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PROCEEDI NGS

(1:42:54 p.m)

CHAI RMVAN CARNMONA: Ladi es and
gentl emen, good afternoon. I'"'m Rich Carnona.
l'"'m the Surgeon General. My apologies for
keeping you waiting. There were several

scheduling difficulties that chall enged ne today,
and | just flew in from out of town, so ny
apol ogi es. | know how inportant your time is to
you, and | did the best | could to expedite, but
| thank you for your patience, and | thank you
for being willing to help ny colleagues and 1,
and the President and the Secretary shed sone
light on this very conpl ex situation.

Because of the lateness, | wll waive
t he usual introductory remarks and just say that
we are striving to keep this as transparent and
open a process as possible. We desperately need
all of the information that you can provide to us
to help us to nake the recomendations to the
Secretary and the President and, ultimtely, to
our Congress as to how to deal with this very
conpl ex problem of inportation that is before us.
And | think we all recognize that as we nove
further along in the process, we open the door
for as many questions as we have answers. And it

is quite nore conplex than any of us, maybe
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except Dr. MCellan who had to deal wth it

before me, really understood. So, once again,
t hank you so nuch.

And why don't we just npve onto our
first panel nmenber. We'll start off on the left.
Ms. Barbara Wells from NAPRA. Thank you, nmm'am

MS. VEELLS: Chai rman  Carnona and
menbers of the task force, | want to first of all
thank you for this opportunity to appear before
you today. And certainly | would echo the
Chairman's remarks that this is a very conplex
i ssue, and certainly Canada has just as nany
i ssues | think as you do in grappling with this.

| represent the National Association
of Pharmacy Regul atory Authorities in Canada, and
that's the unbrella voluntary organi zati on of the
pharmacy licensing bodies in eight of our ten
provinces, our two territories, as well as the
Pharmacy Services Division of our Departnent of
Nat i onal Defense. And this issue has been on a
front burner for us for a nunber of years now.

In February of 2003, we held a forum
wi th stakeholders from both the U S. and Canada
to identify the issues with exportation of drugs
to the U S., and this pronpted us to develop a
conmuni que jointly with the National Association

of Boards of Pharmacy here in the U S. to signal
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publicly that we were concerned about t he
exportation and re-inportation, and that we
needed to work together to protect the citizens
of both countries.

In COctober last year, you were aware
that our Assistant Deputy Mnister of Health,
Di ane  Gor man, issued a letter to Canadian
st akehol ders alerting us to the potential for
shortages of drugs in Canada due to the export of
drugs here, and also alluded to the fact there
could be human resource inplications, health
worker inplications to this trade. And t hat
prompted ny association last fall, [ast Novenber
to call upon the Canadian governnent to ban the
export of drugs to the U S. until, first of all,
there could be a study done on the long-term
effects of this trade to t he Canadi an public.
And pending that, that there was sone regulatory
structures put in place to help us regulate it
better. And | want to very quickly just tell you
sone of the issues that pronpted us to call for
t hi s ban.

First of all, there are |egal issues.

Qur i censing bodi es find t hat t heir
I nvestigati ons are sonewhat hanpered when you're
i nvestigating conplaints and situations when

custoners reside, patients reside in the US.
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There are issues in ternms of 1issuing subpoenas
from Canada to the U S. if we need to ?? if our
menmbers need to call upon wtnesses and so on.
And there's even ?? with this trade we find that
you my have physicians in one province co-
signing prescriptions for patients of a pharmacy
I n anot her province. And we've heard that there
are barriers to sharing information between the
pharmacy licensing Dbodies and the nedical
licensing authorities from province to province
I n some cases.

W also have ?? we're troubled a
little bit by sonme of the ethical issues. W are
concerned about Canadian pharmacists aiding and
abetting Anerican citizens to, in effect, break

the law by inmporting drugs. And we also ?? there

are issues with -- a lot of our nedical |icensing
bodi es have concerns and consider it to be
mal practice or m spractice to co-sign a

prescription from a U S. physician, unless that

physician has a personal relationship with the

pati ent, has a bona fide pr of essi onal
relationship with that patient. And some of our
medi cal |icensing bodies have cone out against

physi ci ans who do co-sign prescriptions, so we're
saying well, we have an issue wth pharnmacists

honoring those prescriptions if they know that
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the patient and the physician did not have a true
pati ent/ physician relationship.

Obvi ously, if Canada gets less than 5
percent of the pharmaceuticals in the world, and
you fol ks get around 50 percent, obviously, this
is causing us sone real supply issues, as well.
We know that pharmacists are now having trouble
getting supplies. The supply issue hasn't quite
reached the public in Canada yet because
pharmaci sts are scranbling to cone up wth
supplies for them so it hasn't quite hit the
public yet, but it is taking tinme up for our
pharmaci sts to secure these supplies.

I, nmyself, have had a call in the |ast
week from a major drug conpany asking about the
chances of a product being exported to the U S
They are |looking at releasing, |aunching a new
drug in Canada that is available in the States,
and they're | ooking at not launching it in Canada
if there's a chance it could be re-inported into
the U S So we're seeing those kind of issues
now.

Wth the increase in pressure to the
exporters to get supplies of drugs -- because you
know some of the drug conpanies have cut-off the
exporters -- we see now that they are purchasing

medi cations from comunity pharmacies right
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across Canada, and they offer them a 10 or 20
percent prem um to purchase their drug supplies.

And that is keeping these |arge amounts of drugs
being ordered from being on the radar screen to
t he Canadi an conpani es.

And we also are seeing things where

some of the websites have direct Ilinks to
pharmacies in other countries -- in England and
ot her places -- to obtain drugs. And, of course,

there's allegations that some are bringing drugs
into the country illegally, unapproved drugs, to
satisfy the orders.

There's also ?? we have a shortage of
pharmaci sts in Canada and, of course, this is
exacerbating that shortage, as well. So | think
aside from these issues that we have pointed out
to our government, | think, too, that ny nenbers
coul d not condone this style of pharmacy service.

We feel that it's certainly not in your public's
best interest to have fragmented pharmacy care in
this way, t hat they're getting drugs from
conpanies in Canada as well as their community
pharmacies in the U S And certainly, searching
the Internet for drugs does not bode well for
optimal health. And I thank you again.

CHAI RMAN  CARMONA: Thank you, nma'am

Let's nmve on to M. Ronald Guse from the
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Mani t oba Pharmaceutical Associ ation. Thank vyou,
sir.

MR. GUSE: Thank vyou. And thank you
to Chairman Carnmona and the conmttee for the
opportunity to address this issue on drug
inmportation to the United States. And | bring
greetings from my president, Gary Cavanagh, and
my past president, Lois Cantin.

The Mani t oba Phar maceuti cal
Associ ation has made a witten subm ssion, and |
believe it's before the commttee, and |I strongly
encourage you to refer to that subm ssion. And
j ust for clarification, t he Mani t oba
Phar maceuti cal Associ ation, although the name may
seem to indicate that we represent the drug
i ndustry, we do not. It also may indicate that
we're a self-interest group, and we certainly are
not that either. The association itself is the
regul atory authority in the Province of Manitoba,
and it would be analogous to your boards of
pharmacy that exist in the United States.

The MPhA has been on the forefront, if
not the chopping block, of this issue for the
past couple of years, and we have gained sonme
experiences, and | wish to share them with you
t oday.

The two maj or concerns that we want to
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hi ghlight for the commttee, and the report does
that, is one issue that was stressed and re-
stressed in a presentation we heard just a couple
of days ago by the fornmer Secretary, Donna
Shal al a. And the fornmer Secretary strongly
supports the idea of watching patient safety in
the issue of drug re-inportation. In our
subm ssion, that's one of the two principles
we've identified to you; one is patient safety,
and certainly the second one is product quality
and safety.

From our experiences, and any health
care pr of essi onal or board protecting t he
public's safety, introducing nore and cheaper
drugs does not necessarily equate to better or
enhanced care, and that's inportant for the
community to renmenber.

I'd also like to take you back briefly
to prior to the year 2000 when pharnmacies in
Canada in attenpting to supply nedications to
Canadi ans tenporarily residing in the United
States (some of our winters being a little nore
aggressive than some of your wnters), t he
pharmacies trying to ship the medications to the
Canadians had to mke sure that there is a
certain amount of information in the package, as

well as the nedication. And that information had
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to confirm that the patient was, in fact, a
Canadi an, the medications were prescribed. There
was sonme information that was required from the
medi cal practitioner, as well. And even with al
that information in those packages, frankly,
there was no guarantee that the product would
nove through U.S. custons.

Well, we've gone fromthat to a system
now where, with few exceptions, the borders are
pretty well w de open. And that's caused the
Mani t oba Pharnmaceutical Association to address
what our pharnmacists are doing with regards to
patient care.

Al so as recent as yesterday, we had a
presentation at the National Associ ation  of
Boards of Pharmacy conference from former Mayor
Guliani, and he referred to information that he
saw at Kennedy Airport where 40,000 packages of
medi cations from all over the world come through
t hat custons | ocati on. It's his description that
the staff only have the resources to review 500
of those packages. His concern was to identify
the great potential for |ack of safety, |ack of
security, and risk of dangerous products, and
perhaps even terrorismthrough that port.

Now this m ght be an

oversinplification, but to nme, if 500 packages
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are the ones that are inspected and cleared, then
500 packages shoul d go through.

Also, there mght be sone solution
t hrough pre-authorization. Part of our ten-point
priorities that we have in the subm ssion is the
i dea of pre-authorized suppliers that m ght ship
products into the United States.

I have to admt t hat I['"'m here
presenting a bit of a schizophrenic position to
the task force. | ncreased inportation or the
current issue of inportation of drugs into the
United States from Canada wll harm and has
harnmed the healthcare system in Canada. However
| have to recognize, as well, there are a certain
anount of pressures within our country in certain
areas for this commercial activity to continue.

As certain authorities wthin the
United States and Canada appear to want the
cross-border industry to continue, the task force
needs to therefore consider the ten points
identified in our witten subm ssion. And | can
explain these points further if that's requested
by the commttee, but 1'd just like to take a few
noments just to highlight them for you, and it
starts on page 3 of our subm ssion.

It's i mport ant t hat there is a

devel opnment of i nt er nati onal st andar ds and
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agreenments that conform and enforce patient care
as a primary goal, pl aced over conmer ci al
i nterest; the devel opment of nutual international
recognition for | i censi ng whol esal ers,
phar maci sts, and pharmacies |ocated in Canada and
the United States that choose to serve other
countries; and devel opnent of menor anda  of
under st andi ng regar di ng whi ch | aws are
enforceable for the safety and benefit of the
pati ent, as many of the businesses require
di sclainmers, agreenents, and powers of attorney
t hat basically renove the patient autonomny.

Until such time as the provincial and state
pharmacy regulators can openly forward and
receive information and intelligence from the
American Food and Drug Admnistration, Health
Canada, and the provincial and state prescribing
| i censi ng aut horities, cross-border phar macy
sales of drugs under the authority of a
prescription should be Ilimted or tenporarily
suspended.

