8 10 0.2 0.3 3.0 

15 14 (0.1 ) 

91 98 1.7 2.2 2.2 

. Table 13: Record 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 Trend 

23.3 27.4 31.3 37.5 47.6 
0.81 0.89 1.22 1.56 -1.47 

3.5 3:3 3.9 4.2 3.3 
20.3 17.5 20.8 26.4 25.3 

48 41 41 40 45 
6.3 8.1 11.3 ;4.8' 11.9 
3.0, 4.3 6.2 1,.0 7.0 

55.4 65.1 80.5 
0.92 1.88 2.44 

2.0 3.1 3.1 
16.0 24.3 28.4 

55 55 53 
5,8 10.8 13.3 
7.0 8.1 8.8 

90,8 
1,64 
2.0 

18.3 
54 

8.5 
8.7 

98,2 
2,17 
2.2 

18.5 
57 

10.3' 
9,2 

+19 
+9 

+2 
+9 

Although·the group has shown good growth in sales during the decade, 
the profit record has been somewhat volatile and the increases in share 
capital over the period have resulted in only 2 per cent per annum growth 
in earnings per share. 

The group has experienced a number of profit setbacks during the last ten 
years. The most. severe happened in 1975 as a result of the poor tr~ding 
conditions created by the three dayweek. The drop in profitability in 1978 
was exaggerated by an exceptional reorganisation cost of £0.2 million. 
Nevertheless, the group was not prepared for the intensely competitive 
conditions and this was reflected in profits. 

28 February 

Sales Em 
% change 
Pre,tax,Profits Em 
% change 
Pre-tax margin % 

~_'_' ___ '_':" _,r!'" _ .. ' • ~. , .• _ •• _._._._. _____ ,. 

Table 14: Forecast-Half Yearly 

1979 1980 
--Actual--

ii 

49 49 55 
+9 +-7 +12 
1.0 1.2 0:6 

+23 +40 -40 
2.1 2:4 1.1 

1981 
--Forecast--
ii ii 

55 60 63 
+-12 +12 " is 
0.5 0.8 0.8 

-58. +13 +60 
0.9 1.3 1.3 
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Forecast divisional split 1979 1980 1981 
Actual Forecast Forecast 

Pharmaceutical Wholesaling 1.8 0.4 0.5 
Retail Optics 0.1 0.4 0.6 
Photographic Division 0.3 0.3 0.4 
Other 0.1 

Total 2.2 1.1 1.6 

Forecast 
Sangers has been the first of the pharmaceutical wholesalers to suffer 
from the full effects of non-RPM trading. In the half-year to August 1979, 
the group reported profits 40 per cent lower than the comparable period 
at £0.6 million. The company also indicated that trading in the second half 
will be even more difficult than the first. 

Sangers is reviewing its method of pharmaceutical wholesaling in order to 
put it on a more profitable basis. Moreover, the group is currently installing 
an improved computer system which should be fully operational by April 
1980. These two factors should lead to a modest recovery in trading profit 
on the pharmaceutical side next year. 

During the first half the retail optics and the photographic divisions have 
continued to show growth, partially offsetting the decline of the wholesal
ing side. The group expects to be able to increase their number of optician 
practices to 70 by the year end and also expects budgets for these divisions 
to be exceeded during the year. In 1980/81 profits derived from these 
sources should increase again and lead to an overall recovery for the 
group. 

Despite the shortfall in profits, we expect the cash flow deficit to be fairly 
small in the current year. However, the interest charge may well rise again 
next year as a result of high bank base rates. 

Overall we expect a decline of 50 per cent in group profits in the current 
year, despite increased contributions from the retail optics and photo
graphic wholesaling divisions. In 1980/81, all the divisions should show an 
improvement to give a profit advance of around 50 per cent. 
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Finance 

Table 15: Balence Sheet 

February 28 .1978 1979 1979 
fm fm % 

Ord Capital 2.1 2.4" 19· 
Reserves 5.0 5.5 44 
prefer.ence " 0:6 0.6 5 
Deferred Tax 0.8 1.1 9 
Loan Capital 2.9 2.9 23 
Bank Overdraft 0.3 

,11.7 12.5 100 

Fixed Assets 2.9 ·3.2 .26 
Stock ... 8.4 11.3 90 

\ . 
Debtors'Creditors: 1.9 (1.6) (13) 
Tax& Divs . (1.6): (0.5) (4) 
Cash 0.1 0.1 1 

11.7 12.5· 100 
;\" 

A sigl')ificant reduct'io'n 'fn 'Hie 'Ievel'of debtors achieved d~ring 1978-79 
provided a shJall ca~hsurplus which reduced gearing fror:n 26 per cent to 
22 per cent. The g~oup- .ha~e indicated that it. is reviewing the level ,of 
stocks, and we expect only a small change during the year. This should 
cushion the short fall in profits and result in a small cash deficit for the 
year as a whole. There will probably be an increase in the level of debtors 
this year after the exceptionally low figure achieved in 1978/79. 

fm .. ,· 

Pre· tax Profits 

Depreciation' ' 

Disposals 

Capital Expenditure 

Acquisitions· . 

Stocks 

Debtors-Creditors 

. Tax & Divs paid 

. " 
Surplus 

Table 16: Cash Flow 

:\ .. , 

Ii' ~ 

·Optical Practices (cash element). . . 

'1979., 

Actual 

2.2 
0.4 

0.5 

3.1 

0.9 

0.8 

2.9 

(3.5) 

'1.7 

'2.8 

0.3 

1980. 

Foreca§t 

1.1 
' '0.5'" 

0.4 

2.0 

·1.0 

0.5 

0.5 
,1.0 . 

3.0 

t1.O) 
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UNICHEM 
.', ." 

Background . ~' . , ,.~' 

UniChem has shown by far the most impressive growth in the wholesalinCg 
sector over the last decade. Unlike any of its major competitors,itis run,as 
a Friendly Society, and only allows registered pharmacists to become 
members. Curren'tlY there 'ai'eover'4',000 members and each member must 

, ' ' 

hold 600 shares (bou,ght at the nominal price of (1) for one pharmacy, and 
more for each further,shop owned, up to a maximum of 5;000. The shares 
are non-transferable' and a leaving member sells his shares to the Society 
at the nominal value: 

One of the main attractions to pharmacists has oeenthe Society's ;'non
profit making" policy, although it does build up reserves which are not , 
~o~sidered tobe part of the shareholders' fund's. Th'e So~iety, unlike 'most 

, wholesalers, does not serV.ice dispensingGP practices'wh'ich are ~b'ounh-e 
'only form of competition for the ch~mists' on ,th~'ethical side' ~f the 
.:lbusi:ne'ss. . . .~'. ' .: : 

,; :, 

Record 
, , 

Up until the end,of 1978,.UniChem paid its members three "allocations" 
a year; based on the purchases made by that member during the year; In 
addition a,return of 1 per cent above MLR ()n'the share c?pital is also p~id. 
The sal~s system now adopted allows pharmacie's to deduct a certain 
percentage (currently ar.ound 10 per cent) for their total mon,thly bill 
provided it is settled within 30 days. This will have two noticeable eff~cts 
on the accounts: firstly the debtors less creditors item should move more 
negative as the pharmacies speed up their payments to ,qualify .for dis
count; and secondly we 'expect pre-tax profits to double to· £R8m in, the 
current' year because of larger allocations which are charged after 'the 
nominal tax charge (due to stock relief), 
Comparisons with the other wholesalers are made difficult by Uri'iChem's 
profit sharing scheme which distorts the trading margins (particularly 
since the new montlllya'liocations system has been'introducecj). We have 
included two margin figuresir:r Table '17, before and"after allocations, the 
comparable margin lieshetween these two figures (probably nearer the 
higher figure until 1978). 
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;'.,.. ~ .. 

