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Key Points at a Glance


Canada’s pharmaceutical distributors play a critical role in Canada’s drug supply,
simplifying/streamlining a complex system to drive efficiencies, providing patients timely access to
their medications across the country, acting as a buffer against chronic drug shortages, and ensuring
the integrity of all medicines they distribute



Though precautionary measures were taken by pharmaceutical distributors prior to the first wave,
they were overwhelmed by the unprecedented scale and speed of demand spikes in March, laying bare
the limitations of the cost-saving, just-in-time approach to inventory management in Canada’s drug
supply that is otherwise beneficial in ‘peacetime’



The sector had to resort to short-term instruments to modulate demand back to sustainable levels to
avoid depleting Canada’s drug supply, such as broad-based filtering and 30-day dispensing policies,
which allowed replenishment mechanisms to catch up to demand, but did result in unintended
consequences



Canada’s pharmaceutical distributors, including McKesson Canada, have already started making
investments in updated IT systems, drug inventories, and other safeguards to ensure readiness for a
second wave



However, there are additional actions that can be taken to further protect Canada’s drug supply
against demand/supply volatility, and thus McKesson Canada recommends:
— Creating incentives to increase the number of pharmaceutical manufacturers (particularly
generics) in Canada, and other measures to strengthen and diversity supply
— F/P/T government action to addressing the ‘Distribution Funding Gap’ that had significantly
weakened the pharmaceutical distribution industry in Canada prior to COVID-19 (and hence,
weakened the industry’s resiliency to the pandemic), ensuring that this critical infrastructure
can continue to provide stabilty to Canada’s drug supply
— F/P/T government collaboration with the industry to find new opportunities to leverage the
capacity and networks of pharmaceutical distributors for critical drug distribution, such as
creating rotating stockpiles of essential medicines
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Introduction
The global pandemic of COVID-19 has had an unprecedented impact on Canadians, with over 10,000 deaths and over
220,000 cases in this country alone. In addition to the immediate strain it has placed on our healthcare system, it has
fundamentally changed, at least for now and likely for the long term, how we live, work, and play, along with the public
policy environment that governs all of these.
Prior to COVID-19, Canada’s drug supply was already being challenged by supply stability issues in the form of a rising
number of drug shortages being triggered by a mix of global and domestic supply issues. As the first wave of COVID-19
hit Canada in mid-March, Canada’s prescription drug supply came under even more considerable strain as uncertainty
over the lockdowns triggered very high demand at the country’s community pharmacies. Furthermore, shifts in demand
occurred as hospitals sought to prepare for a rise in patients requiring hospitalizations, while non-COVID-19 patients
were redirected to community pharmacies. This chaotic situation was eventually resolved through the individual and
collective actions of the broader industry (including pharmaceutical distributors, pharmacists, and pharmacy retailers),
regulators, and government, such as through the temporary 30-day dispensing policy to modulate demand and the
interventions of Health Canada’s Drug Shortages Unit or the Ministère de la Santé et des Services sociaux (MSSS) in
Quebec.
And as we move into the fall and winter of 2020 with rising case counts, there are certainly questions as to whether
Canada’s drug supply can weather a second onslaught. Have the lessons learned from the first wave prepared the
industry to better handle any supply or demand volatilities that may pop up in the coming months?
The short answer is ‘yes’, but there are ongoing structural issues, unresolved COVID-19 related challenges, and new
external threats that threaten the relative stability achieved by the past few months of preparations.
This white paper will highlight:
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The important role played by pharmaceutical distributors in Canada’s drug supply



The lessons learned from the first wave of COVID-19



The readiness of Canada’s drug supply for the ‘second wave’



Recommendations to further strengthen the critical infrastructure that supports drug supply stability in Canada

The Important Role of Pharmaceutical Distributors in Canada’s Drug Supply
Canada’s drug supply can be thought of simply as an hourglass. On one end are hundreds of pharmaceutical
manufacturers who produce medicines and on the other are thousands of community and hospital pharmacies who
provide those medicines to patients. In the middle are a few pharmaceutical distributors, some national and some
regional, with dozens of distribution centres across the country that procure the medicines from manufacturers and then
deliver them to most pharmacies on a next-day basis, 5+ days per week.
Figure 1: Illustration of the Role of Pharmaceutical Distributors (Canadian Association for Pharmacy
Distribution Management)