A review is required to identify the
| egal inpedinments and barriers of investigation,
conplaint investigation, jurisdictional issues,
powers  of subpoena, and the collection of
evidence. As the international novenment of drugs

I's based heavily upon issues of access to cheaper
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drugs and professional car e, the flow of
medi cati on across t he i nt ernati onal bor der
t hrough whol esal e purchases ought to be permtted
rather than, or in addition to the pharnmacy
di stribution pursuant to a prescription.

As confirned by al | parties
know edgeable in this industry, the Canadi an drug
supply system cannot provide for all Anericans
requi ring catastrophic nmedications, nor the cost-
saving needs of private and/or state-run drug
benefit programns. A plan is needed, therefore,
to carve out the cross-border novenent of drugs
that can initially benefit those who need it the
nost, and ultimately address the needs of others.

The drug source needs to be confirnmed,
and only pur chases directly from |icensed
whol esal ers to pharmacies would be permtted for
i nt ernati onal sal es on prescription. Qur
referral prescription progranms to pharmacies and
busi nesses |ocated outside the country of the
pharmacy of first contact nust be approved by
provincial or state licensing authorities prior
to inplenmenting that program

And, finally, all advertisenents of
phar maci es servicing other countries nust clearly
indicate the jurisdiction of license, neet the

requi rements of international |icense authorities



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

16

based upon a program such as the National
Associ ation of Boards of Pharmacy |PS program
and no other pharmacy business would be all owed
to advertise for i nt ernati onal shi pment of
medi cations or participate in that activity.

In closing, Chairman Carnona, 1'd |ike
to again express appreciation for the opportunity
to address the task force. Your decisions wll
affect Canada in the back-and-forth novenent of
drugs between the two countries. The issue of

cross-border novenment of Jlegal drugs is very

conplex, as you've already alluded to. | t
i nvol ves and entw nes professional, |legal, and
political jurisdictions; however, the overal

goal nust remain clear: patient safety and

product quality and safety.

e | ook f orward to future
opportunities for further discussions and thank
you for this opportunity again

CHAI RMAN  CARMONA: Thank you, sir.
Qur next speaker, M. Jean-Yves Julien from the
Quebec Order of Pharnaci sts. Sir, thank you for
bei ng here.

MR.  JULI EN: I thank vyou for the
invitation, and | am acconpanied by M. Jocelyn
Bi net, who is responsible for investigations, so

he coul d answer sone of the questions |ater on.
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In the short period of tinme, 1"l
focus on some of the activities that we have been
running in order to prevent this situation from
spreading in the Quebec province.

The first message that we always give
to people is to make the distinction between the

drugs and the prescription. And what has been

said, | share nost of the coments to enforce the
prof essional legislation and control. That's the
key message out of the paper that |I'm presenting
t oday.

So about the drug itself. You know

it's like in the United States, the jurisdiction.
W don't have, in a province in Canada, the
jurisdiction over the drug itself, the noving of
a drug. W have the jurisdiction over the
prof essi onal activities.

The Quebec Order of Pharmacists is the
licensing body for the Province of Quebec. The
Quebec Pharmacy Law is unique in one sense in
that it's only a pharmacist that can own a
pharmacy in Quebec. And this is sonething that
gives us a tool to act nore easily than sonewhere
else in Canada. You have a few of the
ref erences. | won't go through that, but you can
refer to it.

About the prescription dispensing:
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our pharmacies are allowed to dispense or fill a
prescription only if it's signed by a Canadi an,
or especially a Quebec physician. So for nyself,
| cannot - | don't feel |'m authorized to fill a
prescription comng from an Anmerican physician.
This 1is very inportant. That's what we are
acting on to prevent.

About the Internet: we are not

against the use of the Internet as a tool of

conmuni cati on. Everyone woul d be really
surprised if we said that we don't |like to use
the Internet. It's a common tool. But 1'd just

like to underline that we never experienced fax
phar macy, we never experienced phone pharnmacy, we
never experienced del i very phar macy, t he
wi despread use of this designation. But now with
the Internet, everything goes, and we feel
because we use an Internet pharmacy, that it's
full pharmacy. It's not. We shoul d make people
aware of that.

Internet and the challenge across
bor ders. | guess the main thing is professional
activities. Agai n, it's not because a
prescription is transiting through the Internet
that it becones a legal prescription in Canada.
We should stop that to nove. That's what we do

i n our jurisdiction.
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Three steps that we have been trying
to work on in order to prevent that. First,
di sciplinary action against our nenber. Those
who are involved, we bring them in front of the
disciplinary commttee and stop them from doing
it. They are fined or other actions are taken
agai nst them Penal |awsuits for people who are
not pharnmaci sts and are operating a website from
the Quebec territory. We have been suing them
It's not easy, as has been nentioned. We need
hel p because it's a very conplicated situation.
M. Binet can talk about it.

And the third type of action is public

awar eness, public informtion. And when | say
public information, | mean the public in general

but as well, the authorities, because it's not
al ways easy. It seens easy to say that they're

different, a prescription is not a drug, and the
opposite. But it's not always easy when |
mention that to sonme politician in Quebec or sone
civil servant. They say, oh, it's the sanme. No,
it's not the same, because it's the key to
preventing that situation from spreadi ng nore.

So disciplinary action. We have been
acting for phar maci sts and non- phar maci st s.
Penal |awsuits. W sinply do not have the

I nportant financial resources needed to conduct
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all inquiries we would like to do. But nore
i nportantly, we do need the support, technical
and financially, and col | aboration of al
jurisdictions that are inplicated in that |[|aw
enforcement. That's what has been nentioned.

And a great exanple of that is drug
i mportation itself. The Quebec Order of
Phar maci sts cannot control what transits through
t he border. It's up to other legislation, but we
can stop, from the pharnmacy, the sending of
messages or information to the Internet when it's

not consi dered | egal.

Public information. It is inportant
to make the public informed about that. Publ i c
protection. It's an issue on both sides of the
border to protect the people. When we stop

pharmaci sts doing that, we know that they are
| osi ng noney. It has been nmentioned that it is
an inportant issue. W know that they are | osing
noney, but it's not the way to nake noney. e
feel that. And I think it's a protection for the
U S citizen, as well

Canadi an drugs. I don't think the
qual ity of Canadi an-made drugs are at stake here,
are an issue, but the problemis that if we all ow
an illegal practice, why don't we allow, as well,

counterfeit drugs. That's the risk of mxing two
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types of illegal activities. That will increase.

That's what we find very threatening, so that's
why counterfeit drug is a real threat, as well,
because if we let things go, everything wll
come, |like has been nentioned, from everywhere in
the worl d.

The inportant distinction for the
public in-between a service, that's something
that we continuously repeat. The | oophol e that
helps to facilitate that is the fact that if |
cross the border with ny personal nedication for
90 days, | wll be allowed to do that. That's
rational, but not nore than that. So then, it is
conplicated to control, as has been nentioned.

Practice control. The inportant point
is the fact that for a prescription to be valid,
it has to be issued by a physician in Quebec or
i n Canada. And we should neke the people aware
of that. They are putting thenselves in danger
if they are calling and getting services from
di stance |ike that.

Negative inpacts have been nentioned.

We share that. Societal challenge for the
future. The key nessage there that we're trying
to send is it's unfortunate when we see a public
person, nmayor, other, in Canada, politician in

authority who says, Go and buy your cheapest
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prescription through the Internet, for instance.
| mentioned, in Quebec and Montreal, that it's
exactly like if the mayor in Montreal told the

people, Go to the reserve, buy your cigarettes

It's going to be cheaper. | think it's a type of
soci et al behavi or t hat should be condemed
publicly. This is very inportant, because it's

part of this issue.
And, finally, | do think that | would
not like to be in a world where we have pharnmacy

paradi se like we have fiscal paradise. That's ny

conment s.

CHAI RMAN CARMONA: Thank you, sir. I
appreciate it. | understand M. Binet is just
here for questions and will not make a statenent.

s that correct?

MR. JULI EN: Yes.

CHAI RMVAN CARMONA: Okay. Then | would
open the questions to ny fellow task force
members. Anybody have any questions of our
panelists? Go ahead, please.

DR. O GRADY: Yes, just a couple of
guesti ons. One, in ternms of both what Monsieur
Julien and Ms. Wells brought up, is the role of
the physician as sort of a co-signer of a
prescription. I just wonder what sort of

liability is there wunder Canadian law for a
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physician -- or if there is any liability -- a
physi ci an who sort of really doesn't ever exani ne
this patient, sees that an Anerican coll eague has
signed, and therefore, just goes ahead and signs
a Canadi an version of the sane script?

MS. VWELLS: Wwell, | can ?? as |
mentioned in nmy presentation, there are a |ot of
the licensing bodies now for physicians who have
conme out against co-signing. And | know that the
agency in Canada that covers liability for
physi cians has also publicly stated that there
woul d probably be a problemif there was an error
or a mshap with an Anmerican patient who had
received a prescription that was just co-signed.
There may not be coverage for that physician.

MR. JULI EN: We are working with the
Col | ege of Physicians, and they have been acting
on that. They have sanctioned their menbers who
Co-sign prescriptions. Their public nmessage is
not to do that, and they are acting agai nst that.

DR. O GRADY: Could | ask one nore
gquestion?

CHAI RMAN CARMONA: Pl ease. Go ahead,
Dr. O Grady.

DR. O GRADY: Sur e. Ms. Wells, you
brought up a discussion that you had either over

the phone or whatever with a drug manufacturer
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who was thinking of introducing a new drug into

Canada but was hesitating in some sense. Now can

you just sort of expand for us a little bit,
wi thout any confidences here, iif |I'm a drug
manuf act urer and ' ve al r eady i ntroduced

sonething in the States, and 1'd like to think
about introducing it in Canada, if there's not ??
I mean, much of what 1is behind the whole
importation thing has go to do wth price
differentials between the two countries. So if
['"'m a mnufacturer, don't | just offer it in
Canada at the sanme price as |'m asking for in the
United States, and then sort of the incentive to
i mport or re-inmport goes away? O are there
other limtations on that manufacturer's ability
to simply charge the same amount as they do in
the States?

MS. WELLS: Yes. We have the Patent
Medi cine Prices Review Board in Canada. There
are price controls on pharnmaceuticals in Canada,
so |I'm presumng that would stop them from
charging the same prices in the U S.

DR. O GRADY: | see. So if the
Canadi an Board basically allowed them to charge
the sane prices, their incentive to not offer in
Canada woul d go away?

MS. VELLS: Well, | nmean the price



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

25

differential is probably the main driver.

DR. O GRADY: Yes. I guess all [|I'm
t hi nking about, in terms of the board and its
responsibilities in terns of access to drugs for
Canadian citizens, that at some point there is
that notion of price versus gaining access to
what you view are needed drugs. So that dynam c
bet ween the manufacturer and the board in Canada
seens to be sonmewhat separate from either our
world or your world, other than we're both
affected by the price differential and its
effects.

MR. GUSE: If I can add to that just
briefly, what we're seeing in recent history is
that the introductory prices set by the board
that Ms. Wells described, the anopunt is pretty
well on line with what the Anmerican introductory
prices are. One of the requirenents under the
Patent Medicine Prices Review Board is that the
price increases thereafter, and your price
i ncreases are at a greater rate than what our's
is. So what the starting point nmght be, sane or
simlar, the gap grows as the years pursue.