Table 17: Record 

'Decimiber 31 1970 1971 1972 1973 1974 '1975· 1976 1977 1978 Trend 

Salesfm 7.1 B.4 9.9 14.5 23.6 36.1 53.3 72.2 99.4 +47 

Pre-tax Profits fm 0.2 0.3 0.6 1.2 2.1 3.3 4.2 +77 

Margins% 2.0 2.7 3.6 4.1 4.B 5.4 5.1 

Earned on cap % 49 4B 
Allocations fm --: .. 0,1. 0.1 .: 0.3 0.5 0.9 1.2 2.2 

Net Margin %" 1.4 1.B 2.5 2.6 3.1 3.B 2.9 

. Shares issued 0.2 0.2 0.2 0.3 0.4 0.6 0.9 1.1 1.4 , 

"after allocation. 

Table 18: Forecasts 

1978 1979 1980 
December 31 Actual Forecast Forecast 

No. of members '000 3.8 4:1 4.4 
Sales fm- . 99 135 175 
% change +38 +35 +30 
Trading Margin 5.1 7.3 7.0 
Net Margins" 2.9 1.3 1.1 
Trading Profit 5.0 9.B 12.2 

Interest O.B 1.0 1.2 
Pre-t~x 4.2 8.B 11.0 
% change +27 +110 +25 
Allocation fm 2.2 7.0 8.0 
Net Profit " 2.0' 1.B 2.0 

"after allocation. 

Sales and ·profit growth comes from three sources, membership expan
sion, (niflected by number of shares issued-running at 38 per cent per 
annum growth over the iast eight years). physical expansion and inflation. 
One of the factors that-has helped UniChem's past profitability has been 
their relatively small number of depots and a turnover per depot far in 
excess of any competitor. A not insignificant factor in' the Society's growth 
has been its most efficient computer facilities which are still well in advance 
of most of the systems offered by its competitors. 

Forecasts 
The Society is continuing to gain members and we expect to see another 
sharp rise in s<;lles in the curr,ent year. Profits will be probably more than 
double, but a similar steep rise in the level of allocations should leave net 
margirislowerihan 197.8, 
:Overall the Society seems very well placed to deal with the highly com
petitive trading conditions we expect ov.er the next few years, Its costs are 
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significantly lower than its competitors because of the small number of 
depots from which it services most parts of the United Kingdom. 'The 
Society will almost ,certainly co.ntinue to gain market share over the ,next 
two years. 

Finance 

December 31 

Ord Capital 
Reserves 
Loan Capital 
DeferredTax ' 
Overdraft 

Fixed Assets 
Stock 
Debtor's":"Creditors 
Allocations & Tax 
Cash 

Pre·t<!x 
Depreciation 
Disposals' 

Capital Expenditure 
Stocks 
Other Working Capital 
Tax & Allocations 

Deficit 

Tabla,19: Baianca Shaet 

1977 
£m 

1.1 
4.9 
1.9 
0:-1 
2.6 

10.6 

2,3 
8.7 
0,5 

(0.9) 

10.5 

Tabla 20: Cash Flow 

1978' 
£m 

1,4 
6.9 
3.8 
0.1 
1.4 

13.6 

3.0 
12.2 
(0.6) 
(1.0) 

13.6 

1978 
Actual 

4,2 
0.5 
0.2 

4,9 

1.3 
'3.5 
(1,1) 
2.1 

5,8 

. 0,9 

1978 
% 

.10 
51 
28 

.,' ·1 

10 

100 

22 
90 
(5)' ' 

'(7) , 

100 

"1979' 
Forecast 

8.8, . 
0,6 
0.1 

9.5 

1.5 ' 
3.0 

(1.0) 
7.5" 

11,0 

1.5 

We expect the Society to produce another small cash deficit in 1979. The 
gearing stood at 38 per cent in,the'1978 year end balance sheet and this 
figure.sh.ould rise again in the current year.; 
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, , " ',' VESTRIC·:. 
Background',' ,i, 

Vestric is currently the largest pharmaceutical wholesaler in the United 
Kingd9m, it supplies around 20 per cent of thE) total market. It is a wholly 
owned subsidiary of Glaxo and accounts for roughly 30 per cent of the 
group's external sales. However, at the profit level Vestric is far less 
significant to the group's overall perfor.mance. In the year ended June 
1979, Vestric contributed 9 per cehYofthe"tbtal'trading profit. 

Record"" _', " 
Table 21 gives a breakdown oLtheJast ten years of trading of Vestric. 
Trading profits have had 'aiunbroken groV\,ft~ record with the exceptio"n'of' 
1979 when they suffered a ',4 per cent fall. In 1979, £20 million (about 5 per 
cent) of Glaxo sales went directly to Vestric. We believe that the two 
companies trade on an arm's length basis, ". 

Vestric operates 39 depots throughout the 'United Kingdom and has a low 
level of s'ales per depot. 1~.e company has lost. market share over the last 
two year~, possibly bec~!-Ise it was one of the last of the wholesalers to 
abandon,the RPM scheme, 'in July 1979. Perhaps the main reason for its 
slow acceptance of the evitable removal bf RPM was its parent's view, as 
a drug man,ufacturer, that !=IPM should b~ preserved. Indeed, Glaxo has, 
attempted to force various wholesalers to restore RPM, but it has now 
accepted its breakdown. 

Forecasts 
Perhaps Vestric's best assetis the fif')ar,lcial st~'ength supplied 'by its pare~t. 
Balance sheet,gearing of 50 per 'cent probably indicates that Vestric has 
less worries about sto'ck firiimcing than most of' its independent 
competitors. 

Vestric, may well rationalise its distribution network during the next few 
years to bring its depot sales more in line with some of its competi'tors. 
The company is introducin'ga sophisticated computer service early next 
year which will be 'more advanced than any of its competitors' systems. 
While thi"s will probably ilTlprove the quality of the service provided it will 
not help in terms of offering larger discounts. ' 

Provided ~he cOf')1pany does not lose any more market share, sales should 
grow roughly in line with inflation in the current year at around 15'per 
cent. However, increased operating costs and the effect of a full year,o,f 
non-~P.¥)r~ding wilialmostcert,ainlyJesiJlt i,n a substantial reducti.on in 
tr~dilJg margins. We expectpre-\ax profits to fall sharply in the current 
year by around 40 per cent. 
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Margins may stabilise in 1980/81 and profits should begin to recover 
perhaps helped by the more wide. spread use of the company's computer 
faci:ities.. ,. 