Pharmaceutical distributors provide an essential service that connects those hundreds of manufacturers to thousands of
pharmacies, ensuring a stable and predictable drug supply. Though the addition of a layer between
manufacturers and pharmacies could lead one to conclude that this creates an additional layer of cost
to the system, the low cost and efficient pharmaceutical distribution system actually reduces overall
system costs. A Booz Allen Hamilton study from 2003 estimated that pharmaceutical distributors save Canada’s
healthcare system $928 M/year by:
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Simplifying Canada’s drug supply chain: With pharmaceutical distributors in the middle, manufacturers
only need to manage accounts with a handful of pharmaceutical distributors and ship medicines to a few dozen
facilities, instead of managing and shipping to about 11,000 individual community and hospital pharmacies.
Inversely, pharmacies and hospitals need only to place a single order with their usual pharmaceutical distributor
(or two or three at the most), instead of having to place hundreds of small orders with each manufacturer. In
the absence of pharmaceutical distributors, the one order/shipment/invoice paradigm of
pharmaceutical distributors would be multiplied hundreds of times in every pharmacy every
day. This ensures that both manufacturers and pharmacists spend a minimal amount of time and resources on
distribution planning and logistics, and focus more time on drug development and patient care.



Providing just-in-time delivery of medicines and timely patient access: Pharmaceutical distributors
are able to ship orders to the majority of community and hospital pharmacies on a next-day basis, 5+ days per
week. This translates into pharmacies being able to hold lower on-hand drug inventories while ensuring high
availability for patients. If a pharmacy is out of stock of a drug or a patient requires a special-order item, most
pharmacies will be able to get it from their pharmaceutical distributor the next day (whereas direct shipments

from manufacturers, mostly based in Ontario and
Quebec, could take days depending on where a
pharmacy is located). Thus, patients benefit from
less interruptions to existing therapy or shorter
delays in starting new therapies, and also avoid
having to scramble to find a pharmacy that has
their medication in stock. This stability is
supported by the behind-the-scenes actions of
pharmaceutical distributors in sourcing approved
medications, forecasting demand, and procuring those
medications.


Reducing the impact of drug shortages: Despite
the just-in-time model, there are times where certain
drugs are not available due to the growing number of
drug shortages caused by a myriad of global and
domestic factors. The inventory of medicines held by
pharmaceutical distributors, which could range from
weeks to months of supply depending on the drug,
serves two purposes.
Firstly, the inventory itself is by nature a short-term
buffer against drug shortages, such that if a drug is
unavailable from the manufacturer, it would still be
available from the pharmaceutical distributor until they
are depleted weeks to months later. Secondly, as an
extension of this, the distributor inventory buffer
smooths volatility between supply and demand—a
short-term disruption of supply at the manufacturer
level does not immediately translate into a supply
disruption at the pharmacy, while the distributor
inventory can absorb any short-term surges in
pharmacy demand. Without pharmaceutical
distributors acting as a buffer, pharmacies and
their patients would experience more and
longer drug shortages.
Finally, if a drug shortage does eventually impact
distributor inventories or becomes longer-term,
pharmaceutical distributors can, under the direction of
manufacturers, institute ordering filters/allocations
and/or move product between geographies. Similarly,
pharmaceutical distributors can also support
manufacturers with the importation and distribution of
substitutes, such as foreign-sourced alternatives. Thus,
pharmaceutical distributors are playing an
important role in the equitable and prioritized
distribution of remaining supply and/or
substitutes during serious drug shortages.
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Protecting the integrity of medicines: All
pharmaceutical distributors are licensed and strictly
regulated by Health Canada to ensure the integrity of
the drugs they distribute, from the time they receive
them from the manufacturer until they are delivered to
the pharmacy. Every activity conducted by

McKesson Canada’s Critical Role
in Canada’s Drug Supply
 McKesson Canada is the largest
pharmaceutical distributor in the country,
delivering over a third of medications
bound for community and hospital
pharmacies
 14 Health Canada-licensed distribution
centres that serve all provinces & territories
 Delivering essential medications to over
7,100 community and 1,350 hospital
pharmacies every day (~10,000 deliveries
per day)
 Next-day delivery to 70+% of pharmacies
(that serve 98% of the Canadian
population), and servicing
pharmacies/hospitals/clinics in
northern/remote communities at least 3-5
times/week
 Carrying over 55,000 drugs (brand &
generic) and consumer products
 Achieving 99.98% order accuracy
 Managing an average of almost 100 drug
shortages every week
 Supporting controlled distribution
programs on behalf of manufacturers to
address critical drug shortages, such as the
Sandoz injectable crisis of 2012
 Supporting the controlled distribution of
COVID-19 therapy remdesivir to hospitals
across the country on behalf of the Public
Health Agency of Canada
 Supporting distribution of public flu and
other vaccines to pharmacies since 2014,
now in 6 provinces (AB, SK, ON, QC, NB,
PE)
 Supported distribution of antivirals on
behalf of 6 provincial governments during
the 2009 H1N1 pandemic
 Sourcing and supply of personal protective
equipment to governments and pharmacies
during COVID-19