CHAI RMAN  CARMONA: Thank you. Dr .
McCl el | an.

DR. M CLELLAN: Yes, thank you. Thi s

Is actually for any of you. You all expressed
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sone concerns about safety on both sides of the
border, with a disconnected system wth us each
goi ng about our own ways of trying to nmeet our
medi cal needs. You all talked about a fragmented
system for filling prescriptions over here, wth
people going across the Dborder and having
prescriptions witten by doctors that hadn't seen
patients, and not being connected to our safety
systens. And on the Canadian side about
potential problems in access to nedicines, as
wel | . They just aren't marketed or there's not
enough supply of them given the U S. demands for
t hose nedi ci nes.
| clearly understand all the problens.

I  just wonder if you all have any ot her
suggestions on how we can work together to
address them In ny fornmer job at FDA, | spent a
good deal of time with Deputy Assistant M nister
Gorman on our new collaborations in some areas
We signed a joint nmenorandum of understanding to
work together on, not just cross-border safety
i ssues, but also drug nmanufacturing nethods,
harnoni zing regulatory approaches, steps that
collectively mght bring down the <costs of
medi cines in both countries. And | wonder if
there are other ways to do that, as well.

For exanple, in the United States
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there obviously are sonme real concerns about the
di fferences in t he prices of br and- name
medicines, and we'd like to find ways to bear
| ess of the share of those costs, and reduce our
price burdens here. On the other hand, in
Canada, as I understand it, nost generic
medi cines are significantly nore expensive than
in the US., perhaps as a result of price
regulation or other steps that maybe got in the
way of what should be a very conpetitive market,
and they're not used as widely as they are in the
US., a significantly |ower share of generic
prescriptions.

Well, maybe there's sonmething we could
| earn from each other that would reduce the price
di fferences between the countries w thout having

to spend nore on prescription drugs in Canada.

Any thoughts |ike those about how we could work
together on this, because it seens |ike when
we're working separately it reinforces both
hi gher costs, access pr obl ens, and saf ety
pr obl ens.

MR. GUSE: Yes, thank vyou. And |
think it's a great issue, and there's sone

answers out there that we need to |ook at, for
sure.

A couple of things on those points.
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The overall perception is, on even a |imted

category of drugs, that Canadian prices are nuch

better than the Anmerican price. In fact, that's
what driving the industries in sone regard. But
t here S differenti al pricing wthin your
country, through organized - | don't know if I'm
going to use the right term - but organized
purchase groups that get phenomenal prices, |'m

sure, probably better than what sonme of the
Canadi an prices are.

However, the profile appears to be
with the individuals that can |l east afford to pay
t he higher prices. In fact, those are the ones.

And when you take that population, the prices
they're paying, then the Canadian price seens to
be a great advantage, and obviously that's why
they're purchasing the product from Canada. So |
think those issues are right on.

The issue about generics, the thing
you described is also «correct, in that our
generic prices appear to be higher than they are
in the United States. And again, as nmuch as we
can look at the issues of price and disparities,
and why that's occurring, we can't |ose sight of
the patient care. And if you boil this issue
down to price differences, how do we get the

right price -- and | don't mean disrespect -- but
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you also have to clearly roll into there is it
the right drug, are they being taken, is it the
conpl i ance. Because | think there's a lot of
cost savings when you | ook at patient conpliance
and the pharmacists doing the care that they
ought to be providing.
MR. JULI EN: Yes, if | mght comrent.
For the generic, we know that what we see of the
price, it's higher in Canada than in the United
St at es. W have to learn from you. For the
original drugs, as has been nentioned, it's not
always ?7? it's sonmetimes msleading for the
public, because the price that is paid that we
see in general -- we have a buying group or we
have, for instance, in Quebec the insurance for
all the population, so the price that we see is
the price that the governnent pays or the
pharmaci st wll pay. So sharing information
about t he r eal acqui sition costs t hr ough
different groups in the United States would be
useful in order to understand what is the real
differential at the end. It's certainly higher
in the United States, but sonme action nmeans that
it's higher for part of the population, but not
for all. So if we conpare hospitals, for
i nstance, they m ght be |ower than in Canada, or

a bit higher, but it has ?? we need nore
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I nformati on. And | think people dealing wth
that need to share information that would be
hel pful on that situation.

CHAI RMVAN CARMONA: Dr. Crawford, and
then Dr. Raub after

DR. CRAWFORD: Monsi eur Julien, you
mentioned that it's not possible under Quebec | aw
for a prescription to be filled that's witten by
an  Anerican physi ci an unless the American
physician is also licensed in Quebec. I's that
correct?

MR. JULIEN: Yes, that's the situation
that we are enforcing, the interpretation - that
the prescription ?? the pharmacist is authorized
to fill prescription by an authorized prescriber,
meani ng soneone authorized in Quebec, or in sone
circunstances from other provinces, but it's
mainly in Quebec. So a prescription | interpret
-- and that's what we enforce, that a physician

that signs a prescription fromthe States is not

aut hori zed in Canada. If | receive it, it's not
a legal prescription, and it's illegal for me to
fill it.

DR. CRAWFORD: Whet her or not the
physician is licensed in Quebec?
MR.  JULI EN: If he is licensed in

Quebec, then the other step that we will |ook --
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it doesn't nmean that we'll encourage that, to
have a physician in Florida that is authorized in
Quebec and signs prescriptions and that over the
| nt er net, because we're going to |ook at
conprehensi ve pharmacy services. So will the
patient get in touch with his pharnmacist and so
on. So we're | ooking at another aspect. But at
the very first, npst of the prescriptions that
transit through the border through the Internet
are for us considered illegal prescriptions.
That's where we stop pharmacists from using it.
And if a Quebec physician countersigns, we even
say that it's not allowed. It's not good
practice, and we don't consider it the thing to
do, and we stop that, as well.

DR. CRAWFORD: Okay. Thank you.

DR. RAUB: Thank vyou. This is a
gquestion for anyone or everyone on the panel, and
it's about capacity. If we had a satisfactory
system for inportation of prescription drugs from
Canada to the United States, and if t he
phar maceuti cal manufacturers were willing to sel
to Canadi an pharmacies all the drugs that they
wanted to buy, where does the strain begin with
t he Canadian systenf? Wuld twice the current
volume of transactions break it? Three tines?

Five times? What s the capacity of the
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infrastructure to go significantly beyond the
volune of sales that you handle now, especially
pharmaci sts, facilities, and the |Ilike? It's
unfair to ask for any particular nunbers. I
don't mean that, but just sonme attenpt at a
quantification.

MR. JULIEN: If | may start and try, |
don't think it wll work Iike that. It won't
break, because if we open the door, we have a |ot
in the United States that will come up to service
our sales. So there's no ?? they wll have a
problem a short-term problem but the fact is

that we're not going to authorize the noving of a

drug. VWhat we will do if we allow the systemto
conti nue, we will, I n fact, allow the
professional nmoving like free trade. Free trade

does not include right now the professional free
noving in one country to another. When a mayor
froma city here said, Go buy your drug, | say he
should say, Cone, M. Julien, to work in ny city,
because that's what he's saying. He's saying to
people the services offered up North are good.
VWhy not bring the professional here. So why do
we stay there? Because of the product. Then,

guess, what wll happen is the price will go up
and nmovi ng across the border, and certainly we'll

find Anmerican pharmacies w se enough to try to
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Canada, even though there is a differential of
price. We have seen a very big transaction so
far with pharnmacies and people on both side of
the border, so | cannot say that it wll break
the system It will reach a point where other
measures work, and probably sone pharmacists wl
work for Anmericans, and other wll wrk for
Canadi ans from the States, beside the fact that
there is a problem but the price will go up in
Canada, certainly.

MR. GUSE: Dr. Raub, if | can just add

to that. Again, it comes down to the idea of
di stribution. | f we're t al ki ng about
distribution pure and sinple, | think the |ikely
alternative, rather than having the product

packaged and prepared in Canada, with due
respect, it mght very well be to have the
pr oduct shipped to the States through the
whol esal ers, for exanple. And you have ?7? |
mean, our pharnmacists, we've done sone studies on

how the pharnmacists in the United States conpare

to t he phar maci sts in Canada, and t he
conpetencies are right- on equivalent. And
you've got sone good practitioners there, | know,
and they can deliver the care. And if it conmes

down to where the product conmes, it mght very
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well be the concept to have the wholesale ship to
the pharnmacies in the United States and provide
the care | ocally.

MR. SACHDEV: This is a question for
Ms. Wells and M. Cuse. In your testinony, each
of you talked separately about, M. Wlls, the
need for sone study of the inmpact of inportation
and noted that your organization had called for a
ban on inportation wuntil such study could be
done. And, M. Guse, you nentioned the need for
sort of an assessnent or an analysis of the |egal
i npedi nents related to inportation. Can you both
update us on what the status is of that, of your
call to the governnent, but also of the effort to
do that type of analysis?

MS. WELLS: | know there are groups in
Canada right now | ooki ng at col l ecting
i nformation on drug shortages, for instance. And
we al so know that Health Canada has started to do
sone inspections in pharmacies |ooking for
breaches in, if they are purchasing drugs from

ot her pharmacies, they're acting as whol esal ers.

And if they don't have an establishnment |icense,
that would be illegal, so they're |ooking for
t hat .

Health Canada is also |ooking for

unapproved drugs being dispensed, so that's going
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on right now, as well as studies on shortages of
drugs, and inpact on pharnmaci st manpower, so it's
goi ng on right now.

MR. SACHDEV: And in terms of vyour
call for a ban, how has that been received?

MS. WVELLS: Heal th Canada has pointed
out that in terns of the exportation of drugs to

the U S., there's nothing federally that prevents

that, so they're still sort of being watched
right now by the federal governnent. W actually
have a neeting scheduled for next week. The

federal governnent is nmeeting with the regulators
of pharmacy and nedicine just to discuss some of
t hese issues, so it is certainly sonething that's

under study right now by the federal governnent.

MR. GUSE: Thank you. And with
regards to the legal issues -- and |I'm not a
| awyer, |'m a pharnmacist. But the idea of our
jurisdiction, our public, i f you will, i's

patients that receive nedications from pharnacies
| ocated in Manitoba, so we have an obligation,
and in fact do conplaint investigations. The
chal | enge around that is collecting evidence when
t he evidence is not located in ny province, or in
my country. The ability to subpoena w tnesses
has been a challenge, so we're still exploring

sone of those challenges, and | don't have all
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the answers for you, but | do have a |ot of the
guestions, or the challenges that we see.

MR. SACHDEV: A followup question.
Actually, in all of your statenments you note that
it's not possible for any particular province or

state regul atory agency to possess the resources

or expertise to go beyond its borders. | think
that was from Ms. Wells' statenent. From M.
Guse's, it's sonething to the effect of the

provincial regulatory systenms do not ?7? really
are not designed to allow for the regulation of
t he exportation of prescription drugs. And from
yours, M. Julien, | think you tal ked about the
| oosening of public protections as a result of
I mportation or exportation of prescription drugs
where vyou think about issues |like liability
concerns.