Our expectations 'for the company's sales and profits over tti'e next two 
years are summarised in Table 22. 

'Loan from parent at fixed 10 per cent interest. 

•• _ .... ".-. -.... _ •. > ,-.- •• ~ .- - '~~-:O' ,_ •• '.~""' •• ' •• -.. .; .... -." "-"-.' 



In 1978 the company had a much higher· level of debtors in comparison· 
with. its competitors' latest available accounts. However during 1979 Ves-. 
tric's position may well have improved. The parent's loan has grown from 
£5.8m in 1971 to £14m in 1978 roughly in line with the capital employed. 
The interest payable was initially fixed at 8.5 per cent, but it was increased 
to 10 per cent from 1974 onwards. 

The shortfall in profits in the year to June 1979 should be reflected in a 
cash deficit for the year. This will probably be financed by increasing the 
inter-company loan. 

Pre·tax 
Depreciation 
Disposals 

Capital Expenditure 
Stocks 
Debtors-Creditors 
Divs& Tax 

Deficit 

TABLE 24: Cash Flow 

1978 
Actual 

5.6 
O.B 

6.4 

1.6 
3.4 
0.4 
3.6 

9.0 

2.6 

BARCLAY & SONS 

1979 
Estimated 

5.0 
0.9 
0.1 

6.0 

. 2.0 
2.5 

(1.5) 
4.0 

7.0 .. 

1.0 

Dixons Photographkacquired the Weston Pharmaceutical Company early 
in 1976. The manufacturing subsidiary of Westons, Barclay Fine Chemicals 
Ltd was closed soon after the acquisition leaving the Weston chain of retail 
chemists and the pharmaceutical wholesaler ; Barclay & Sons. Table -25 
gives a breakdown of the division's sales and pre-tax profits since the 
acquisition although since 1977 the company has not given a profit split 
between pharmaceutical wholesaling and retailing. 
The group's wholesaling interests accounted for 28 per cent of the total 
turnover in 1978/79. However we estimate that only 6 ·per cent of the 
group's profit was generated from this source during this period. 
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Sales'Cm: ·Westons 
Barclays 
Total 

Profits fm: Westons 
• ' .... Barclays 

. . 

Wholesa~ing Margin % 

"Estimates, 

,-,.J 

" Table'25::Recl~rd-

" }976' 1977 

. 20.5 21.0 . 
33,2 37:1 -
53.7 58.1 

:.\,. 

- 0.5 0.2 
' .. , 0',5 .1.5 

1.5 4.0 

",',. 

1978' 1979 

2~.2 0 . 26.4--
53.4' 6'1:~ 
77.6 . ·i18.2 

(0.3)" ~ ... ·o.i" 
1:3" \-" 0.6" 

;J._ ';, 

2.4 1.0 

, ..... 

A large, number of dispd'sals are being 'made by-the Weston chain. 13 
shops were sold in 1978/79 and terms have been agreed for a further. 68 
disposals. 

Or) the wholesaling side, in S~ptember 1978 the group operated a na~io.~al 
service from 36 depots. With this number of depots the level of sales per 
depot ~as extremely low and in order to reduce costs the company h'ave 
closed a number of depots during the last year. The comp~'ny E!s,tabl;~hed 
Barclays Hospital Supplies in 1977/78 to service hospitals and clinics with 
pharmaceutical and surgical supplies. However the group decided to 
te'rminate the prinCipal activities of this division in March 1979. 

Forecasts 
The wholesaling divis'ionshould b~st~engthenE;d by the further integration 
of the acquisition, Branded Good Supplies, which has established the 
'~Enterprise" symbol group of independent chemist~. The cornpany pa~i.c
ularly:specialises in· OTCproducts and should give the, yvholesaHng. oper· 
.ation a stronger base. Moreover, the division should bel)efitfro fTl its wider 
range'ofmerchandisein supplying a higher propo,rtipn ofthe . .overall needs 

of.the retailchemists. .• .' . ":.' 
. The programme to rationalise the wholesaling distribution net)IVork should 

reduce costs in the current year. .Howev,er V'le expect tlJe effect of non-RPM 
trading .to' more than. offset these ·saving~ a.nd re$.ult: in a furthe.r drop in 
profits 'in, the current year and .1980/81. Our expectations for profits .ove~ 
the next two years art;! summa~ised in Table 26; 
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Salesfm 
Profitsfm: 

Westons 
% change 

Ban;lay. 
%ch.ange 

Total 
Okchange 

©Phillips & Drew 1979 

Tabla 26: Foracaata 

1979 1980 
Actual Forecast 

92.6 105 

0.2 0.1. 
-50 

,0.6 0.6 
~54 

0.8 0.7 
-20 -12 

,.\ 

1981 
Forecast 

115 

0:1 

0.4 
-33 

0.5 
~29 
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APPENDIX VII 

1978 EXPENDITURE ON TQP 30 DRUGS IN GMS '.~' 

Cum 
Company. '£000 % % 

A 1,755 23.1 
'!. iiI 

B 920 12.1 35.2 
C 618 8.1 43.3 
D 511 6.7 50.0 
E 338 4.5 54.5 
F 315 4.2 58.7 
G 292 3.9 62.6 
H 271 3.6 66.2 
I 252 3.3 69:5 
J 241 3.2 72.7 
K 229 3.0 75.7 
L 222 2.9 78.6 
M 171 2.3 80.9 
N 123 1.6 82.5 

Sub-Total 6,258 82.5 
Other Manufacturers 1,328 17.5 

Total 7,586 100.0 
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APPENDIX. _V'" :. . . . 

TOP 20 MANUFACTURERS FOR GMS 1978 DRUGS 
. ANDM'EDICINESEXPENDITURE:' . 

• :' &< 

% of total 
Manu-

~anufactu~er Pist;i~utor Purc:hases facturer Cumul 

Company 1 Withheld 1,922 9.8 9.8 
· Company2 1,104 5.6 15.4 
Company3 895 4.6 20.0 . 

· Company4 712 3.6 . 23.6 . 

com pany5 700 3.6 27.2 
Company6 571 2.9 30.1 
Company7 567 2.9 33.0 -
Company 8 538 2.8 35.8 

. Company9 519 2.7 38.5 ., 
46:9 . Company 10 473 2.4 

Company 11 465 2.4 43.3 
Company 12 456 . 2.4 '45.7 

'. Company 13 430 2.2 47:9' 
Company 14 '. 408 2.1 . 50.0' 
Company 15 383 2.0 52.0 

· Company 16 366 1.9 53.9 
Company 17 360 1.8 55) 
Company 18 342 1.7 57.4" 
Company 19 " 332 1.7 59.1""" 
Company 20 321 1.6 60:7 

Total Purchases from Top 20 Sljppliers 11,864 
Total Purchases from i!1I Suppliers 19,552 
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APPENDIX IX. 