pharmaceutical distributors, from receiving to picking to transportation to quality assurance is governed by
Health Canada rules and randomly audited. For example, just ensuring temperature controls throughout the
supply chain requires the use of backup generators, mapping temperature variations at hundreds of points
within a distribution centre, and using validated containers and temperature-controlled transportation to keep
medicines within allowable temperature ranges (particularly for refrigerated drugs). These strict controls
ensure that patients can have the utmost confidence in the potency of the medicines they receive
at a community or hospital pharmacy.
Finally, given that the drug supply chain in Canada is a closed system (i.e., pharmacies can only order from
Health Canada-licensed pharmaceutical distributors or manufacturers, and distributors can only order from
Health Canada-approved manufacturers), the ability for counterfeit medicines to infiltrate the system is
minimal to non-existent, further instilling confidence in the integrity of the system.


Streamlining returns and recalls: An often overlooked value of pharmaceutical distributors is reverse
logistics. Pharmaceutical distributors are a convenient channel for pharmacy returns, as well as for the quick
execution of Health Canada-ordered drug recalls, which have been steadily increasing over the past decade.
Within an hour of a Health Canada-mandated recall, pharmaceutical distributors can stop
further sales from their distribution centres, while pharmacies can arrange to return the
recalled drug when they receive their next shipment.

Lessons Learned from the First Wave of COVID-19
March 12, 2020 is generally recognized
as the day that COVID-19 became ‘very
real’ for Canadians. Though there were
only 21 reported cases in Canada, within a span
of a few short hours in the middle of the day, a
flurry of developments signalled the beginning
of COVID-19 lockdowns with Canadian Prime
Minister Trudeau going into isolation due to
possible exposure, the cancellation of the First
Minister’s meeting hours before it was to
begin, along with a number of event
cancellations on the heels of the NBA
suspending its season the evening before.
For Canada’s pharmaceutical
distributors, there were signs of the
imminent public health emergency
starting in January and February.
January saw concerns being raised by the
global pharmaceutical industry of COVID-19
induced shutdowns in China impacting the global supply of active pharmaceutical ingredients (APIs). In February,
some provincial governments began reaching out to pharmaceutical distributors seeking to procure N95 masks and
other personal protective equipment (PPE), while shipment volumes of cough-and-cold products began to spike.
Though precautionary measures were taken by pharmaceutical distributors during this time to prepare
for a possible pandemic (using 2003’s SARS outbreak and 2009’s H1N1 pandemic as reference points),
they were dwarfed by the unprecedented scale and speed of what would occur in March, laying bare the
limitations of the cost-saving, just-in-time approach to inventory management in Canada’s drug
supply, that is otherwise beneficial in ‘peacetime’.
In late February, well-intentioned but poorly-understood public health guidance for Canadians to “refill prescriptions
now” triggered a rise in demand at pharmacies all across the country as prescriptions were refilled early and/or for
quantities in excess of the usual 90-100 days’ supply. In parallel, some Canadian hospitals began to ramp up their
purchases as Canada’s case counts grew (in the double digits but rising quickly), anticipating increased hospitalizations.
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Once Canada’s pharmacies were depleted of pharmaceuticals, the demand spike quickly spilled into pharmaceutical
distributors. McKesson Canada saw overall demand peak at 160% of what was seen in the prior year (see
Figure 2), and in some drug categories, demand spiked as high as 200-300%. Not only did pharmaceutical
distributors have to contend with unprecendented demand from their regular (primary) customers, but also their
occasional (secondary) customers as supply dwindled throughout the system. And as pharmaceutical distributor
inventories were depleted, the demand spike then moved upstream to the pharmaceutical manufacturers. Mind you,
not all demand increases were the result of panic buying, as some resulted from changes in clinical practice brought on
by COVID-19, such as the move from nebulized to inhaler-based salbutamol dosage forms in hospitals and for first
responders to prevent contamination (which exacerbated a pre-existing drug shortage of salbutamol inhalers in
Canada). It is also important to keep in mind that even during ‘peacetime’, Canada’s drug supply likely tops out at a
maximum of three months’ supply (for certain drugs), and was already subject to an average of almost 100 drug
shortages every week.
Quick action had to be taken. If such unsustainable demand were allowed to continue for even a couple of
weeks, Canada’s just-in-time drug supply would have been depleted within a month. And with the
stresses already placed on the domestic and global pharmaceutical supply chains from COVID-19, this
would not leave enough time for replenishment by manufacturers (who were themselves filtering the
orders of pharmaceutical distributors to similarly manage demand). McKesson Canada and other
pharmaceutical distributors, assuming that there was still inventory available for sale, were forced to modulate demand
to more sustainable levels by placing filters to limit purchase quantities, thereby ensuring that ‘the first 100 customers’
did not buy up all inventories, leaving nothing for the next 10,000.
And hence, the first Lesson Learned: Pharmaceutical distributor IT systems were not robust enough to
apply filters on a mass scale in a surgical fashion to meet the needs of a diverse pharmacy customer
group.
Some of the challenges that McKesson Canada encountered in the rapid application of filtering included:


