
 
 
 

9 July 2008 
 
Statement of Issues — Metcash Trading Limited - 
proposed acquisition of Symbion Pharmacy Services 
Pty Limited; and proposed joint venture between 
Metcash Trading Limited and Sigma Pharmaceuticals 
Limited 

1. Outlined below is the Statement of Issues released by the Australian Competition 
and Consumer Commission (ACCC) in relation to the proposed acquisition of 
Symbion Pharmacy Services Pty Limited by Metcash Trading Limited (proposed 
acquisition) and the proposed joint venture between Metcash Trading Limited 
and Sigma Pharmaceuticals Limited (proposed joint venture) (together, the 
proposal).  

2. A Statement of Issues published by the ACCC is not a final decision about a 
proposed acquisition, but provides the ACCC’s preliminary views, drawing 
attention to particular issues of varying degrees of competition concern, as well 
as identifying the lines of further inquiry that the ACCC wishes to undertake. 

3. In line with the ACCC’s Merger Review Process Guidelines (available on the 
ACCC’s website at www.accc.gov.au) the ACCC has established a secondary 
timeline for further consideration of the issues. The ACCC anticipates completing 
further market inquiries by 23 July 2008 and anticipates making a final decision 
on 13 August 2008. However, the anticipated timeline can change in line with the 
Merger Review Process Guidelines. To keep abreast of possible changes in 
relation to timing and to find relevant documents, market participants should visit 
the Mergers Register on the ACCC's website at 
www.accc.gov.au/mergersregister. 

4. A Statement of Issues provides an opportunity for all interested parties (including 
customers, competitors, shareholders and other stakeholders) to ascertain and 
consider the primary issues identified by the ACCC. It is also intended to provide 
the merger parties and other interested parties with the basis for making further 
submissions should they consider it necessary. 



Metcash Trading Limited - proposed acquisition of Symbion Pharmacy Services Pty 
Limited; and proposed joint venture between Metcash Trading Limited and Sigma 

Pharmaceuticals Limited 

Background 

5. On 28 May 2008 Metcash Trading Limited and Sigma Pharmaceuticals Limited 
provided a submission seeking informal clearance from the ACCC for the 
proposal. 

The parties 

Metcash Trading Limited 

6. Metcash is a marketing and distribution company operating in the grocery and 
liquor wholesale distribution industries through its three business pillars: IGA 
Distribution (Independent Grocers of Australia), Australian Liquor Marketers, 
and Campbells Cash & Carry. 

7. Metcash currently has no involvement in the pharmaceutical industry. 

Sigma Pharmaceuticals Limited  

8. Sigma is a company with three business streams: pharmaceuticals, healthcare 
wholesale and healthcare retail. The relevant aspect of Sigma’s business to this 
review is its pharmaceuticals division. 

9. Sigma’s pharmaceuticals business is an Australian manufacturer and marketer of 
own branded products and contract products. Products produced by or for Sigma 
include both pharmacy medicines and general products (including 
complementary medicines). 

Symbion Pharmacy Services Pty Limited 
 
10. Symbion Health has five business divisions: Symbion Consumer, Symbion 

Pharmacy, Symbion Pathology, Symbion Diagnostic Imaging, and Symbion 
Medical Centres. The relevant aspect of Symbion’s business to this review is 
Symbion’s Pharmacy division. 

11. Symbion Pharmacy provides full-line wholesale distribution of products to retail 
pharmacies. Symbion Pharmacy is also a leading distributor to Australian public 
and private hospitals.  

12. Symbion Pharmacy owns the banner groups Terry White Chemists and 
Chemmart and provides business support and financial assistance to members of 
these banner groups. Support services are also offered to independent 
pharmacists.  

The transaction 

13. Metcash and Sigma have sought informal clearance for the following 
transactions: 
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i. Metcash’s proposed acquisition of Symbion Pharmacy.  

ii. On, or as soon as practicable after, completion of the Metcash’s 
acquisition of Symbion Pharmacy, Sigma and Metcash intend to establish 
a joint venture that will provide procurement, distribution and related 
services to each of them in respect of their pharmaceutical wholesaling 
businesses. The JV company will acquire from Sigma and Metcash 
relevant assets to enable it to provide the procurement, distribution and 
related services. 