TOP 20 SUPPLIERS OF DRUGS AND MEDICINES TO 
HOSPITALS 

%ofSample 
Purchases Supplier Cuml 

£000 
Company (a) 1,547 30.2 30.2 

Company (b) 374 7.3 37.5 
Company (e) 329 6.4 43.9 

Company (d) 209 4.1 48.0 

Company (e) 173 3.4 51.4 

Company (f) 163 3.2 54.6 

Company (9) 127 2.5 57.1 

Company (h) 115 2.2 59.3 

Company (i) 115 2.2 61.5 

Company (j) 109 2.1 63.6 

Company (k) 108 2.1 65.7 

Company (I) 107 2.1 67.8 

Company (m) 93 1.8 69.6 

Company (n) 90 1.8 71.4 

Company (0) 85 1.7 73.1 

Company(p) 84 1.7 74.8 

Company(q) 83 1.6 76.4 

Company (r) 65 1.3 77.7 

Company (5) 56 1.1 78.8 

Company (t) 47 0.9 79.7 

Total 4,079 
Total Sample 5,117 
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APPENDIX X 

SAMPLE FROM HOSPITALS MAJOR DRUG LIST 

Total Sample Central Pharmacy 
Mfg. 

No. Product Trade Name 
Code %of %of Cum. %of %of Cum. 

Product Sample % Product Sample % 

Nystatin 100 0.2 49.2 100 0.2 57.1 
100 0.2 49.4 100 0.1 57.2 

Propranolol 100 0.2 49.6 100 0.2 . 57.4 
Clindamycin 100 0.2 49.8 100 - -
Benztropine 100 0.2 50.0 100 0.5 57.9 
Mesylate 
Azathiopine 100 0.2 50.2 100 0.1 58.0 
Cytarabine 100 0.2 50.4 100 0.2 58.2 
Gluten Free Food 100 0.2 50.6 100 0.5 58.7 
Cetrimidel 100 0.2 50.8 100 0.1 58.8 
Chlorhexidine 
Chlormethiazole 100 0.2 51.0 100 0.5 59.3 
Chlorpromazine 100 0.2 51.2 100 0.5 59.8 
Orphenadrine 100 0.2 51.4 100 0.3 60.1 
Nalidixic Acid 100 0.2 51.6 100 0.2 60.3 

97.9 100 
2.1 100 0.2 51.8 - 100 0.2 60.5 
- -



APPENDIX XI 

HOSPITAL MAJOR DRUG .USAGE. 
~HOSPITAL 

Drug Name· PRODUCT FORM AND ANNUAL USAGE .. , 

Drug. Product Tablets Capsules Injection Syrup/ Other (please s~ecify) 
No .. Strengih Susp. 

Proprietary/Generic 
Ql!antity Quantity Quantity Quantity 

, 

0" 

'0 



APPENDIX XII 

DRUGS AND MIEDICINES EXPENDITURE IN GMS 
SCHEME' 

Ingredient Dispensing VAT Total 

£000 £000 £000 £000 
Year Dispensed by 

1973 Pharmacists 4,966 1,525 237 6,728 
Stock Orders n/a n/a Ala 1,116 

Total 7,844 

1974 Pharmacists 6,695 1,819 73 8.587 
Stock Orders 1.126 285 17 1,428 

Total 7,821 2,104 90 10,015 

1975 PharmaCists 9,012 4,121 130 13,263 
Stock Orders 1,484 371 17 . 1,872 

Total .10,49~ 4,492 147 15..135 

1976 Pharmacists 11,213 4,705 202 ·16,120 
Stock Orders 1,552 388 19 1.959 

--
Total 12;765 5,093 221 18,079 

1977 Pharmacists 14,053 5,354 253· 19.660 
Stock Orders 1,983 496 39 2,518 

Total 16,036 .5,850 292 22,178 

1978 Pharmacists 17,235 6,173 308 23,716 
Stock Orders 2,274 569 44 2,887 

Total 19,509 6,742 352 26,603 
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APPENDIX XIII 

SAMPLE FROM ANALYSIS OF TOP 60 PRODUCTS 
USEDINGMS 

Cum. 
Product Trade Neme £ £ % % 

Rauwolfia (il 193,631 
(iii 4,476 198,107 1.0 27.7 

--

Frusemide (i) 189,554 
(iii 386 189,940 1.0 28.7 

--

Flurazepam 182,045 0.9 29.6 
Nitrazepam I 180,202 0.9 30.5 
Tetracycline I (il 40,162 

(iii 28,137 
liiil 22,560 
(ivl 18,058 
(vi 12,887 
(vi) 9,407 
Ivii) 5,989 
(viii) I 2,511 
(ix) I 593 

Oxytetracycline (i) 

I 
17,117 

(ii) 13,664 
(iii) 2,672 
(iv) 1,316 
(v) 838 ! 

I Ivi) 408 176,319 
I 

0.9 31.4 
--

Aluminium 
Hydroxide (i) 77,585 

(ii) 60,040 
(iii) 18,541 
(iv) 9,342 
(v) 145 165,653 0.9 32.3 

Amitriptyline (i) 90,250 
(ii) 50,420 
liii) 3,132 
(iv) 980 144,782 0.8 33.1 

Metoclopramide (i) 135,924 
(ii) 3,477 139,401 0.7 33.8 
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~ ~~P~I\I~I.x.;.~IX 
SAMPLE.FROM1FHE,COST·,OF· MAJOR.DRU.GS.USED 
.... . .... - -. ' •• '.CO', -cIN;rHE:G'M~197~f.' :'.:", ,'. ~ 

.-

.,' » Trade , 
::. , . Product· -,Name ~etail~. £ % 

AmoxyciUin (i) 250 mg'caps 156,907 68.7 , 
, ' " 100 ml syrup 62,065 27:2 

" 60 ml syrup 9,331 4.1 

" 250 mg vials 124 -
~' , 500mg vials 142 -

" , 
228.569 100.0 

Inositol Nicotinate (i) 500 mg tabs 216.115 97.4 
, 

" 300 mg susp. 5.779 " 2:6 
, 

'."'" " .. 

' . . 221.894 
' . 

{OO.O 
• n 

Diphenhydramine ti) 25 mg capJ 
, 

324 0.7 
(ii) 125 ml exp. 56,296 28.0 .. 125mlexp 7,639 3,8 

" 2.25Itr-'exp 39.347 19,5 

" 2.251tr e?,p 1,482 0.7 
(iii) 21tr syrup 842 0.4 
(iv) 1 Itr syrup 1.038 0.5 

" I 
,Iii) 2,25Itr,syrup 19.693 9.8 

" 
(v) 2.251tr syrup 12.004 5,9 
(viI.' 300 ml syrup 3.925 1.9 
(vii) 150 ml syrup 6.738 3.3 
(ii) 1.25 ml syrup 17,483 8,7 

, '. (iii) . 1:25 nil syrup 2.358 1,2 
,. (v) 500 ml syrup 10.743 5.3 

(viii) 125 mllotion 2.965 1.5 

", " 42 9 cream 1.727 0.8 
,l (ix) 30 tabs 12.901 6.4 .. 