At first, only universal quantity filters (e.g., a maximum of five units on every product) could be applied quickly
enough, resulting in pharmacies only being able to order up to the filter amount, regardless of their historical
demand



These broad-based universal filters also, in some cases, overrode other IT-driven product allocation processes
already in place for pre-existing drug shortages



Within a couple of weeks, McKesson Canada was able to rapidly deploy IT fixes that allowed the use of
customized three-month purchase history-driven filters to the majority of its product catalogue



However, this created new challenges as consumption patterns changed, making previous purchase history less
relevant, such as the previously mentioned switch from salbutamol nebulisers to inhalers, or palliative care
patients requiring particular medications from community pharmacies as they were shifted out of hospitals



Furthermore, as certain pharmacies found their primary pharmaceutical distributor out of stock on certain
drugs, they would have been limited in their ability to purchase as a secondary customer from McKesson
Canada due to their limited purchase history



To address these further issues, McKesson Canada established an exceptional order process where our customer
service agents could manually override filter-driven quantity limits to support the needs of hospitals treating
COVID-19 patients, pharmacies that had taken on palliative care patients and similar shifts in consumption
patterns, etc.

As you can also see in Figure 2, the high demand being seen by McKesson Canada (the higher line, in terms of weekly
average order volume) continued throughout the month of March and early April, while the amount supplied (the lower
line) was managed to sustainable levels through the crude filtering mechanisms available at the time. In parallel to this
demand management, various pharmacy stakeholders (including pharmacy associations, pharmacy regulators, and
some provincial governments) began implementing 30-day dispensing policies to further temper demand to sustainable
levels.
Lesson Learned: The 30-day dispensing policy, albeit as simple an instrument as filtering, was
necessary at the time to help protect Canada’s drug supply from unsustainable demand. Though this
policy was not uniformly adopted across the country, it did help slow demand to a more manageable level and allow
6

replenishment efforts to catch up. As Figure 2 demonstrates, the introduction of 30-day dispensing further modulated
demand closer to historical levels by late March. Once again, this policy ensured that the ‘first 100 patients’ did not buy
up all inventories, leaving nothing for everyone after them (which was the situation for toilet paper in the early days of
the pandemic).
Of course, the blunt 30-day dispensing policy had its issues, creating short-term pain in exchange for long-term gain.
Patients without drug coverage or with high copays, particularly seniors, saw their out-of-pocket expenditures triple
over a three-month period. Some public drug plans instituted short-term policies to address this issue, while some
pharmacies instituted their own workarounds to soften the financial blow for their patients.
Figure 2: McKesson Canada weekly average order trends during COVID-19

In May, once supply stabilized (i.e., the delta between orders placed vs. shipped returned to pre-pandemic levels as seen
in Figure 2), McKesson Canada was able to remove filters from a majority of drugs to support a return to normal
dispensing practices. Though one of the aftereffects of the 30-day dispensing policy continues to linger (a moderate
cohort of patients in Ontario and Alberta who have been getting their prescriptions filled every three months since midJune), this cyclical spike in demand is predictable and can be planned for. Hopefully, with the lessons learned
from the first wave and the preparations made by pharmaceutical distributors since then, 30-day
dispensing policies will never be required again, thus reverting demand management to the
professional judgement of the pharmacist, based on the needs of the individual patient weighed against
the availability of the drug in question.