To the U.S. consumer who is purchasing
drugs typically through an Internet portal, what
are you saying in terns of what they should
expect from the provincial pharmacy regulator in
Canada in ternms of their oversight of the price
comng into this country?

MR. GUSE: Vel |, there are sone
chal l enges also in that regard because first off,
there's different busi nesses out there, and

busi nesses, pharmacies, in fact, that we do
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license, and they're required to d splay that on
their website if that's all they're advertising.

But there's also businesses out there that |eave
the consunmer with the inpression that they are
licensed in Canada, or they are Canadian, or in
fact, they're licensed by us. And we have sonme
chal | enges around that, where we try to convince
them that they ought to renove that inpression
from their website. And if they wsh to
participate in that, then we have cooperation.
We have a success. If they wish not to, and
they're not located in Manitoba, or they're not
| ocated in Canada, frankly, | don't know what we
do.

MS. WELLS: We devel oped sone nodel
standards a couple of years ago, not designed to
speak to Anerican citizens |ooking to buy from
Canada, but for fol ks across Canada | ooking to
use websites to interact with their pharnacies.
And one of the requirenents is that there be
posted on the opening page of the website sort of
a warning that if there is a problem the
consunmer may not be able to find redress in the
jurisdiction of where the pharmacy is | ocated.
They m ght have to seek sonme assistance from the
| i censing body where they're | ocated. So when

you say what do you say to the Anmerican citizens,
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it'"s not clear how nuch assistance a |icensing
body in Canada could give them if there was a
probl em They may have to go to their state
boar d.

MR. JULI EN: May | make a comment and
then M. Binet. What | wote in the paper is
that the public is |osing. That's nmy opinion,
and that's what we pronote. The public is |osing
its legal unbrella protection when it deals wth
a pharmaci st across the border for prescription
drugs. In nost of the provinces and states, we
have consuners |aw protection. It works within
this jurisdiction. Prof essional activities, it's
about the same, so if soneone ?7? | cannot
guarantee to an Anmerican citizen, come and buy
through a pharmacist, that | wll be able to
protect him in case of an error, for instance,

because we are suing the pharmacist not to do

t hat . Since it's illegal, the pharmacist won't
be protected by his professional insurance. So
then we are losing, and it wll be the sane

problem for soneone in Canada buying from a
di st ance. So this is very inportant, and that's
what we are explaining to people, that we are
|l osing this type of protection.

It's like if | buy a used car here

today and drive up to Canada, | won't have nuch
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protection wth that car. So this is very
i nportant, and that's what we say to people.

MR BINET: If | might just add, |'m
the investigator, the <chief investigator and
director of the Order of Pharmacists, and you've

just asked what would you say to one of our

citizens. | had those conplaints before. Sone
people called from Illinois, Hawaii, wherever in
the States, and the answer is | can't help you.

That's the problem and that's the reason why we
are working hard in Quebec, as M. Julien told
you. We have a l|law that prevents anybody else
not being a pharmacist to own a pharmacy and sel
drugs. And this is our main success because if
you have a website or a cyber pharmacy, it cannot
be owned by other than pharnmacists in Quebec.
And this is not a type of practice that we allow
so we prevent this type of practice.

And those people who are buying the
medi cation from a website that's in Mntreal, or
in Quebec, anywhere in the Province of Quebec,
because it's illegal to practice this way, we
don't have directly a sense or a manner to work
for their problem The thing we have to work
upon is to go into court and have a penal |awsuit
agai nst those people. But because they're

practicing i1 egal phar macy, not directly
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assessing the problem of the patient who called
us having a problem with the pharmacy or the
cyber pharmacy, so we're doing it generally to
prevent this type of practice in Quebec.

MR. JULIEN: A final point on what we
say to pharmacists: if you get engaged in this
type of what we call illegal activities, you nmay
feel protected because you are behind the U S.
bor der. But if you cross with your car or if
your plane stops in the United States and you get
caught there, you will have to answer a question
from the patient then, and a |awsuit is possible
over there. So professional ?? we have to
protect our professionals who sonetinmes are |ed
to get involved in that.

MR. SACHDEV: One last question for
any of you. W' ve also read recently of accounts
of more limted supplies occurring in Canada
because of the restrictions that are being placed
by U. S. pharmaceutical conpanies on supplies to
Canada. And we've also read accounts of sone of
the larger suppliers of the pharmaceuticals back
in the United States looking to alternative
sources, sources where they hadn't previously
| ooked to identify supply, including over in
Europe, the U K., and the IiKke.

I f, in fact, those operations of
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pharmacies in the various provinces do decide to
change their supply and start supplying product
to the United States from those European sources,
or England, or Ireland, would that be considered,
under the provincial |aws an acceptable practice
in Canada? Wuld it be a legal practice? Wuld
it be a practice that you all believe is an
appropriate practice?

MS. WVELLS: Are you speaking about
usi ng unapproved drugs?

MR. SACHDEV: Well, it's unclear. I
nmean, these are drugs that they would be ?? what
we've read about in the recent articles is that
t hese pharnmacies -- whether it's the Internet
website that's got a pharmacy behind it or a
pharmacy that's a cross-border pharnacy that's
sending drugs to the United States -- as they run
out of certain supplies, perhaps they are | ooking
el sewhere, including in Europe and the UK. to
find additional supply. What that supply is an
open questi on. The question |I'm asking is what
your view would be of the shipnment of those
products into the United States if, in fact, they
go from a pharmacy that's located in one of the
provi nces?

MS. VELLS: W would not condone

phar maci sts di spensi ng unappr oved drugs
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regardl ess of where the patient |ived.

MR. SACHDEV: And so your view is that
the drug would be unapproved in Canada when it
cane into your country.

MS. WVELLS: That's right.

MR. SACHDEV: So the exportation of
that product would not be something that you
woul d support.

MS. WVELLS: That's right, because one
of the things that -- there seenms to be a sort of
a msconception that trans-shipnent is allowed in
Canada. And we've had it confirmed by Health
Canada that that's not the case. There is a
section in the food and drug regulations that
there are sone sort of msinterpretations of, but
if our pharmacies were dispensing unapproved

drugs to anyone, regardless, that would not be

condoned.

MR. SACHDEV: So any of the drugs
com ng from Europe ?? the so-called trans-
shi pped drugs -- would be not consistent wth

your inport-for-export provisions?

MS. WELLS: If they weren't approved
for use in Canada, right.

MR.  SACHDEV: O her folks want to
comment on that?

MR. JULI EN: Very briefly. For
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pharmaci sts, they are allowed to buy drugs from
aut hori zed manufacturer or whol esal ers. Ve
recommend to do that, so we assune that the drugs
that they are selling have been authorized by
Heal t h Canada. And what we say to Health Canada
is we should inprove the supply, the security of
the supply chain, and have a better recognition
and probably sonme type of standard and permt for
t he whol esalers, a better framework with them in
order to secure that, and be sure that the drugs
that are sold are authorized in Canada. That's
t he main point about the product.

MR. SACHDEV: And just a followup on
t hat conment. | think each of you, particularly
M. Guse, you ve nentioned that you're seeing
sort of prescription br okers, phar macy

affiliates, prescription co-signers, fulfillnment

centers, i nt ernati onal prescription service
pharmacies. | guess the question | have for each
of you that's a followon to this is: In ternms

of the distribution chain that you're talking
about, what pressure are you already seeing in
Canada as a result of the increased inportation
into the United States of these drugs to the
di stribution system and what would you expect if
Congress does - the U.S. Congress decides to

| egal i ze i nportation?
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MR. GUSE: Thank you. The difficulty

is that because this business is again, a
frontierism gold- rush type of entrepreneurship
- - let's get into it - - we are seeing
prescription brokers, we're seeing a |lot of
internediaries between the patient and the
pharmaci st or the pharnmacy. So the chall enges
are, from an investigation perspective, to follow
the drug, to follow the information, to follow
the noney - the challenges are getting greater
and greater, and frankly, beyond the expertise
and resources of any one provincial [|icensing
authority to wirk on their own. So the
chal |l enges that those types of situations present
are very grave, to say the |east, because we have
difficulties | ooki ng for t he chai n, t he

connection between these busi nesses.

And | just wanted to <clarify one
poi nt . In Canada, when people use the term
?internet pharmacies?, | just want to be certain

that the task force is aware that we really don't
have virtual |Internet pharnacies. They would
have to have a location. They would have to have
a traditional -- if | can wuse that term --
license, so there is a hard and fast |ocation.
They just choose to service Anmericans or other

jurisdictions outside of that |ocation.
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MR. SACHDEV: So would you expect, if

the U S. Congress were to provide a broad
| egalization of inportation, would you expect
addi tional changes in the way your distribution
system i n Canada operates?

MR. GUSE: The di stribution for
Canadi ans?

MR. SACHDEV: Yes.

MR. GUSE: I'mnot certain. | guess, |
don't ?7? the inpact that | would see is if the
Canadi an governnment reflects what your decisions
or the Anmerican government has here, that not
only is there a north-to-south flow, but there's
a south-to-north flow. And that, yes, absolutely
woul d have i npact.

MR. SACHDEV: And so you woul d expect
to see nore of these prescription brokers and
affiliates and fulfillment centers?

MR. GUSE: Well, | think as we work
t ogether to set up a framework where this can be
done, and it doesn't have to be done in
contravention of some of your laws, and maybe
some of our's, so the agreenents are set up, the
standards are in place, and if it's going to be
done, this is how it's to be done. I think it
woul d take those types of activities, they would

be di m ni shed. And if pharmacies were involved
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in those types of activities that mybe explooit
the patient or take away the patient autonony,
t hat those busi nesses woul d di sconti nue.

CHAI RMVAN CARMONA:  Yes, Ms. Hardin.

MS. HARDI N: | just want to clarify
one point that just came up. Ms. Wells, you
mentioned that you've <confirmed wth Health
Canada that trans-shipnent is illegal in Canada.

Do you know what penalties sonmeone would face if

t hey did engage in trans-shipnment?

MS. WELLS: That would be, 1 guess,
akin to illegal i mportation, and we don't
recogni ze trans-shipnent at all. So once a

shi pment of pharmaceuticals hits our shores,
regardless of -- like where it's ending up is
irrelevant, so |I'm not sure of the penalties, but
it would be considered to be illegal inportation
of drugs. But | don't know the penalties.

MS. HARDIN: So you don't have a sense
of what kind of action either a provincial
governnment or your federal government could take
agai nst soneone who was engaging in that kind of
activity?

MR. GUSE: el |, t he f eder al
governnment would be responsible for the product
coming in and what type of activities, or not

activity, what laws that would contravene. | f
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the pharmacy, for exanple, was using those
product s, t hen it woul d be a provincial

jurisdiction of the regulatory authorities, and

they could potentially lose their license from a
provincial activity. But in Canada, the product
- as our Quebec colleagues have said - the
product is nore so -- the quality and safety of
the product is a federal jurisdiction. And i f
the product is comng in illegally and bei ng used

illegally, then it would be federal nonitoring
activity, and any fines and stuff would be the
f eder al gover nnment . W would then, if it
i nvol ved a pharmaci st or pharmacy, then it would
be up to the provincial licensing authorities to
address that issue.