- " 30 caps 1.866 0.9 
!Xl 5 mg spansule 1,380 0.7 , 

Spansule Paed 137 " -

" 150 ml elixir 25 -
, 

200.913 100.0 
} .. 

Rauwolfia (i) 50 mg tabs 4,476 2.2 
(ii) 50 mg tabs 193,631 97,8 

: 
198.107 100.0. 
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APFE~DIXXV 

ANALYSIS OF MANUFACTURERS' REBATE TO GM$ 
- :rota I Dispensed by Chemists Stock Orders 

", .. 
Potontilll Actuel· Verience Poten'tial Actual Varianca - Potential :A·ct.ua·1 ' Variance 

£ £ £ ;£ £ £ 
.. 

£ -:, £ " ' 
£ 

" 
, 

1973 232.995 86.313 (146.682) n.a. ·n.a. .. 

1974 313,444 1.03.66.0 (2.09.784) n.a. : ' . . n.a. ' 
1975 42.0,452 114 . .067 (3.06.385) n.a .. "' n,a. 
1976 51.0.978' 122.359 (388.619) 448.;84 12.0.212 (327.972) 62;436' - 2.147 (6.0.289) .. 
1977 642.135 99.93.0 (542.2.05) 561.992 97.648 (464.344) 8.0.143· 2.282' (77.861) 
1978 782.1.02 131,671 (65.0,431 ) 689.384 129.33.0 (56.0 • .054) 92.718 .. '2.341 (9.0.377) 

Total 2.9.02.1.06 658 • .0.0.0 (2.244.1.06) :, 



APPENDIX XVI 

ACTUAL AND POTENTIAL REBATE FROM TOP 20 
MANUFACTURERS GMS SCHEME-1978 

Actual 
Rebate' 

Potential Actual Variance Purchases 
Manufacturer £ £ £ % 

(i) 76,890 6,840 70,050 0.4 
(ii) 44,156 12,444 31,712 1".1 
(iii) 35,786 5,890 29,896· 0.7 
(Iv) 28,483 8,133 20,350 1.1 
(v) 28,010 4,815 23,195 0.7 
(vi) 22,831 3,539 19,292 0.6 
(vii) 22,669 2,998 19,671 '0.5 
(viii) 21,551 3,520 18,031 0.7 
(ix) 20,745 3,838 16,907 . ·0.7 
(x) 18,923 2,356 16,567 1).5 
(xi) 18,621 2,895 15,726 0.6 
(xii) 18,249 1,631 16,618 0.4 
(xiii) 17,206 4,861 12,345 i.l 
(xiv) 16,311 4,331 11,980 1.1 
(xv) 15,326 2,640 12,686 0.7 
(xvi) 14,658 5,556 9,102 1.5 
(xvii) )4,411 2,450 11,961 0.7 
(xviii)_ 13,671 3.492. 10,1]9 1.0 
(xix) 13,297 1,979 11,318 0.6 
(xx) 12,831 817 12,014 0.3 

Total for top 20 Mfrs. 474,625 85,025 389,600 0.7 

Total for all Mfrs. 782,102 131,671 650.431 0.7 
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APPENDIX XVII 

EXAMPLES OF DISCOUNTS EARNED PER UNIT 
1978 Purchases Average Discount 

£000 % 

A Health Board 1,107 12.7 
Voluntary Public Hospital 84 9.7 
Maternity Hospital 41 9.5 
Orthopaedic Hospital 35 6.6 
Voluntary Public Hospital 37 1.8 
Voluntary Public Hospital 285 11.1 
Special Hospital 75 8.9 
Maternity Hospital 88 4.5 
Voluntary Public Hospital 264 7.0 
County Hospital 55 11.0 
County Hospital 61 6.5 
County Hospital 65 9.3 
District Hospital 10 2.0 
Geriatric Hospital 11 4.4 
Geriatric Hospital 12 0.5 
Regional Hospital 197 13.7 
County Hospital 62 10.0 
Maternity Hospital 31 8.0 
County Hospital 151 6.0 
County Hospital 118 12.0 
Voluntary Public Hospital 122 11.1 
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Company A 
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APPENDIX XVIII 
-' I 

ANALYSIS OF HOSPITAL ORDERS BY ORDER SIZE ,.... ,', J 
-. , - , .- .. -

:60;; [201 
, 

[30'- '[401 :,:' tJ:. .. Toi~I'N~t-;; (31 (51 (71 
(500 Total 

; Pu ~~h,ase'~ to to to to to to to 
(50 (70 .(100 :[200 [300 [400 [500 

plus Orders 
;~ [ 7-:: 

, 1 1 
I 

.. '256 )'~ 
1 1 1 2 4 13 2,901. ~ 

3 3 6 1',738'-': 

1 1 I " ~8".:: 

2 ,2 2 ',7. - 20 
'. ,i: 039<3 

1 1 2 
. 4 c,,' I .:339' . 

14 7 6 10 3 1 84 -.' '(370:,;,; 
2 2 I~2741"" 

2 2 4 "364: 

2 2 
-. 

6 1'47':: , 

: 2 2 3,70:: . 
1 2 I 97<) 

1 5 ,88: ;. 

1 1 2 1'96,'·, 

1 1 ,53 
~ 

3 3 414' 
1 , I 9 ':' 

1 1 4 211:,' 
1 1 261;: . 

, 1 2 - 3 903",_ 
1 ,- .1 , ,69> 

3 ... ; :3 469'-' 

1 2 1 2 , 3 , .. i, .- . 1.1 1,608" . 

1 1 
,- . 

6 427 
" ; . .. . : " ,,_:. T 

881(, . 1 2- - .- ' " .3 
I .. I 

23 21 12 3~ 13 ,9 1 4 189 17,759 

Gross Discount 
Purchases 

[ [ % 

301 45 15 
.. 3,323 422 13 

2,044 306 15 
68 

1,239 
~ 355 16 4 
c:' 4,443 73 2 
,. 288 14 5 

'J 364 
147 
411 41 10 

;' ..... 113 16 14 
'.- 88 
• .-;-! 

196 
~ 

',~-, 53 
447 33 7 

9 
218 7 3 
307 46 15 

1,062 159 15 
69 

506: 37 7 
1,608 

437 10 2 
888 

18,984 1,225 6,5% 



APPENDIX XIX 

ANALYSIS OF HOSPITAL ORDERS BY NUMBER OF 
.ITEMS ORDERED . 