Is Canada’s Drug Supply Ready for the ‘Second Wave’?
It has been over six months since that watershed day in March when everything began to shut down. Case counts are
once again rising, and COVID-19 continues to spread among the Canadian population in a manner suggesting that this
‘second wave’ (albeit more like a continuation of the first wave) could be worse than what has come before.
Fortunately, Canada’s drug supply is ready, even though it is still an efficient, just-in-time system. McKesson Canada
has spent the last few months making initial investments to ensure fair and equitable supply during a
second wave, such as:
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Improving our demand forecasting systems to reflect the lessons learned from the first wave and
building inventories of medication in advance of anticipated future demand surges and/or supply
disruptions



Establishing new pandemic response protocols to ensure continuity of supply, such as monitoring our
volumes up to six times per day for emerging demand volatility and being ready to quickly put in place an urgent
customer service line for pharmacists with critical patient needs
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Upgrading the robustness and specificity of our product filters such that, when implemented, they
can:
o

Set filter amounts based on 12 months of historical demand, instead of the three months of our interim
solution from the first wave, as well as manage situations where a customer may have no order history

o

Establish filters that are as broad or as narrow as they need to be to protect individual drugs or entire
product classes against unsustainable demand

o

Create custom ‘demand profiles’ down to the individual pharmacy/hospital level so that we can meet
their unique drug demand needs and ‘bypass’ any standard filtering that would otherwise limit product
access



Working with our manufacturer partners to ensure greatest real-time visibility to the global supply
picture



Collaborating with our customers on demand planning ahead of a second wave



Actively participating in
government task forces on
COVID-19 response and providing
data to multiple levels of government
to support policy decisions



Participating in
government/industry
collaborations to prepare for the
second wave, including stratification
of hospitals to make it easier to
identify which facilities should have
prioritized access to COVID-19
therapies and other critical supplies



Working with manufacturers to
facilitate emergency importation
and controlled distribution of
drugs in critical shortage



Working with hospital Group
Purchasing Organizations (GPOs) to
facilitate the implementation of
critical drug stockpiles such as in Figure 3



Ensuring that our staff and customers are protected with strict physical distancing, mask-wearing, and
extensive santitation procedures at our distribution centres



Proactively monitoring the return of shutdown policies to ensure that the essential employees of our
distribution centres and transportation carriers are not impeded as their carry out their important work

Figure 3: Critical drug reserves being supported by
McKesson Canada

Recommendations to Further Strengthen Canada’s Drug Supply
Despite the last few months of preparations, there are still ongoing structural issues, unresolved COVID-19 related
challenges, and new external threats that threaten the relative stability achieved so far. At the same time, there are also
untapped opportunities to further leverage the capabilities and networks of pharmaceutical distributors.
Recommendation 1: Encourage new manufacturers to enter the Canadian market
Even prior to COVID-19, Canada’s drug supply was based on a narrowing vendor pool and reliant on a concentrated
global drug supply chain to supply product. With the first wave, shutdowns and other challenges in India and China
posed a medium-to-long term risk of disrupted replenishment of Canada’s drug supply. Similar to the wake-up call
of the majority of the global supply of PPE being manufactured within China, COVID-19 highlighted
Canada’s extensive reliance on a handful of drug
Figure 4: Generic vs. Brand Shortages
suppliers sourcing product offshore.
Experienced by McKesson Canada, 2015 vs.
McKesson Canada and other pharmaceutical distributors are 2019
operating in an environment where there are fewer generic
manufacturers and a more constrained generic drug supply
as a result of industry consolidation, price compression, and
other public policies, both domestic and global. In fact,
34% of all generic drug sales now come from singleand dual-source molecules, whose sales have grown
by ~60% in the past seven years. This has made
Canada’s drug supply more vulnerable to supply disruptions,
with McKesson Canada seeing the number of generic drug
shortages growing at a rate 7x that of brand drugs (as per
Figure 4). Even high-volume generic molecules are not
immune to drug shortages, with seven of the ‘top 10 worst
offenders’ being the best-selling generic drugs in Canada.
As a company, McKesson Canada expends over $1.5
M/year in uncompensated activity managing almost 100 drug shortages every week.
In the early days of the pandemic, Canada’s generic drug pricing policies were also seen as a possible
impediment to secure medications for Canadians. When hydroxychloroquine was still seen as a potential
treatment for COVID-19 (which has now been discounted by further clinical research), the allowable pricing of the drug
under the Tiered Pricing Framework of the pan-Canadian Pharmaceutical Alliance (pCPA) made it a challenge for
generic manufacturers to bring more supply into the country due to the escalating cost of the active pharmaceutical
ingredient (API) in the global market, as well as the cost to transport finished product in the midst of lockdowns in Asia.
To minimize future supply disruptions, during the era of COVID-19 and beyond, Canada needs to
encourage more generic manufacturers to enter the country and offer alternative sources of
medications, particularly to the growing number of single- and dual-source molecules.
Thus, McKesson Canada recommends that F/P/T governments should pursue procurement, pricing,
and economic development policies to:
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Foster greater supplier diversity (including API production)