MS. HARDI N: And is the provincial
authority to take away soneone's license, is that
the same penalty someone would face for, for
exanple, filling prescriptions that were signed
by a United States doctor or someone who wasn't
licensed in Canada? |s that the sanme penalty, or
is that the only penalty?

MR. BINET: Well for us in Quebec, the
penalty could be the sane. It depends on the
disciplinary commttee, but as it's witten in
our comments, | think, there was one pharmaci st

who engaged in cyber pharmacies, and his right to
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practice was suspended for 18 nonths. And as |
said before, to own a pharnmacy in Quebec you need

to be a pharmacist, so when you are suspended as

a phar maci st , you don't keep your title
phar maci st . So you cannot own your pharmacy, so
you have to sell it. So it's a big, big penalty

for a pharmacist engaged in ?7? that's probably
why we don't have a broad problem with cyber
phar maci es in Quebec regar di ng phar maci st s,
because we act quickly. The problem is that
those aren't pharmacists who are opening their
sites. So what the penalty would be for those
people who are now in front of the Superior Court
for penal lawsuit for three conpanies, three
cyber pharmacies, the fine that we're seeking is
more than  $150,000 for engaging in those
activities right now. So we're in front of the
Superior Court, so we don't know until maybe 2006
what will happen, but this could be the penalty
or the fine for this kind of practice.

CHAI RMAN CARMONA: Thank you all for
taking the tine. Thank you for your patience
We appreciate your input. | know sonme of you
have to catch sone flights, so thank you for
staying a little longer with us to answer the
panel's questions. We really do appreciate your

I nput . We'll go ahead and switch over to the
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next panel now. Thank you very mnuch.

(Wher eupon, the proceedings in the
above-entitled matter went off the record at
2:43:04 p.m and went back on the record at
2:45:06 p.m)

CHAI RMAN CARMONA: All right. Ladi es
and gentlenmnen, we'll begin with Panel 11. And
let's start at the other end this tine with Dr.
Jack Cal fee. Thank you, sir.

DR. CALFEE: Ckay. Thank you. ' m
honored to be here. | submtted sonme witten
conment s, and | would just summarize those
briefly. | assune at this point we should nove
al ong rapidly. "Il only look to two issues of
the long list that were published in connection
with these hearings, and that is Item 8 where the
wor di ng: "Assess the potential short- and | ong-
run inmpacts on drug prices and prices for
consuners associated wth inporting drugs from
other countries.” And Item 9: "Assess the
i mpact on drug research and devel opnent and the
associated inmpact on consuners and patients if
i nportation were permtted.”

On the first of those two itens, which
is the inpact on drug prices, | think that the
i npact depends very nmuch on what ki nd of

i nportation | aw we have. |If we have a sinple |aw
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that essentially permts free inportation wth
sone sort of reasonable safety standards to give
peopl e reasonable assurance that they're getting
saf e drugs, and nothing much nore than that, then
I think that the dynamcs would be simlar to
sone of those that the earlier panel was
referring to briefly; and that is that the demand
for drugs from Canada to be shipped to the U S

woul d quickly exceed any volunes that are
avail able in Canada. The manufacturers would
restrict supplies to Canada. They woul d refuse
to undercut their profits by shipping drugs to
Canada, or by arranging for drugs to be shipped
from Canada at Canadi an prices.

The Canadian authorities would face
sone difficult problens. There would be novenent
towards trans-shipnment from other nations, which
"1l mention in a nmonent, but it's unlikely that
the supplies that would arrive in the U S. would

be sufficient to lower prices very significantly.

I f Congress passes a different kind of
|l aw, the kind of laws that are now under active
review, which nore or |less requires manufacturers
to satisfy demand from whol esalers in Canada at
Canadi an prices, then it's possible that |[|arge

supplies would arrive at the U S. There is good
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chance that there would be a m smatch between the
ki nds of drugs that have been approved in Canada,
specifically the dosages, et cetera, which Dr.
Danzon can tell you nor e about . But ,
nonet hel ess, at Ileast for certain of the nore
heavily used drugs, we could expect supplies to
arrive fairly rapidly. And the question then is
what would happen to prices. And if the
manuf acturers are literally required to sell to
whol esal ers at Canadi an prices, then we're going
to get a supply of at least quite a few drugs at
Canadian prices, and we wuld be in a very
strange situation because there isn't just one
price in Canada. The PMPRB regul ates prices in a
general fashion, but then the provinces have
their own regulations, and those usually result
in prices that are lower than the PMPRB limts,
and different provinces are different. We woul d
end up in a situation in which Anmerican prices
are being linked to certain specific Canadian

prices, which would be a very strange situation.

If Canada were to permt nass trans-
shi pment, then at sonme point U S. prices would be
linked to prices in Greece or Portugal or Spain
or some place like that, again a very, very

strange situation which | don't think would be
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tenable politically.

On the question regarding research and

devel opment, | think the scenario that conmmands
attention is the second one that I j ust
mentioned, in which manufacturers are nore or

| ess forced to ship sufficient drugs so that the
shi pments have an inpact on U S. prices, and U S.

prices are pushed down towards Canadian prices.

Ther e, I t hi nk t he anal ysi s i's pretty
strai ght f orward. Drug devel opment is conducted
in order to realize profits later on. If the

expected profits are reduced, manufacturers will
rational |y reduce their R&D, and nor e
specifically, they'll reorient their R&D, to the
extent they pursue it, towards the kind of
devel opnent that's less risky, that produces
drugs that have |ess potential. And eventually,
we would end up with sonme very serious adverse
effects on R&D incentives. And that sunmarizes
nmy remarks.

CHAI RMAN  CARMONA: Thank you, sir.
Qur next speaker is M. Jeff Lem eux.

MR. LEM EUX: Thank you, Dr. Carnona,

for the opportunity to comment. My name is Jeff
Lem eux. I'm with a small group called
Centrists.org. Qur m ssi on is to hel p

policymakers |ike you develop ideas that could
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achi eve lasting bipartisan support on sone of the
t oughest national issues, l|like health care. And
| know the panel has already heard from consuner
advocates and elected officials tal king about how
important it is to reduce prices and inprove drug
coverage for the uninsured and people with |ow
I ncomes, especially senior citizens, so | won't
tal k about that. And | know you've also heard
from experts on security, and from people wth
serious illnesses who are very concerned about
the safety of drugs inported, and so | won't talk
about that either.

Instead, what |I'd like to do is offer
a very broad and admttedly sinple economc
analysis of globalization, and how nedicines
woul d be priced around the world if unrestricted
trade and pharmaceutical prices becane the norm
And this follows on the comrents from Jack

First, there's three characteristics

that differentiate nedicines from trade and sone

ot her  products, [ think. The industry is
ext ensi vel y i nvol ved with gover nnment .
Gover nnent s sponsor basi c resear ch, noni t or

safety, and act as the main purchasers and set
prices in sone countries.
Second, with medicines, there are

strong noral issues and econom c externalities;
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that is, if sonme people don't take their nedicine
or get vaccinated, other people will get sick, so
we have a public health issue.

And third, the main cost of nedicines
is in discovery and developnment. This is simlar
to the software industry and in sone respects to
the tel ecommuni cations industry. Usual Iy, nodern

trade involves a search for the | owest production

costs. If conputer programmers in India can do
the same job cheaper, conpanies all over the
world wll hire them If toys can be nade
cheaper in China, we'll inport Chinese toys, and
this is a very good thing wusually. Tr ade

sonetimes works in messy and disruptive ways, but
usually countries that open thenmselves up to
trade prosper, and countries that buy products at
conpar ati ve advant age overseas prosper, as well

However, ny i npressi on of t he
prescription drug industry is that the production
costs are extrenmely low, and | believe they're
fairly wuniform across the world. So instead,
international trade in nmedicines is essentially a
search for the | owest pricing system

I t hi nk, and I think this is
consistent with what Jack said, that the |ong-run
i mpact of unrestricted trade in pharnaceutical

prices would be a new equilibrium with overall
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gl obal prices not too different from today's.
However, the distribution of global prices would
change, and the process of getting to this new
equi libriumcould be very nessy.

U.S. retail prices for people wthout
i nsurance or group discounts could fall, other
devel oped countries with price controls could see
sone upward pressure on their prices. The
problem in ny mnd is what could happen in the
| ess-devel oped countri es.

For nost products, free trade leads to
a long-run tendency toward one world price.
Econom sts sonmetines call this the tendency for
exchange rates to change in a way that leads to
pur chasi ng power parity. Ten dollars buys ten
dollars worth of a certain tradable good anywhere
in the world if markets are relatively free. And
the question is, do we want that for nedicines?

In a world with wunrestricted trade and drug

prices, conpanies will respond in their interest.
They' Il try and estimte how nmuch of their
product is likely to be purchased for in-country

use, and not allow nore supply into that country

than is needed. And those supply responses by
producers in turn will lead inporters to search
for better deals in poorer and countries.

Because prices for nedicines currently vary
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widely from rich to poor countries, this drug

price arbitrage business wll be so lucrative
that they'Il have a hard tinme resisting that
t enpt ati on.

When Canadian trade tops out, for

exanpl e, inporters will turn to other rich
countries with |ow governnent-set prices. V\hen
t hose sources run low, in turn they'Il begin to

i mport from |lower-priced devel oped countries |ike
Portugal or Greece or Taiwan. Utimtely, |ess
devel oped countries wll be targets, and their
prices would be forced up toward world |evels.
And the question is do we really want Egypt or
Thailand or Brazil or Turkey to pay the sane
price for medicine as the U S. and Canada and
Sweden. | mean, we may not be particularly
concerned if Canadian or German prices have to go
up a little bit, but with some of these other
countries, there my be a conpelling reason to be
concer ned.

Moreover, | certainly am not a safety
expert, but inmports from poorer countries would
clearly pose a greater risk of adulterated,
i mproperly handl ed, or counterfeit products.

Now the bills in Congress to make drug
i mportation nore w despread and legal say we're

not going to inmport from these |ess devel oped
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countries. But over tinme without a great deal of

i nt ernati onal cooperati on, t here woul d be
tremendous pressure to do so, | think, and we
could expect a |ot of |eakage. And let ne wap

up with two quick recommendati ons.

First, it seenms to me, |I'm not a
| awyer but | think the FDA should probably invest
very heavily in tracking the production and
transportation and storage of inported drugs,

regardl ess of whether or not the |Ilegislation

passes to nmake it [|egal. It's just too
important. | think the FDA shouldn't get hung up
on |legalities. | f people are inporting drugs by

various neans regardless of the law, the FDA
should still do everything in its power, and the
budget should permit the FDA to do everything in
its power, to make sure these things are as safe
as possi bl e.

And second, | think the best forumto
di scuss local drug pricing, and whether or not we
really want to push toward one global price, or
to manage it differently mi ght be an organization
like the Wrld Trade Organization or other
i nternational forums. Perhaps | ess devel oped
countries could be induced to help the devel oped
world nmonitor and control counterfeiting in

exchange for lower than equilibrium prices. To
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sonme extent, markets are always going to tend
toward one global price, and no trade reginme is
going to be air-tight in preventing that
pressure. However, there my be some wn-wn
outcones where drug conpanies and distributors
can be confident that they can essentially give
away medicines in the poorest countries, and sel
ot her medicines for prices that are reasonable in
| ess devel oped countries that aren't so poor, but
still not greatly undercut their prices in the
ri cher devel oped countries. Thank you.