Noo of Lines 

110/11 

Total 
1 2 3 4 5 6/? .8/9 12113 14115

0 

16/20 21/25 26/30 Order 
Supplier s 

Company A 1 1 

CompanyB 5 3 1 2 2 13 

CompanyC 2 1 2 1 6 

Company D 1 1 

Company E 2 .4 2 1 1 1 2 7 20 

CompanyF 4 4 

CompanyG 19 5 7 10 9 8 9 7 4 1 2 3 84 

Company H 1 1 2 

Companyl 4 4 

CompanyJ 3 ·1 2 6 

Company K 2 2 

Company L 
, 

2 2 -
Company M 3. 2 5 

Company N 1 1 2 

Company 0 1 1 

Company P 1 1 1 3 

CompanyQ 1 1 

Company R 3 1 4 

CompanyS 1 1 

CompanyT 1 2 3 

C0'!lpany U 1 1 

Company V 1 1 1 3 

CompanyW 
, 

4 3 1 3 11 

Company X 5 1 6 

Company Y .1 1 1 3 

Number of Orders 56 25 14 17 11 19 11 10 7 1 4 1.2 2 189 

% of Total Orders 30% 13% .7% 9% 6% ;0% 6% 5% 4% 1% 2% 6% 10
/0 100% 



APPENDIX XX 

SAMPLE FROM ANALYSIS OF PRICE INCREASES 
--- '- _.-

% increase since January 1978 
Company Product 

F M A M J J A S 0 N D J F M A M J J A S 0 Total 

1. A 10 10 

B 10 10 21 

C 13 10 24 
.. 

0 20 10 32 

E 9 22 33 

F 15 10 26 

2. A -7 7 

B 13 5 10 30 

C 27 10 10 54 
-. 

3. A 10 9 20 

B -

C 15 25 21 74 

0 14 19 37 

E 18 17 20 66 

4. A 9 9 

B 9 9 



1979 

---

APP~NbIX XXI 

, 
I;.: I 

;, I~ 

\"\' ;A, 
. ~~ 
I ,--

Number of price increeses each month among the 124'preparationslisted. ~nd t'he ~ange land 'medianl of the percentage increases. 
: ,- _ I : i ~:, ' 1 "1..- • 

J F M A 'iV1 J Ji A'S j. ~~ __ o -_.' N o 
Number 16 4 3 10 ? 3 3; 5 

~_.::'" 
7 ~.~ , 

~ I " 

.10. 

Range 5-20 7-69 5-17 2-26 2-24 Hi 9-10 4-19' . , ~j2-30~< 2-17 

Median 10 -; '10 10 8 I.~':,- k 10 

Number 4 13 13 3 6 5 5 24' ~36 -~18 .-
"J) 

Range 5-.18 7-18 5-25 7-17 5-12, 4~20 l-i5 6-17 1-261 (5-25 c~ 

Median 10 I - i10 -,- 1? i 10' i1p, I~~! 9 '~ , 
Note: Median not shown ;"'hen there j's no clear patte~n. : "? I 

t): I ;'. " . 'i' . 
1 ~ i r'· 

-':~'l 
.~) 

r:-;;. 
",_.1 

'.-,; 1 .~ 

;,!... .- i 
" .. i-' ')', 

I· I ~. 



·• 1, 

I, . . 
'APP,END~XXXIl 
• ,>:' .-. 

RANGES' OF- PRICE CHANGES .', I ,. 

% Range" 
j •• ~. I ' , Number 

decrease 9-5 

4-1 
, '. 

no change 17 

increase 1:4 3 

5-9 15 ., 

,10-14 .18 

15-19 14 

20-24 .;:: 15 

25-29 12 

30-39 20 

40-49 ' , 

50-59 3 

60-69 -' 2 

70-79 3 
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Sample Data from One Hospital 

StOCK LEVELS 31/12/1978 
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APPENDIX XXIV 

REGIONAL HOSPITAL, GALWAY 

SUGGESTIONS FOR THE USE OF 

ANTIBIOTICS 

AND OTHER 

ANTIMICROBIAL DRUGS 

JULY 1979. 

INTRODUCTION 
This booklet is intended primarily to provide guidance for Medical staff in 
hospitals on the choice and use of antimicrobial drugs. Consideration of 
cost is an important factor, hence a list of the comparative cost of some of 
the medicines commonly used. It was first produced in .1976, and we wish 
to thank those who made useful comments on how the book might be 
improved. We hope that this trend will continue. 
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SUGGESTIONS FOR THE USE OF ANTIBIOTIC AND OTHER 
ANTIMICROBIAL DRUGS' 

The following are suggested basic principles in the prescribing of 
anti-bacterial drugs. 

1. AVOIDANCE OF UN-NECESSARY'USE: 
The frequency of resistance t6 most'ofthosedrugshas repeatedly been 
shown to vary directly inany giv~n hospital with the amount used.;For th'is 
and other reasons,'Hamely 'i:o~t ancHcixic effetts;'ihey' should not be 
prescribed u'nnecessadly' particularly: f6r' minor " infeCtion's or 

prophylactically. 

2. CHOICE OF SUITABLE DRUG. 
This may be evident from the clinical diagnosis, 'but if the nature of the 
infection or the sensitivities of the causative organism are'unknown, it'may 
be necessary to await a laboratory report. . 

If it is considered necessary to start treatment immediately .all necessary 
specimens for bacteriological investigation must be obtained before the 
first dose is given. 

3. CHOICE OF NON-TOXIC IN , PREFERENCE TO TOXIC 
ANTIBIOTICS. 
The pencillins are by far the least toxic, and are always to be preferred 
when applicable. Chloramphenicol involves a risk, however small, of 
causing marrow aplasia. Neomycin, kanamycin, gentamicin, vancomycin 
and to a lesser extent streptomycin are ototoxic, and should be used with 
care in patients having reduced renal function, in doubtful cases dosage 
needs control by serum assays. . 

4. AVOIDANCE OF BROAD SPECTRUM ANTIBIOTICS. 
These cause a disturbance of the normal bowel flora, and encourages. 
superinfection with dangerous pathogens. Staphylococcal enterocolitis, 
now fortunately rare has been seen chiefly in patients given tetracyclines 
or penicillin + streptomycin after operations particularly on the stomach 
or bowel when the cessation of food intake contributes to the effect. 
PseudomerT)branous colitis appears to be a separate entity and its cau.se' 
now appears to be the p~oliferation of clostridia (sordellu and/or difficilel 
in the bowel. This condjtio~'has been particularly associated with the u~e 
of lincomycin and cli"ndamycin but other antibiotics have recently bee'n 
incrimina.ted. Sigmoidoscopy is considered 'the 'key i~v~stigatiOri it, thi~ 
condition, and Vancomycin is recommended. .. 
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Tetracyclines are also contra-indicated in pregnancy, early childhood and 
renal failure. Use of Doxycycline (Vibramycin) is not contra-indicated in 

patients with renal failure. 

5. COMBINED TREATMENT 
The prescription of two drugs together may be indicated. 
a) When the nature of the infection is unknown. 
b) . for mix,edipfections, not sensitive to any single drug. 
c) when an antibiotic is indicated to which bacterial resistance .can 
develop rapidly, .thus lincomycin, erythromycin, fucidin, or novobiocin 
should notbe given alone. The same is true of strep~omycin. 
d) for bacterial endocarditis due to a pencillin-resistant streptococcus or 
staphylococcus. Total bactericidal action is necessary and only a combi
nation will usually achieve this. Laboratory methods are available to 
determine which is the best combination. 
e)alwa~s for.~uberculosis (3 drugs until sensitivities known). 
f) when they· form a recognised synergic combination (trimethoprim + 
sulphamethoxazol~). 