14. The parties submit that Sigma and Metcash will each separately retain and 
continue to operate the sales and marketing functions through which they supply 
products to and support their pharmacy customers and will continue to compete 
in respect of those operations. 

15. Metcash will be engaged by the JV company to oversee the procurement 
function.   

Other industry participants 

Australian Pharmaceutical Industries (API) 
 
16. API operates three divisions; Pharmacy, Retail and Consumer. The Pharmacy 

division is one of Australia’s three main providers of wholesaling services to 
independent community pharmacies (along with Sigma and Symbion). Its 
primary service is the daily distribution of products to pharmacies through its 
network of distribution centres throughout Australia. The division also provides a 
range of marketing and business services for pharmacists. 

Government regulation 

17. The ACCC understands that two key government regulations – the 
Pharmaceutical Benefits Scheme (PBS) and Community Service Obligation 
(CSO) funding – influence the way in which the pharmaceutical industry 
operates. Each is described briefly below. 

The PBS 

18. The PBS subsidises the cost of prescription medicines to the Australian public. 
The objective of the PBS is to provide the Australian community with access to 
necessary prescription medicines at the lowest possible cost to the Government 
and consumers. 

19. For prescription medicines listed under the PBS, the manufacturer and the 
Commonwealth Government agree to a wholesale price per unit to be paid for the 
product by the pharmacist. The Commonwealth Government also agrees to a set 
of additional payments to pharmacists to cover the distribution of the particular 
product. 
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20. The Commonwealth Government regulates the margins on PBS products to 
ensure that prescription medicines are delivered to consumers at the lowest 
possible cost. In this respect, the maximum gross margin that may be received by 
a wholesaler for any product listed on the PBS is notionally fixed at 7 per cent 
(the wholesale margin). 

Example:  
 
 Government agrees with manufacturer for a price to be charged to pharmacists for 

a certain product. 
 Agreed wholesale price per unit paid by pharmacy for drug x = $100 (delivered 

price) 
 Wholesaler charges maximum 7% of the delivered price in wholesale margin 
 Manufacturer receives $93 (plus the government contribution), wholesaler receives 

$7 and pharmacist pays $100. 
 
 
CSO funding 

21. The purpose of the CSO Funding Pool is to remunerate eligible wholesalers of 
PBS medicines for the additional cost they incur in providing the full range of 
PBS medicines, as compared to those wholesalers who distribute and supply a 
smaller range of PBS products. 

22. From 1 July 2006, the Commonwealth Government introduced a CSO Funding 
Pool of $150 million per annum. From 1 July 2008, the Commonwealth 
Government will add $23 million to the CSO Funding Pool each year until 30 
June 2010 when the CSO Funding Pool arrangement expires. 

23. This aim of the CSO Funding Pool is to ensure that: 

i. all community pharmacies are able to obtain timely supply of the full 
range of PBS medicines, irrespective of the size or location of the 
pharmacy, the breadth of the PBS product range, the cost of the PBS 
medicines, or the cost of their distribution and supply to pharmacy; and 

ii. all Australians have timely access to the PBS medicines they require, 
regardless of the cost of the medicine or where they live. 

24. Wholesalers receive CSO funding from the Commonwealth Government for their 
distribution of PBS pharmaceuticals if they satisfy the Commonwealth that they 
are full-line wholesalers and that they have the capability to satisfy the standards 
required of a CSO distributor, and they enter into an agreement with the 
Commonwealth by which they undertake to comply with certain service 
standards. 
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Areas of overlap and market definition 

25. Sigma and Symbion are both involved in the wholesaling of products to 
pharmacies and hospitals. Sigma is also a manufacturer of some pharmaceutical 
products whereas Symbion is not. Both Sigma and Symbion have interests in 
retail pharmacy banner groups. 