CHAI RMAN  CARMONA: Thank you, sir.
Qur next speaker is M. lain Cockburn.

DR. COCKBURN: Thank you. [ 1
briefly introduce nyself. I'"'m a Professor of
Fi nance and Econom cs at Boston University. " ve
devoted nmuch of my  professional career to
researching conpetition pricing and innovation in
the pharmaceutical business. Thank you, M.
Chairman and task force nenbers, for t he
opportunity to express ny Vi ews on this
controversial and difficult issue.

To that extent, ny remarks in ny
written submission wll echo those that have
al ready been made. Let ne highlight what | think
are the nost inportant aspects here.

At present, importation into the
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United States is slightly larger than a trickle,

but it's not quite a flood. Legi sl ati ve change
to pronmote or legitimze inportation to the
United States will surely have a dramatic inpact
on at |least two fronts.

The inpact is surely going to be, and
I think is intended by the sponsors of ¢this
| egislation, to lower U.S. prices, which will in
turn result in lower global revenues for the
phar maceuti cal industry. Let ne address how |
believe this will affect incentives to do R&D.

' m sure the panel doesn't need to be
rem nded that pharmaceutical R&D is notoriously
costly, lengthy, and a risky process. Proponent s
of price regulation or inmportation | think are
unrealistically sanguine about the inpact of
| ower gl obal revenues and profits.

W have little concrete evidence on
this point, but in part that reflects the fact
t hat t he United St at es has pl ayed an
extraordinarily inportant role in the globa
phar maceutical narket over the past 30 to 50
years. People have attenpted to draw |essons
from the experience of Canada in the 60s and 70s
and through into the 1980s wth conpul sory
| i censing, or experinents by Italy in abolishing

phar maceuti cal patents. The fact is that these
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are irrelevant largely to decision-making for a
business in which the United States constitutes
50 percent of the market.

| think this is really a shot in the

dark if the United States goes down the road of

substantially |owering prices. | think it's very
difficult to predict the outcone. My personal
belief 1is that it wll substantially reduce

i ncentives for R&D. There's a lot of uncertainty
on this point.

A nore subtle issue than sinply the
effect on the total amunt of R&D, | think, is
the inmpact of trying to force U S. prices into
line with the prices charged or realized in
countries with nore aggressive price regulation
scheme, as it wll affect the conposition, not
just the level, of research spending.

Jack Cal fee nmentioned this question of
business w | respond by trying to please
regul ators rather than consunmers, and we also
need to recognize the very inportant role of the
United States market in sending signals by
mar ket -determned prices to the industry about
whi ch projects to work on.

Re-inportation or inportation on a
| arge scale surely wll have the effect of

substituting foreign price regulators' relative
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valuation of different drug products for market
signals in the United States. That will renove
this inportant set of incentives and signals to
the industry. | find this deeply concerning.

My second set of comments relate to
the global inpact of pressures to harnonize
prices across countries. We shoul d recognize, |
think, the role of the international patent
system in supporting the previous regime in which
there have been significant price differences
charged in different countries. If the United

States legalizes inports, and these occur on a

| arge scale, just imgine what wll happen in
Canada. | think we're deluding ourselves if we
bel i eve the Canadians will respond passively.

Canada has a number of options, one of
which will be to, if they face serious donestic
shortages and upward pressure on prices, they
have a nunber of options. One is to ban export
to the United States. Another, sonmething Iike
Canada has done in the past, will be to announce
a national nedical nedicine supply energency and
take away patent rights in Canada. Now | think
this is quite a real possibility. O they can
turn around and pass the buck on both of these
fronts to some country which is further down the

i ncome chai n.
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| think there's a very real danger of
this spreading as a contagion if the United
States starts trying to absorb |arge amounts of
production supply from other countries. And |
think it's going to lead to a substantial
weakening, if not a collapse of the internationa
patent system which | would note the United
States has worked very hard for several decades
to try to strengthen and harnoni ze.

The other issue where | think we're
del uding ourselves is to suppose that we can ??
the legislators can anticipate all of the actions
that the industry can take to respond to attenpts
to put Canadian prices in place in the United
St at es. As already nentioned, pharnmaceutical
conpani es have the option, a number of ways to
resegnent the market if pat ent rights and
i mportation |egislation are taken away. They can
reformul ate products, they could choose not to
i ntroduce themin different countries. Those are
first guesses. | think we should be very careful
not to underestinmate the ability of the industry
to come up with clever and effective ways to
resegnent the market, which wll be socially
costly.

These considerations lead nme to urge

t he t ask force to very cauti ous about
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recomrendi ng noves which would substantially
increase the level of inports into the United
States. Thank you.

CHAI RMAN  CARMONA: Thank you, Dr
Cockbur n. Qur next speaker is Dr. Fr ank
Li chtenberg from Col unbia. Thank you, sir.

DR. LI CHTENBERG. Thank you. I
appreciate the opportunity to address the task
force. I'"'m going to be less anbitious than Jack
Cal fee, who chose to address two of your issues.

I"'m only going to address one, one of the sane
ones that Jack and lain did - the inpact on
pharmaceuti cal R&D. | have prepared a set of
slides | abeled, ?The effects of re-inportation on
new drug developnment.? And if you could refer to
t hose, that woul d be hel pful.

I'd also |like to say econom sts have a
reputation for never being able to agree with one
another, but ny sense is actually there's a fair
ampunt of agreenment anmpbng the econom sts sitting
here, at | east.

So | begin with a hypothesis, and the
hypot hesis says that re-inportation wll reduce
i ncentives to develop new drugs which wll slow
the rate of increase of longevity and quality of
life. That's not to say that there may not be

some short-run benefits of re-inportation, so re-
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i mportation, suppose, does reduce prices and
i ncrease access. And that would be of sone
benefit to consuners today. However, we have to
also bear in mnd the Ilong-run consequences,
which in ny view, and | will try to provide sone
evi dence of this, would be a reduction in future
drug devel opnment, which would not be a good thing
for future generations.

To sort of make this case, | have this
very sinmple schematic representation of new drug
devel opnment, which again puts at the center
expected profits. Li ke or not, pharnaceutical
i nnovation is a profit-seeking business, and
expected profits of drug developnent depend
primarily -- depend on several things, the

expected drug price, the expected market size,

and, of course, cost of drug devel opnent. And so
changes in either expected drug prices, or
expected market si ze, will af f ect expect ed

profits and, therefore, affect the nunber of
drugs devel oped, hence patient outcones.

|'ve done a lot of research which
tries to assess the effect of new drug
devel opnent on longevity, quality of life, and so
forth. This is sort of formalized a little bit
in my fourth slide, which shows a very sinple

equation where profits from drug devel opnent
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depend on the expected price, the expected
gquantity and cost, both variable and fixed costs
of drug devel opnent.

Now basically, what this shows us is
that given both variable and fixed costs, profits
of drug devel opnment are reduced when either price
or quantity is reduced. So if a drug conpany
expects either a smaller price or a snaller
quantity, then the expected profitability of drug
devel opnent decli nes. Mor eover, expected price
and expected market size have simlar effects on
i nnovation incentives. That is, suppose |I'm a
drug manufacturer, and | suddenly found out that
there are going to be half as nmany consuners of a
product as | originally thought. Well, that
means nmy revenue is going to be reduced by 50
percent. That's going to make the market nuch
| ess attractive.

However, if there are 50 percent fewer
consunmers, at least | only have to produce 50
percent as many pills. Wher eas, suppose i nstead
that the price were reduced 50 percent, suppose
that | thought the price was going to be $20,
instead it's going to be $10. Again, nmy revenue
is going to be reduced by 50 percent, but now I
still have to produce the sane number of pills

approximately as | did before. So a reduction in
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price has a nore negative effect on profits than
a simlar percentage reduction in quantity. So,
therefore, I think that evidence about the effect

of market size on drug devel opnent can provide

I nsi ght into the probable effect of re-
i mportation or price controls on dr ug
devel opnment, so |I'm going to be a little Iless
skeptical than lain was. lain said he

t hought that it was going to be very, very
difficult to assess the inpact of re-inportation
on pharmaceuti cal R&D. |'"m going to take a stab
at that. And here's how I'mgoing to ?? what |I'm
going to do is try to provide sone evidence about
the sensitivity of the nunmber of drugs avail able
to treat a disease to the prevalence of that
di sease, the size of the narket. Thi s pertains,
by the way, to that poster over there on the wall
that says "1983." That's the O phan Drug Act.
Congress passed the Orphan Drug Act because it
recogni zed that there were weak incentives of
conpanies to develop drugs for rare diseases.
The market was too snmall, and the governnment
explicitly created incentives to develop drugs
for rare diseases. And, in fact, industry
responded quite a lot to that.

So the illustration that I'm going to

give you looks at 14 different kind of cancer.
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So | have a table which shows basically two
col ums of nunbers. It shows for different kinds
of cancer, how nmany people have that Kkind of
cancer. For exanple, in the United States, the
nost prevalent form of cancer is breast cancer
foll owed by prostate and |ung cancer. Those are
the nost prevalent fornms of cancer. And guess
what, those are the fornms of cancer that have a
relatively |arge nunmber of drugs.

Whereas, if we look at relatively rare
forms of cancer, |ike eye, bone, and testicular
cancer, there are very, very few drugs devel oped
to treat those fornms of cancer. That's because
the incentives aren't there. And, in fact, when
| do a very sinple statistical analysis to try to
assess the sensitivity of the nunmber of drugs to
the prevalence of cancer, | find that a ten
per cent i ncrease in cancer i nci dence is
associated with about a ten percent decrease in
t he nunmber of drugs. And so what does that
i mply? That suggests that a ten percent decrease
in drug price would result in at least a ten
percent decrease in the number of drugs. |If drug
prices fall by ten percent in the United States,
this would suggest that we mght expect to see
sonething like a ten percent reduction in the

number of new drugs devel oped.
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So if re-inmportation did, in fact,
significantly reduce drug prices in the United
States, then | would predict that in the |ong-run
this will result in a significant reduction in
number of new drugs developed, and that this
woul d, in turn, have adverse effect on the rate
of longevity increase, inmprovenents in quality of

life, and so forth.

Thi s evi dence IS extrenely
prelimnary, | would admt, and | think further
study is needed. But | think other evidence
suggests that, in fact, phar maceuti cal R&D

i nvestnment is very sensitive to incentives. I
read an article on the airplane com ng down today
about Bioterrorism and how, in fact, t he
response of t he i ndustry to devel opi ng
bi oterrorism nedication seens to be very poor,
per haps due to weak incentives.

Also, there's a lot of evidence that
the vaccine industry has dimnished in response
to very low prices. So in conclusion, | think
the committee ought to keep in mnd the distinct
possibility that re-inmportation wl|l reduce
i ncentives to devel op new drugs, which will slow
the rate of increase of longevity and quality of
life. Thank you.

CHAI RMAN  CARMONA: Thank you, Dr.
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Li cht enber g. Qur next speaker is Dr. Patricia
Danzon from Penn. Thank you, m'am
DR. DANZON: Good aft er noon, M.