TOPICA'L USE OF ANTIBIOTICS 
Drugs 'that are useful for s~stemic treatment should not be used lightly. 
Selection out of resistant strains is likely to occur with the local application 
of an ar;ltibiotic. This could present a serious situation if it were to result 
from the misuse of topical aminoglycosides, or other antibiotics. . 

RECOMMENDED ANTIBIOTIC' TREATMENT FOR VARIOUS 
INFECTIONS. 

RESPIRATORY INFECTIONS: 
Acute tonsillitis and Pharyngitis Pencillin (do not use tetracyclines). If 
allergic to Pencillin use Erythromycin .. 

BRONCHITIS: 
Primary (Acute)-most commonly viral in origin. If severe or evidence of 
secondary bacterial infection Tetracycline or Erythromycin. 
Chronic (Acute Exacerbation)-Tetracycline, Ampicillin, or Amoxycillin. 

PNEUMONIA: 
Pneumococcal~Benzyl Penicillin. 
Staphylococcal-(This should be considered in post-influenza I patients). 
Cloxacillin or Cephalosporinsinitially. 
Klebsiella initial treatment gentamicin but a laboratory sensitivity pattern 
should be sought. 
Mycoplasma Tetracycline. 
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ACUTE OTITIS MEDIA 
For infants; treatment with ampicillin in a dose of 50mgm. kg. daY'is best 
In older children phenoxymethyl,penicillin is usually effective. An initia 
dose with Penicillin G by injection is desirable. Erythromycin may be giver 
if patient is hypersensitive to penicillin. 

ACUTE SINUSITIS: 
Penicillin should be effective in majority of cases: If Haemophilus influenza 
is the pathogen ampicillin will be necessary. 

URINARY TRACT INFECTIONS: 
Unless 'clinical signs and symptoms of infection two colony counts on 
consecutive mornings should be carried out, and treatment based on 
laboratory report. 

Initial choices are Nitrofurantoin, Ampicillin,Naldixic Acid or Sulphonam
ide. The existence of renal failure limits choice (Nitrofurantoin of Cepha
losporins are inadvisable) and dosage of aminoglycosides must be con
trolled by assay. A seven day course of treatment is now considered 
adequate. Adequate follow up of,cases especially children is essential. 

INTESTINAL INFECTIONS 

E. COLLENTERITIS IN INFANTS 
Fluid replacement and correction of electrolyte imbalance are the essential 
features of treatment. If there is evidence of systemic invasion' Gentamicin 
will be required. 

BACILLIARY DYSENTERY 
In the majority of cases no treatment necessary. 

SALMONELLA ENTERITIS 
Antibiotics not as a rule required. If there is evidence of systemic invasion 
Chloramphenicol is the drug of choice. 
Enteric Fever Chloramphenicol. 

MENINGITIS 
In acute pyogenic meningitis treatment commenced with a combination 
of Penicillin, Sulphadiazine and Chloramphenicol. When the nature' of 
infection and sensitivity of organism determined treatment may be altered 
a:::cordingly. 

, Neonatal meningitis (E. Coli-Salmonella) treatment with Gentamicin may 
be commenced. 
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ENDOCARDITIS 
Blood cultures should be taken first. Normally Streptococcus Viridans or 
Micrococci are sensitive to Penicillin. More resistant strains add in Strep

tom,ycin or Gentamicin. 

SUSPECTED SEPTICEMIA 
This will depend on assessment of the probabilities. If considered a Gram 
Negative Septicemia. Gentamicin is.drug of choice. This.may be combined_ 

with carbenicillin. 

COMPOUND FRACTURES AND·OTHER FORMS OF GROSS TRAUMA 
Benzylpenicillin in doses-adequate for Clostridia. 

AMPUTATION THROUGH ISCHAEMIC TISSUE 
Penicillin as above. 

CRANIOTOMY" LAMINECTOMY 
Benzyl Penicillin. 

PERITONITIS.DUE TO'PERFORATION OF LARGE BOWEL 
Lincomycin combined with Gentamicin should be used. ',Metronidazole 
I:M. + Gentamicin offers an alternative treatment. 

VENEREAL DISEASE 

GONORRHOEA 
Procaine Pencillin 2.5 - 4.8 mega ul')its 10M. with or without probenecid in 
a single dose is the best treatment at present. Important to. do se,rological 
test for Syphilis on all cases. Spectinomycin may become necessary in 
individual cases as some strains now show transmissible resistance to 
penicillin. 

Chlamydia infection may also be present in these patients and may cause 
post gonococcal urethritis. A course of tetracyclines 1 gram/day up.to,14 
days i_s indicated. 

SYPHILIS 
Penicillin is the drug of choice, duration of treatment varies with stage of 
disease. 

NON GONOCOCCAL URETHRITIS" CHRONIC CERVICITIS -
As the cause of these- conditions may be Chlamydia. Tetracycline is drug 
of choice, 
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PROPHYLACTIC ANTIBIOTIC TREATMENT 
The prophylactic use of antibiotics can be 'considered for convenience 
under four main headings. ., .' . 

ESSENTIAL 
a) Tooth extraction in patients with valvular heart disease. Ideally be'nx: 
ylpenicillin should be given a few minutes before the operation ensuring 
peak levels at time of greater risk of shedding of bacteria into blood stream. 

b) Insertion of hip prostheses and mid thigh amputations. As Clostridiurn 
welchii are invariably sensitive to Pencillin - only hypersensitivity would 
require choice of an alternative such as Erythromycin. . 

Penicillin, starting treatment immediately before the'operation and contin
uing for five days together with adequate skin preparation. sh~iJfd 'be 
sufficient. 

c) Cystic fibrosis of lung. 

Our present knowledge of the disease shows that repeated. 'episodes of 
Staphylococca,l infection cause lung damage, allowing other organisms to 
invade the damaged tissue (e.g. Pseudomonas). A Cloxacillin orally as a 
prophylactic measure is advisable and the avoidance of unnecessary 
admissions to hospital, because of the resistant Jlor~, in the ,~ospital 
environment. 

d) MALARIA - Essential for people entering areas wher.e endemic. 

e) Rheumatic Fever Patients. 

USEFUL: 
A. CARDIAC.SURGERY 
a) Because of the risks from infection flucloxacillin has be~n widely used. 
The most common pathogen here is staphlococcus albus a skin commensal 
and despite prophylaxis prostheses may become infected. 

b) Meningococcal Meningitis 
This should be restricted to those at risk - siblings of. infected case or 
doctor who has carried out mouth-ta-mouth resuscitation). As 95 per cent 
meningococci isolated in this region are sensitive to sulphonomides, 
sulphadimidine for four.days is advisable. 

c) Recurrent Urinary Tract Infection 
In specially selected cases this has been shown to be of value. 
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BO'WEL SURGERY 
Pre operative colol')ic wash out. 
Neomycin 2 days pre operatively and Metronidazole orally, by suppository 
or by I.V. infusion, (depending on type of operation). -
8 hourly commencing 24 hours pre operatively and continuing for 3 days 

post operatively. ". 