Encourage manufacturers to invest in ‘made in Canada’ production of critical pharmaceuticals
in advance of the next wave/pandemic and to address ongoing drug shortages in Canada



Create a public database that details API sources for every Health Canada-approved drug, such
that all of our country’s drug supply stakeholders can understand the implications of API supply
disruptions on product availability in Canada

How Ontario Increased Generic Drug Supply Diversity in Wave 1
During the first wave, the province of Ontario recognized the need to increase the number of vendors to prevent
COVID-19 supply disruptions.
They did this by accelerating their timetable to reintroduce private label generics onto the Ontario Drug Benefit
Formulary.
Thus, the first three molecules of McKesson Canada’s private label generic SIVEM, including the antibiotic
azithromycin, were listed in Ontario on May 15th, 2020, and were followed by many more in the coming months.
This was not the first time that SIVEM has addressed supply issues in Canada.
In late 2018 to early 2019, SIVEM supplied the entire Canadian market for venlafaxine (antidepressant), losartan
(antihypertensive), and pramiprexole (Parkinson’s therapy) to remedy ongoing market shortages.

Recommendation 2: Address the widening Distribution Funding Gap in Canada
Prior to COVID-19, Canada’s pharmaceutical distribution network had been in a slow decline, with the number of
distribution centres in the country having shrunk from 51 down to 37 (or 25%) since 2013, as per Figure 5.
Figure 5: The decline of pharmaceutical distribution capacity in Canada since 2013

It is estimated that the current Distribution Funding Gap is $100M per year. The reasons for this gap are
many, and are the result of the industry being caught between national-level factors beyond its control:
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Reduced distribution funding: Pharmaceutical distributors are paid a percentage of the value of the
medications they distribute. When drug prices are stable, this is not an issue. Since 2007, generic drug prices
have declined over 70% as part of cost containment measures via provincial governments and the pan-Canadian
Pharmaceutical Alliance (pCPA), which negotiates brand and generic drug prices on behalf of governments in

Canada. McKesson Canada is certainly supportive of governments achieving greater value for the goods and
services they procure, but as a result of such policy changes, the funding to distribute generic drugs has also
declined by 70%, even though the cost to get those medications to North Bay or Truro has not decreased (and
has actually dramatically increased, as demonstrated later on). Looking to the future, the Patented Medicines
Pricing Review Board (PMPRB), which regulates the prices of patented drugs (mostly brand drugs), is expected
to compress existing brand drug prices an average of 5% starting in 2021, which will correspondingly reduce
distribution funding by 5%. Together, these two deflationary trends have caused the
pharmaceutical distribution industry, which was never the target of these measures, to lose
approximately $70M in annual funding.