Chai rman, and thank you for the opportunity to

address the task force. |1'mgoing to sound a bit
| i ke a broken record, but |I'm going to plow ahead
anyway.

|'"m going to try to reiterate certain
poi nts that mny coll eagues have nade on the effect
on prices, and particularly draw on sone of the
studies that |'ve done that nmay be relevant to
the likely inpact.

Let nme start off by stating ny
concl usions, which are that the precise inmpact of
an inportation provision on drug prices in the
US are very hard to predict, but what is
certain is that the savings to U 'S. consuners
would be less than appears sinmply by conparing
say the prices available to consumers in Canada
versus the U S. for specific drugs now. And
par adoxi cally, even though there would be little

savings to U S. consumers from | ower prices, the

I mpact on R&D could be significant, | think
because of reduction in sales overseas. Let ne
give you the reasons why | conme to those
conclusions, and | list four in the witten
coment s.
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First, there's a di fference, a
m smat ch in formul ati ons. Second, t he
wi t hhol ding of supply. Third, the increase in

prices abroad, and fourth, the question of
whet her any savings at the manufacturer price
| evel would, in fact, be passed on to consuners.
So et ne take each one of those in turn.

First, the heterogeneity of products.

In a study that we recently conpleted, we | ooked
at a sanple of 249 conpounds in the U S. that
accounted for about 60 percent of U S. sales in
1999. These sane conpounds accounted for about
the same percent, 60 percent of sales in Canada
and the U K So Canada and the U. K. have very
simlar pharmaceutical markets to the U S. But
for the other countries in our study, the |eading
European countries, Japan, Mexico and Chile,
t hese products accounted for only about 30 to 40
percent . And when we restrict the conparison to
t he mat chi ng formul ati on, or t he sane
formul ation, the same strength which would be
necessary for inportation, the mnmatching share
goes down by half, so we're really |ooking at a
small fraction of both U S. sales and an even
smal l er fraction of foreign market sales that are
in the sane formulations and the same conpounds

as the U S That's even wi thout controlling for
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same manufacturer and whether it's on or off

pat ent .

For those fornulations that are the
sane, | would expect manufacturers to restrict
supply to foreign countries. And so then the
guestion would Dbe, how willing are foreign

whol esalers to divert some of the shipnments that
go to their countries to the U.S., rather than
satisfying their own consuners. And again |
think the conclusion has to be that because the
US nmrket is so large in ternms of volune,
relative to nmost foreign markets, they woul d have
to be willing to ship a very significant fraction
of their volunme to us in order to nmake a dent on
prices in the U S. So roughly, just as a back-
of -t he-envel ope calculation, |'d say even if we
had inmportation from Canada and all of Europe, so
vol unes would be conparable to the U S., if they
were willing to ship say 20 percent of their
sales to us for the formulations that match, that
woul d maybe make up 20 percent of our sales.
Arguably, not enough to nmake a dent on prices in
the U S

In the longer-run, | would expect
manuf acturers to respond by trying to nove to a
uniform pricing policy, and that wuld nean

| eveling up foreign prices rather than |eveling
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down U.S. prices. That comes out of straight
econom cs.

Sone foreign countries m ght be

willing to pay those higher prices, and the drugs
woul d be | aunched. There would probably be
restricted wutilization in order to stay wthin
their health care budgets. But a significant

number of foreign countries would probably not
get those drugs, and the drugs would sinply not
be | aunched. And again, for some enpirical
evidence, |1'd refer you to a study that's on ny
website done with Richard Wang and Liang Wang, in
which we studied the launch of 80 NCEs in 25
countries in the 1990s. And we found that in the
countries with lower prices, and the countries
that are significant parallel exporter countries
i n Europe, the launch of drugs in those countries
was fewer, and they occurred wth significant
delay, so there's strong evidence of delayed
| aunch and non-1 aunch.

Finally, the question of: Even if
there were availability of foreign product at
| ower prices, would those price differentials be
passed on to consuner? That requires enough
supply and conpetition at the wholesaler |evel
for the Jlower prices to be passed on to

phar nmaci es. And then an ability for third-party
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payers and consuners to get those price savings.

I would submt that given the limted supply,
the price, if there are price differences,
they're wunlikely to be passed on to retai
pharmacy. And even if they were, it would take a
sort of clawback activity by third-party payers
to reduce the reinbursement to pharmacies to
capture the average savings. That sort of claw
back has occurred in the U K and the Netherlands
in trying to get savings from parallel trade
there, but if it were to occur in the US. , |
think it would really penalize those pharnmacies
who were trying to dispense U S. -sourced drugs
for reasons of safety, so there would be a | ot of
resistance to that.

For consumers who are paying out-of-
pocket , there sinmply would not be enough
conpetition for any |lower prices to be passed on.

So the bottomline conclusion is, | think that a
broad inportation policy would likely harm
foreign consuners significantly in terms of
reduced access. It woul d  not resul t in
significant savings to U S. consuners, but there
woul d be reduction in R& in the long-run sinply
because there would be | ower global revenues, and
hence, reduced incentives for R&D.

CHAI RMAN CARMONA:  Thank you very mnuch
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for your comments. Panel nmenbers, questions for

our guests? Dr. O G ady.

DR. O GRADY: Yes. I'd like to ask
Dr. Calfee a question, please. I'"m just trying
to drill down a little bit in terms of the way

you laid this out in some of your testinony, both
witten and verbal, in ternms of thinking about
how you get to an appropriate price in this area,
and sort of your concerns about adm nistered
prices, or however you want to ?7? fornula-driven,
or the way it's done in other countries. And |
guess | wanted to ask you kind of how you think
in ternms of relative terns to the way that we set
prices in this ?? clearly, we wouldn't be having
this discussion if there was not nuch of a price
differenti al between the United States and
Canada, in particular. And | understand the
concerns about having the government set the
price. Can you talk a little bit about how you
think that in terns of the market prices -- |
mean are we at a point ?? | guess my concerns and
my own thinking are, wth third-party paynent
involved, it's very hard to have the kind of
price sensitivity we would see in terns of this,
as we do in other goods and services. Jeff's
di scussi on of Toyotas and world prices.

In terme of an area where we have
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third-party payers, an area where we have fairly
strong patent protections, how do you view the
kind of relative price settings between the two
systens? And can you at |east discuss that a
little bit nore?
DR. CALFEE: "Il take a shot at it.
First of all, 1 would enphasize the difference
bet ween drugs being purchased by third-parties,
and being purchased by consuners for thensel ves.
My overall take on the U S. market is that nost
consuners are not very sensitive to drug prices
because they don't pay very much for the drugs.
Most third-party payers are quite sensitive to
drug prices because they do have to pay for them
and they have to conpete with other organizations
so they have an incentive to mnimze their
costs, if they can.
There's a big difference between a
t herapeutic category, which is only one effective
drug which we sonetinmes have for a while, and a
t herapeutic category in which we have two or
three, or several effective drugs. As soon as
that second drug enters the market, these |arge
third-party payers get pretty aggressive in
negoti ating discounts. Some of those discounts
can be pretty substantial. When you get three,

four, or five different drugs like you do in the
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statin chol esterol -reduci ng market, you get a |ot
of discounting. And in my own opinion, it works
pretty well. And then you get the FDA noving
along rapidly to get generics approved, and then
you have a situation in which if you | ook back at
the total spent in the year 2000, the drugs
accounting for that spent are going generic at
the rate of roughly ten percent of that narket

per year. By the end of this year, or by the end

of next year, it's something |like 50 percent of
all the spending in the year 2000 will have been
for drugs that have since gone generic. And so

we're getting ?? the prices here are nmuch nore
dynam c than we realize.

As far as prices over seas are
concerned, what | would enphasize there is no one
has a way to rationally regulate drug prices.
There is no consistent way. That's why countries
differ so radically. That's why it is that
Canada relies mainly upon someone else's drug
price controls rather than their own.

And | would just nention one real
problem that's faced by all price controllers and
where the foreign countries have conpletely
failed, and that lies in the fact that a |ot of
new drugs when they' re approved, you really don't

know how val uable they're going to be. You often
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| earn nmuch nore about the value of a drug after
it's approved than you do before, partly because
of how usage works out, and partly because of how
a drug does outside the <controlled clinical
environment in which it was tested. But al so
because in nmany cases, the research that's
performed after approval can tell you nore about
the drug than the research that was done before.
The statin drugs are probably the |eading
exanpl e right now. We know a |ot nore about the
value of statins now than we did five years ago,
and that's all because of post-approval research.
As far as | <can tell, there is no
regul atory reginme that attenpts to take that into
account . In a rational reginme, if you do
research that shows that your drug is nore
valuable, or if you denonstrate that a drug can
be used effectively at one-half or one-tenth of
the dosage, you'd want an adjustnent in prices.
That's the kind of thing that you would need in
order to provide sonme kind of R&D incentives.
You don't get that from price control reginmes.
They're very rigid on that kind of thing. Once
t hey have a price, once the drug starts to flow
they have no reason to adjust those prices. So
those are sone of +the reasons that, as you

mentioned, | described in nmy witten testinony
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about how difficult things get as soon you start
to get into the business of actually trying to
control these prices.

DR. O GRADY: As part of ny job, |
have to go out on the new Medicare drug bill and
do town halls with seniors, and it gets down to

fairly sinplistic kind of sinple statenments that

| have trouble answering. | have a cousin in
Tor ont o. She pays less for her Lipitor than |
do. \Vhy?

| understand perfectly the answer you
gave, but what do you think | should tell that

little old lady in Buffalo next nonth when she

asks about her <cousin in Toronto? | nean, |
still have ?? | nmean, | understand perfectly the
|l ogic you've laid out. At the sane tinme, she

does know her cousin in Toronto is paying |ess
than she is.

DR. CALFEE: Well, | nmean ny short
answer is that the Canadians are indulging in a
little bit of free riding on the rest of the
world's research. The Canadians are relying upon
the fact that Pfizer is going to continue to ship
t hat drug.

But it's worth nmentioning to sone of
t hese people that if you |ook back five or ten

years and look at the drugs that were being
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prescribed then, those drugs are a lot different.
A lot of the drugs that people are nost worried
about right now, that they' re nost upset about
payi ng noney for are drugs that didn't exist five
or ten years ago. And those drugs are very
val uable. They were all created, as these others
have enphasized, they were all created with the
expectation of making noney out of those drugs.
It's purely profit-driven. But now they're all
done, that's one thing. But the truth is, if you
| ook at these areas, heart attack rates are way
down, but we still have a lot of heart attacks.
Di abetes is still a big problem We're just
starting to get some drugs that really work wel

for cancer. The nost inportant thing is to stay
with the flow about the generics and certain
prices going down. Zocor will be generic within
two years by the time the drug benefit gets
goi ng. And then make sure that we maintain the
R&D enterprise, so that we nmy have nore drugs,
so that people can conplain about higher prices
|ater on for mracle drugs we don't even have

ri ght now. But don't ask me to go explain that

to your town halls. DR. LI CHTENBERG: wel |,
if | can just say, | nmean | think part of the --
we don't only want to listen to seniors about

this, although | know that's politically -- we
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want to think about people who are today mddle-
aged or even children, that we really want to
think long term Of course, once a patent
exists, it's always in the short run consumers
are going to benefit if you basically abrogate
t he patent, because access will inprove. But the
patent system is very inportant in the |ong run,
so | think it's -- you don't just want to focus
on today's consuners.