DOUBTFUL 

d) ,Elective~urgery" ,", ' " 
Aritibi6tics vJ6ull::t'not'appea:r-to be'in'dicated ih elecHve surgery. Opinions 
appear to differ o'n this. However, studies carried out indicate that where 
used best results are achieved where' only a small number of doses of 
antibiotic are given just before, during and within four hours of the oper
ation. Prophylactic cover for seven to ten days does not a'ppear advisable . . , .. 

Caesaerian Section 
Here again the i~sue is controversial but overall no ~Iear evidence that they 
are of use. 

RUPTURE OF MEMBRANES 
Antibiotics are not usually given 'after spontaneous'ruptureofmembranes 
in woman not in labour'. In artificial Rupture of Membranes it is customary 
to start antibiotic treatment if baby not delivered within 24 hours of 
membrane rupture. Ampicillin is a possible choice. 

USELESS 

INDWELLING CATHETHERS 
If bladder cathether is left unchanged for more than 4-5 days infection will 
follow despite prophlaxis. 

The same applies to venous cathethers-the danger of septicemia if left 
unchanged for more than 72 hours. 

NEO NATAL ANTIBIOTIC POLICY: 
At present smaller numbers of infants born in hospital become colonised 
with Staphylococcus Pyogenes and staphylococcal illness is now rare. 
Gram negative organisms predominantly Escherichia coli and occasionally 
Klebsiella and Pseudomonas Pyocyaneus are responsible for most of the 
infective illness in low birth weight and sick infants. Metabolism and 
excretion of drugs are greatly influenced by gestational and postnatal age 
and precise instructions for dosage and frequency of administration should 
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be gi-;"en and adhered to: Parenteral treatment is preferred at least in the 
first week or so of life and always in the very ill because of uncertainty of 
absorption from the gastro intersinal tract. 
f,ntibiotic prophylaxis is not practised, but Sterzac powder is applied to 
the umbilicus at birth and daily until the cord separates. 

SUSPECTED SEPTICEMIA 
Benzylpenicillin and Gentamicin are started in all but the slightest illnesses 
after blood culture, urine, swabs from nose, throat, umbilicus, rectum and 
any localised lesion have been sent to the laboratory, C.S.F. will also be 
sent in certain cases. In suspected staphylococcal infection the choice 
would be methicillin and Gentamicin. 

EYE INFECTIONS: 
Pending Bacteriological report ten per cent Sulphacetamide eye drops will 
suffice in the. majority of cases: Recently cases' of Gonococcal Infection 
have been recorded-these will require local and systemic Benzylpenicillin. 

GASTROENTERITIS 
The risk of septicemia in the premature is such that antibiotics should be 
used, although evidence suggests that this results in prolonged .carriage 
rate of the organism. Gentamicin by I.M.injection is probably best choice 
if due to Enteropathogenic Eschericia coli .. 

MENINGITIS: 
At I~ast 80% of cases are due to coliform organisms. Benzylpenicillin and 
Gentamicin are given systemically with Gentamicin intrathecally. An alter
native treatment is chloramphenicol and initial results using this antibiotic 
are reported as very good. Tetracyclines, Novobiocin, Nalidixic Acid and 
Chloramphenicol are best avoided in the neonatal period. In the first week 
sulphonamides are contra indicate'd or if marked jaundice persists. 

PRE;SENT COST OF MEDICINES 
Burinex K. x 20 
Centyl K. x20 
Diamox 250 mg. x 20 
Esidrex K. x 20 
Hygroton 100 mg. x 20 
Lasix 40 mg. x 20. 
Moduretic x 20 
Navidrex K. x 20 
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35p 

£1.20p 
33p 

£1.20p 
£1.02 

£1.35p 
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Penicillin 333 mg. t.i.d. x 7 
Tetracyclines 
Imperacin 250 mg. q.i.d. x 7 
Clinimycin 250 mg. q.i.d. x 7 
Hostacycline 250 mg. q.i.d. x 7 
Erythromycin 250 mg. q.i.d. x 7 
Ampicillin 250 mg. q.i.d. x 7 
Amoxycillin 250 mg. t.i.d. x 7 
Cephalosporins 250 mg. q.i.d. x7 
Orbenin Caps 250 mg. q.i.d. x 7 
Gentamicin Amps SO mg. t.i.d. x 7 
Tobramycin SO mg. t.i.d. x 7 
Amikacin 500 mg. b.d. x 7 
Colomycin 2 mega units t.i.d. x 7 
Niluran 100 mg. q.i.d. x 7 
Furodantin 
Macrodcintin 100 mg. q.i.d. x 7 
Urolocosil 200 mg. q.i.d. x 7 
Negram 1 grm q.i.d. x 7 
Ampicillin 250 mg. q.i.d. x 7 
Co-Trimoxazole 1 grm. b.i.d. x 5 
(Bactrim-Septrin) 
Pivmecillinam (selexid) 200 mg. q.i.d. x 7 

, . ~ : 

50p 

53p 
36p 
64p 

£1.4Sp 
£1.40p 
£3.25p 
£3.S5p 
q.32p 

£36.77p 
£36.33p 

£114.00p 
£43.76p 

50p 

£2.93p 
52p 

. £5.52p 

£1.40p 
£1.70p 

£5.2Sp 
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APPENDIX XXV 

POSSIBLE SAVINGS WITH THE PRESCRIPTION PATTERN EMERGING FROM THE SURVEY FOR THE SAINSBURY REPORT (11 

Actual cost of madicinas prescribed (cless-everage 
for calculation 1 Total Optimal Difference as a % 

Illness pro po sod for treatment Total Real Cost Cost of A 
5-101 10-151 15-201 201 x 

-5/(2.51 (7.51 (12.51 (17.51 (22.51 A B C 

Painful osteoarthritis 239 104 38 26 38 3162.5 1112.5 64.8 

Childhood eczema 113 232 65 6 3 3007.5 3142.5 -4.5 

Acute diarrhoea (adult) 282 109 24 10 16 2357.5 1102.5 53.2 

Acute Bronchitis (adult) 50 106 97 85 80 5420.0 3135.0 42.2 

Peptic Ulcer 295 94 16 5 - 1730.0 1025.0 40.8 

TOTAL 979 645 240 132 137 15677.5 9517.5 39.3 



APPENDIX'XXVI. 

GROSS PROFIT MARGINS-EEC COUNTRIES .. . -

Wholasala.--% ' Ratail Pharmacists-% 

Italy 6.4 24.3 
Ireland 8.7 33.3 
France 7.1 33.4 
Denmark 6.4 40.0 
Belgium 8.4. 31.0 
Holland 14.0 26.2-33.4 
Germany 9.0 34.0 
Luxembourg 8.8 33.8 
United Kingdom 7.4 to 9.2 25.0 

Source: Pharmaceutical Consumption, EEC Publication. 

./ 
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