26. Market inquiries indicate that all three of the main full line wholesalers – Sigma, 
Symbion and API – wholesale all types of products stocked by pharmacies. This 
includes PBS-listed medicines, pharmacy only medicines, over the counter 
(OTC) medicines and health care products and other general products such as 
tissues, nappies and skin care products. Wholesaling involves product 
procurement, distribution, and sales. The ACCC is not currently aware any 
wholesaler that specialises in distributing only particular types of products to 
pharmacies. 

27. Market inquiries have indicated that due to demand and supply-side efficiencies, 
all types of products sold in pharmacies tend to be distributed together by 
wholesalers. Pharmacies tend to use one wholesaler for the majority of their 
wholesaling needs and only use other wholesalers when their main supplier is out 
of stock. Pharmacies find it efficient to deal mainly with one wholesaler because 
in doing so they minimise transaction costs. There are supply-side efficiencies 
also in that both types of products can be stored in a single warehouse and 
delivered to each pharmacy in the same truck.  

28. Initial market inquiries indicate few, if any, generalist wholesalers (such as those 
that supply supermarket chains) supply general products to pharmacies. A key 
reason appears to be that grocery wholesalers focus on much higher volume 
businesses such as supermarkets and convenience stores, whereas pharmacies 
tend to order small quantities.  

29. Pharmacies require very timely access to prescription medicines, and often 
demand delivery of products at least once daily. Further, the market is 
characterised by wholesalers who receive government funding on the basis of 
guaranteeing that they can supply pharmacy medicines to any location within 
each of the states that they receive funding, within 24 hours.1  

30. The ACCC understands that CSO funding is allocated on a state-by-state basis. 
The ACCC also understands that pricing differs from state to state.  

31. The ACCC’s preliminary view is the relevant markets are likely to be: 

• state-based markets for the wholesale supply of pharmaceutical products and 
the supply of general products to pharmacies2; and 

 
1 The Community Service Obligation funding is allocated on a state-by-state basis. 
2 The ACCC’s preliminary view is that this market does not include supply of such products to hospitals. 
However, for the purposes of this analysis, the ACCC does not consider that inclusion of hospitals in this 
market would alter the ACCC’s views. 
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• a national market for the acquisition of pharmaceutical and general products 
from manufacturers.  

Market inquiries 

32. On 28 May 2008 the ACCC commenced market inquiries regarding the proposed 
acquisition and joint venture. A range of interested parties provided responses, 
including competitors, suppliers, pharmacies, pharmacy groups and industry 
groups. 

Industry Background 

33. The ACCC understands that all three wholesalers actively compete to supply 
pharmacies of varying sizes including individual pharmacies, and pharmacy 
groups, and that this competition generally takes the form of price and non-price 
offers for the terms of wholesale supply. 

34. With regard to non-price offers, market inquiries indicated that all three 
wholesalers compete to supply pharmacies in offering a range of pharmacy 
medicines and OTC products as well as, in some cases, additional value-adding 
services such as product support, marketing, finance, IT and other systems 
(ancillary services).  

35. Market inquiries indicated that price-based competition can take place in the 
following forms: 

 discounts negotiated between wholesalers and pharmacies; 

 Rebates given to pharmacies by wholesalers across the range of products 
supplied to pharmacies, including PBS-listed medicines. For example, a 
pharmacy (or pharmacy group) that purchases a large proportion of its 
requirements from a particular wholesaler may get a rebate of up to a few 
percent on all of its purchases from that wholesaler. 

36. In general, the three major wholesalers make offers to pharmacy groups based on 
price and non-price terms to supply their full range of wholesale products, and/or 
ancillary services. In some cases the arrangements to supply pharmacies take the 
form of a contract for a number of years, and in other cases the arrangements to 
supply are less formal and continue for as long as the pharmacy continues to 
place orders with a given wholesaler. 

Statement of issues 

37. For the purposes of this Statement of Issues, the issues in this matter are divided 
into three categories, ‘issues of concern’, ‘issues that may raise concerns’ and 
‘issues unlikely to pose concerns’. 
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Issues of concern 

Reduction in competition due to the upstream aggregation– supply of wholesale 
pharmacy products and services to pharmacies 

38. As indicated earlier, Sigma and Metcash submit that they will each separately 
retain their sales and marketing functions, and will continue to compete against 
each other for the supply of products and support services to pharmacies.  