Higher operating costs from regulatory requirements and product mix changes: The operating
costs of pharmaceutical distributors has been growing 2.5 times faster than distribution
volumes in the past 5 years. This has been due to both changes in regulatory requirements and changes in
product mix.
The biggest regulatory change has been Health Canada’s ambient transportation requirements,
in which pharmaceutical distributors must put in infrastructure and processes to ensure that
medicines are kept within the manufacturer label temperature range (i.e., room temperature)
all the way to the pharmacy. McKesson Canada and the industry certainly do not dispute that this is a good
policy that further protects the integrity of medicines for Canadians. However, this ambient transportation
requirement has come at a steep cost of about $20M per year for the industry, requiring investment in
temperature-regulated transportation fleets (driving transportation costs up by 65% on average) and specialized
packouts (which increase transportation costs as they are three times heavier but hold one-third less product).
On top of ambient transportation there are another $10 M/year in new regulatory and compliance processes
costs to ensure Quality Assurance consistency, precursor management, etc. that require increased investments
in staffing, software applications, validation activities, IT investments, and new equipment.
On top of this, changes in product mix have also increased the cost to serve for pharmaceutical
distributors. The growing number of generics may benefit Canadians from lower drug prices, but for
pharmaceutical distributors, they take up more warehouse space (e.g., upon genericization, a single brand
product expands into multiple generic products, with each manufacturer requiring shelf space and its own
support), exacerbating the impact of generic price declines on distribution funding. Our earlier
recommendation to encourage new the entry of new generic manufacturers would likely to exacerbate this
situation, and this warehousing challenge should be factored into the weighing of policy decisions along with
identification of additional supportive measures.
The increase in specialized therapies, which are often refrigerated, have also triggered
necessary infrastructure investments and higher transportation costs. For example, the number of
cold-chain drugs has grown by 160% in the past 10 years, which has translated into investments into larger
walk-in refrigerators at distribution centres and more specialized cold-chain packouts (which can cost hundreds
of dollars each).
Finally, COVID-19 has further increased operating costs for pharmaceutical distributors, including additional
sanitation (of facilities and shipping containers), the provision of PPE to employees, and altering operations and
physical spaces to support social distancing.

The combination of shrinking funding and rising costs likely impaired the first wave response. In order
to rebalance the growing disparity between shrinking funding and rising costs, pharmaceutical distributors had very few
choices. They cannot alter what they sell, as they work in a ‘pull system’ where prescriber, pharmacy, and patient
decisions ultimately dictate what medications are in demand. Likewise, pharmaceutical distributors cannot alter the
selling price of medications, as pricing is strictly regulated by federal and provincial governements. So the only levers
left to pharmaceutical distributors to target are their key cost-drivers: geographical reach, delivery frequency, product
portfolio, and capital investments. These levers impacted pandemic responsiveness by:
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Reducing delivery frequency, particularly in rural/remote areas of the country from the traditional five days
per week (and even same-day and Saturday deliveries) down to 1-3 days per week, making it more difficult for
pharmacies to replenish depleted inventories quickly when everyone was ‘refilling their prescriptions now’



Reducing geographical service areas away from rural/remote areas of the country, leaving McKesson
Canada to be the only pharmaceutical distributor to make regular deliveries to the Territories



Reducing levels of ‘safety stock’ to lower inventory-carrying costs, which further reduced the ability for
pharmaceutical distributors to weather the unsustainable demand seen in March



Tightening the credit available to pharmacies, which would reduce the inventory levels at pharmacies
and result in faster inventory depletion during peak demand



Reducing investments in infrastructure, such as critical IT systems, which could have enabled
pharmaceutical distributors to more effectively filter demand and meet the unique customer needs that emerged
during the first wave