CHAI RMVAN CARMONA:  Dr. Cockburn.

DR. COCKBURN: Yes. Il think it's a
very sinple response to these questions you
received, which is a |lot of things are a
different price in Canada, including governnent-
pai d pensions, the salaries of elected officials,
public servants and professors. | think there's
a tendency in this debate for people to assune

that lower prices in Canada reflect governnment

price regulation. To some extent they do, but
they also reflect -- and prices in other
countries are the same -- they reflect the

deci sions of pharmaceutical conpanies to charge

what the market wll bear. Peopl e have |ess
noney to spend in Canada and sticking -- vyou
know, if we do the experinment of sticking

Canadians with American prices, you can expect

consunption to go down a | ot.
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CHAI RMAN CARMONA: Dr. Danzon?

DR. DANZON: Yes. If | could foll ow
up on that. In the study that we did of
i nternational price conparisons, when we conpared
the price of this market basket of product
relative to income in different countries,
i ncluding Canada, the FEuropean countries and
Canada were roughly in line with income; in other
words, the differential for drugs was simlar to
the differentials in incone. The two exceptions
were the |lowincome countries of Mexico and Chile
where the prices are way too high for their per
capita incone. And | would submt it's partly
because of the concern about inportation and
| ooking at prices in Canada that 1is |eading
manuf acturers to charge such high prices in
countries |ike Mexico, which are out of |Iline
relative to their per capita income, and that has
significantly reduced their ability to use those
dr ugs. So their volunmes are very, very |ow. So
that's one response -- inconmes are different.

The second is in the case of Canada
the exchange rate has played a very significant
rol e. So when we did the conparison but using
the exchange rate at which the drugs were
| aunched, which factored out the exchange rate

changes, that wped out 90 percent of the
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differential -- 19 percent of the differential
with Canada, so it was -- nore than half of it
was an exchange rate effect.

DR. O GRADY: Can | ask one follow up
on this, actually, Dr. Danzon? |In terms of sone
of the other work you did, and Dr. Cal fee brought
up the idea of the free rider, but we also know
that in the United States market we really see
this fair amunt of variation in ternms of what
di fferent subpopul ati ons pay.

And Dr. MC ellan brought up a notion
before about this sort of mx of generics versus
brand name and how you're -- do you have a fee
in terns of the research you' ve done of kind if
you took that -- and let's stick wth the
Canadi an-U. S. conparison for a sec -- if you took
both what they took and how nuch they paid for it
and the source of their group discount, do we
have a feel for -- | nean they're sort of -- when
you see sort of the USA Today conparison of
Buffalo to Toronto or whatever, |'m assum ng --
and | don't want to speak poorly of USA Today but
they're talking full retail prices in the United
States -- do you have a feel for when we're
tal ki ng about federal enployees sitting at this
table or whatever, how nuch of a real price

differential there is between the two countries?
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And then when you take in the greater use of
generics anong kind of American prescribing
habits exactly -- kind of how those -- once we
control for the appropriate things to control for
ki nd of where we are on that conparison?

DR. DANZON: Yes. Well, essentially,
the numbers | quoted vyou control for that,
because the conparison | gave you that said,
"Rel ative to incone Canada's about at the right
l evel ," that is looking at the overall market
basket including generics and on-patent products.

And it's taking into account the average
di scounts on the branded products in the U S  So
it's not the retail conparison, which is the one
that the seniors sees going to the pharmacy.
There probably are differences. But it's | ooking
at what sonmething |like a Federal Enployee Health
Pl an woul d pay.

DR. O GRADY: O is the weighted
average across all the different sort of sources?

DR. DANZON: It's the weighted average
across all different sources. So, basically,
when we applied the discounts, we nade an
assunmption about Medicaid, about paying wth
di scounts, w thout, cash paying, et cetera. So
it's a weighted average of all those.

DR. O GRADY: Thank you.
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CHAI RMAN CARMONA: I certainly

appreci ate the discussion. | want to have a few
more questions, but | think that Dr. O Grady hit
the nail on the head in a very direct and sinple
f ashi on. The practical aspects or the paradox
that's been created here of the individual who
just sees the need for nedications today, an ill-
informed or uninfornmed consumer who doesn't
understand the conplexities of what your |ifelong
pursuits who confronts us at neetings such as
this to say, "But ny aunt across the border buys
it for X dollars less,” versus the discussion of
i mplications of short-term gains for inportation
policy and t hen of course the | ong-term
I mplications  of such policy which mke it
extraordinarily conplex as opposed to the Band-
Aid fix for the short haul that nost people shrug
their shoulders and say, "Well, maybe it won't be
such a big deal." But, obviously, we have to
consider all of those.

My question to all of you is, though,
in doing this, this task force is here to serve
the American public, to be able to give a
recommendation to Secretary Thompson and on to
the President and hopefully to Congress to decide
on the inplications for a policy for inportation.

How do we keep the Anmerican public involved in
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this extraordinarily conplex issue so that they
understand that it's not sinply that Auntie Besse
across the border is getting this for a dollar
| ess, that there are really huge inplications for
our industry, for research and devel opnent, for
pricing, for global markets, for, again, all of
the things that many of you have researched
t hroughout your career? And, please, any of you
pl ease junp in.

DR. CALFEE: | was hoping the new head
of CMS m ght make some wonderful speeches.

(Laughter.)

DR. Mc CLELLAN: We're asking the
gquestions up here.

(Laughter.)

CHAI RVMAN CARMONA: Pl ease, sir.

MR. LEM EUX: I think that this is an
i ndustry where there is a fair anmount of price
di scrim nation. As has been nentioned, full
retail is a l|ot higher than iif you have a
purchaser working on your behalf to get discounts
or a governnent working on behalf to get |ower
prices. And | wonder if the discount card that
has been enacted as part of the Medicare bill
will help take a little bit of the pressure off
in terns of at |east making sure that senior

citizens in particular could get, if the discount
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cards work and have good discounts attached to
them which | hope they will, a feeling that at
| east they're not being ripped off, that they
have sonebody working on their behalf to get the
best price available or at |least a better price
than what they were able to get when they were
goi ng out on their own.

| mean | think that one of the reasons
politically that we're having problenms with drug
prices in spite of passing a Medicare drug
benefit is there's skepticism about whether or
not that benefit wll work. But the discount
card that's supposed to cone into effect this
summer mnmight help a little bit to explain to
people that if they have someone working on their
behal f, they won't have to pay the top dollar for
drugs, and | think it wll prove to be pretty
popular if the discounts are substanti al.

CHAI RMAN CARMONA: Thank you. Do we
have ot her comments? Yes, Dr. Cockburn.

DR. COCKBURN: Not to sound |ike a
broken record but | really think that this -- a
lot of things are a different price in Canada.
I"'m a Canadian citizen, | lived and worked in
Canada for ten years, and peopl e shoul d
understand if they want access to Aunt Besse's

price in Toronto, then they've got to inmagine
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living on Aunt Besse's inconme and paying Aunt

Besse's rent, gasoline, heating taxes and so
forth. It's a very conplicated issue, which I
think people -- | don't think this choice is ever

put to people like this.

I ndeed, if you called Aunt Besse and
asked her how she felt her price of drugs was in
Toronto, she would probably say, "Well, they're
very expensive, and | can't afford them"™ It's
not the Canadians are sonehow getting their
Lipitor at five <cents a pill; they're not.
Canadi ans feel |ike they're paying very high drug
prices, and Canada went through an extensive
public policy debat e in t he 1990s about
reintroducing patent protection in exchange for
i ncreased R&D expendi ture in Canada by
phar maceuti cal conpani es.

Qur guests in the earlier panel, |
t hi nk, spoke to this. The City of Springfield,
Massachusetts can certainly save a |ot of npney
of its drug bill if it was able to purchase drugs
at sone of these prices advertised by USA Today.

They coul d probably save even nore noney if they
paid their enployees Canadi an sal ari es.

CHAI RMAN CARMONA:  Yes, Dr. Danzon?

DR. DANZON: | think nopbst people can

understand that things would change radically if
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i mportation becane policy and we had Wal-Mart and

Wal green's and Eckard and MKessen and the |ike
all going to try and buy all their drugs in
Canada. Things would no | onger be available at
t hose cheap prices.

I mean the difference between an
I ndi vi dual consumer going and buying some snall
fraction of the Canadian supply versus this
becomi ng national policy and the U S. trying to
buy their entire drug supply abroad, people can
understand, | think, that systenms would adapt,
and that as a consequence foreign prices would be
hi gher, supply would dry up and all of the things

that stop it making sense in the long run start

to happen.

CHAI RMAN CARMONA: How do we explain
that to the average citizen? | nmean | think we
al | agree with vyou, but , again, these are

extraordinarily conplex issues that people are
getting in sound bites in the nmedia, and what |'m
concerned with is is that the Anmerican public for
decades has been insulated from the true cost of
their health care or pharmaceuticals as part of
that, and now all of a sudden as markets are
changi ng, they have found a fixed market across
t he border that they can buy at a cheaper price,

and really the consequences of all of these other
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tangential issues that appear to be tangenti al
i ssues t hat we bring up are really
I nconsequential to them | just wanted for this
ampunt because | can get it for that today or

tonorrow and next week, not considering the
| onger-term consequences. Dr. Lichtenberg?

DR. LI CHTENBERG Well, | nmean | think
you show that, you try to develop conpelling
under st andabl e evidence about the consequences
of, you know, "I don't want to pay too much for
this muffler,” and you |look at, for exanple, the
vacci ne industry and that there were 50 vaccine
manufacturers in 1960 and now there are three or
sonething |ike that, because the governnent has
driven the price extrenmely low So | think, in a
sense, trying to document how responsive
I nnovation and production and so forth is to
i ncentives mght be a good way. And, in a sense
-- so when phrasing it to people at work, sort of
letting them know, "Well, what if -- suppose that
if the price did drop 50 percent, if U'S. drug
prices did drop 50 percent, that this would |ead
to a significant reduction in future drugs, how
do you feel about that?" So | think bringing
that into the picture, but | agree it's subtle
and it's difficult.

CHAI RMAN CARMONA: Thank you. O her
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gquestions fromthe panel? Dr. Duke?
DR. DUKE: Just to follow up on that
| ine of reasoning, you' ve given the reverse, that

is how we would explain the negative inpact when

i ndi vi dual i ncentives cl ash with soci eta
i ncentives. Could you give me an instance of a
successful effort where the societal 1incentive

had the effect of changing individual incentives
into a positive |line? You've given nme the
negative on vaccines, is there an analogy here
that we could work fronf

CHAI RMAN CARMONA: | think the orphan
drug act is a very good exanple, because you can
go to the FDA web site, and you'll see a very

significant increase in the nunmber of orphan

drugs after 1983. There were sone before then,
but | think that that's one of the Dbetter
exanpl es around. And | nean the other evidence
that | described show ng how market size affects
i nnovation incentives is sort 