There are solutions to address the widening Distribution Funding Gap, and hence ensure
infrastructure readiness for the next wave/pandemic. Such solutions can be designed in a manner that
creates joint sustainability for both governments and pharmaceutical distributors. The Canadian
Association for Pharmacy Distribution Management (CAPDM), the industry association for pharmaceutical distributors,
has been sharing proposals with F/P/T governments on how to redesign distribution funding models that can not only
create a ‘reimbursement floor’ for pharmaceutical distributors to hedge against drug price deflation but also provide
governments with a ‘reimbursement ceiling’ to protect their budgets against the growing number of high-cost drugs.
Looking at the best practices of other countries, Australia leverages its ‘Community Service Obligation’ funding pool to
ensure sufficient distribution funding while encouraging pharmaceutical distributors to carry all medications and
distribute to all parts of the country (which shares many of the same geographical challenges as distribution in Canada).
McKesson Canada recommends that in order to ensure that Canada’s safe, secure, and efficient
pharmaceutical distributors have the necessary infrastructure & resiliency to meet the challenges
above, F/P/T governments of Canada should collaborate with CAPDM to address the widening
‘Distribution Funding Gap’ in order to strengthen the critical infrastructure that stabilizes Canada’s
drug supply.
Recommendation 3: Governments should leverage pharmaceutical distributors for critical distribution
needs
Pharmaceutical distributors play a key role in the movement of pharmaceuticals and other healthcare supplies in the
country, often on a next-day basis. There is value for governments to leverage this network that visits almost every
pharmacy every day, and some already have. Six provinces leverage pharmaceutical distributors to distribute public flu
and other vaccines to pharmacies. Some provinces have leveraged pharmaceutical distributors to distribute take-home
naloxone kits. And more recently, the Public Health Agency of Canada partnered with McKesson Canada and Gilead to
support the controlled distribution of COVID-19 therapy remdesivir to hospitals across the country. Our other white
paper, Is Canada’s Supply Chain Ready for a COVID-19 Vaccine? highlights the opportunity for pharmaceutical
distributors to address the challenges of distributing an eventual COVID-19 vaccine.
Another potential area that pharmaceutical distributors could play a role in is the creation of rotating stockpiles of
critical drugs. During the first wave, there were a number of drugs used to treat hospitalized COVID-19 patients in ICUs,
such as neuromuscular blockers. The sudden ramp-up in hospitalizations pushed these critical drugs (which were not
used as frequently nor in such quantities prior to COVID-19) into shortage. With the collaboration of manufacturers,
pharmaceutical distributors, and governments, a workable model for critical drug stockpiling could be developed, that
would not only prepare inventory for the next wave/pandemic, but could also support non-pandemic related drug
shortages. For example, some of the best practices that McKesson Canada has observed in its work on critical drug
stockpiling include ensuring that:
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There is a single authority that can provide direction on when to deploy the stockpile and where it should be
deployed to



The stockpile reflects the relationships with manufacturers whose drugs are commonly purchased by hospitals
or pharmacies, which would be a function of existing purchasing agreements or contracts



The stockpile inventory is identical to commercial product (e.g., no special packaging, no restrictions on sale) so
it can be sold down and replaced with freshly purchased commercial inventories



The expiry dates of stockpiled medications are at least 18 months out



There is a process to reconcile the acquisition price for a stockpiled drug, the usual manufacturer list price
(MLP) that the drug is usually replenished at, and any contracted pricing usually in place (which would be a
concern in the hospital market)



There is an accounting treatment of the book value of the stockpile inventory as it is gradually replaced over
time with inventory purchased at possibly a different price (i.e., the usual MLP)

Thus, with the above as a potential opportunity to leverage their capacity and networks, McKesson
Canada recommends that F/P/T governments identify opportunities for pharmaceutical distributors to
support critical drug distribution needs, both during and after pandemics.
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Conclusion
The first wave of COVID-19 in the spring of 2020 was a wake-up call to the limitations of Canada’s just-in-time drug
supply, which is of benefit during ‘peacetime’. However, through the collective actions of pharmaceutical distributors,
the broader industry, and governments, truly catastrophic, widespread drug shortages were avoided. Furthermore, the
summer months allowed McKesson Canada and other pharmaceutical distributors to be better prepared for a possibly
more difficult second wave, which has already made its presence felt throughout the country.
However, despite such preparations, there remain structural issues within Canada’s drug supply that will continue to
impact our collective resiliency against further supply disruptions, such as a lack of diversity of pharmaceutical
manufacturers and a widening ‘Distribution Funding Gap’ that has weakened the drug supply infrastructure over the
past decade. At the same time, there are untapped opprotunities for pharmaceutical distributors to collaborate with
F/P/T governments to tackle challenging supply issues.
As the leading distributor of pharmaceuticals and vaccines in the country, McKesson Canada is ready and able to make
our supply chain and logistics expertise available to collaborate with governments and other stakeholders to solve these
challenges and find new solutions, both during the second wave and beyond.

About McKesson Canada
Founded more than 100 years ago, McKesson Canada is dedicated to delivering vital medicines, supplies and
information technologies that enable the health care industry to provide patients better, safer care.
Our solutions empower pharmacies, manufacturers, hospitals and other health care institutions by enabling them to get
closer to the millions of patients they serve every single day, while contributing to the quality and safety of care in
Canada.
Since the start of COVID-19, McKesson Canada’s thousands of employees across the country have been focused on
ensuring the continued availability of vital medications and personal protective equipment despite volatile demand and
supply, as well as ensuring patients have access to the services they need close to home. We have been preparing for a
second wave in collaboration with our government partners, suppliers, and pharmacy customers (hospital and
community).
For more information, please visit www.mckesson.ca.

McKesson Canada Pharmaceutical Solutions and Specialty Health
October 2020
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