39. Market inquiries generally revealed concerns that the proposal would have the 
effect of reducing the number of effective, independent full line wholesale 
competitors in the market from three to two and that this would result in 
pharmacies paying higher prices for all pharmacy products (including pharmacy 
medicines and general products). 

40. The ACCC is concerned that the upstream joint venture arrangements will 
diminish the incentives for Sigma and Symbion (owned by Metcash) to compete 
downstream for pharmacy customers. This is because under the joint venture 
structure the benefits accruing to Sigma or Metcash from successfully winning 
customers from each other may not be as great as they would be in the absence of 
the proposed upstream aggregation because the ACCC understands that profits 
made by the joint venture entity (owned 50:50 by Sigma and Metcash) will be 
redistributed to Sigma and Metcash. The assets and capital required to set up and 
run the joint venture will be contributed in equal proportions by Sigma and 
Metcash. 

41. The ACCC also notes that both parties will typically be sourcing the same 
products from the JV company for very similar if not identical prices. Interested 
parties expressed concern that in such an environment, the scope for competition 
in the downstream market between the parties will be significantly diminished.  

42. Further, there is significant concern that each party will possess such intimate 
knowledge about the other’s cost structure that there will be an increased chance 
of coordination of pricing between the parties. 

43. The ACCC’s market inquiries indicated that barriers to entry are likely to be high. 
Market inquiries also revealed a very limited ability by manufacturers or 
pharmacies to constrain wholesalers by credibly threatening to bypass the 
wholesale level of the market.  

Issues that may raise concerns 

Reduction in rivals’ ability to compete and increased barriers to entry 

44. The proposed joint venture appears likely to result in significant cost savings and 
increased buying power (discussed from paragraph 48) which is likely to give 
Sigma and Symbion a significant advantage over their competitors. Concerns 
were expressed that this advantage would weaken the competitive position of the 
joint venture’s rivals, and increase barriers to entry.  
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45. Market inquiries revealed a significant degree of concern in relation to the likely 
impact of the proposal on competition for the supply of products to pharmacies. 
Interested parties were generally concerned that any cost savings achieved by the 
joint venture would not be passed through to the downstream market, because of 
high barriers to entry, and a weakening of the competitive tension between 
Sigma, Symbion and API. 

46. The ACCC seeks more information in relation to this issue. In particular, the 
ACCC seeks further information as to the likelihood that new entry or existing 
competitors will be able to competitively constrain Sigma and Symbion under the 
joint venture arrangements. 

Acquisition of products by wholesalers from manufacturers 
 
47. There are essentially three large buyers – Sigma, Symbion and API – at the 

wholesale level of the market. Together they would account for around the vast 
majority of wholesale purchases for pharmacies. Sigma and Symbion’s 
aggregated buying share would amount to a very significant proportion of 
wholesaling purchases. 

Impact of increase in buyer power 

48. A concern raised during market inquiries has been that the joint venture will 
result in a significant increase in buying power held by the joint venture parties. 

49. The ACCC’s preliminary view is that, in relation to PBS products, the 
aggregation of Sigma and Symbion’s procurement functions is unlikely to have 
any effect on the prices received by manufacturers. The government will continue 
to set the price at which manufacturers sell to pharmacies and wholesalers will 
continue to apply their wholesale margin (up to the limit of 7 per cent). Under the 
PBS system, there does not appear to be scope for wholesalers to use buying 
power to buy PBS products more cheaply since wholesalers only ever receive the 
wholesale margin of to 7 per cent. 

50. For non-PBS products – general products and pharmacy only medicines – the 
ACCC’s preliminary view is that the increase in buying power may have an 
impact as the prices paid for these products are not regulated. 

51. The ACCC seeks further information in relation to this issue. Specifically: 

• The extent to which manufacturers could resist pressure to decrease prices of 
products sold to the JV company by, for instance, using other wholesalers 
(API and short line wholesalers) and using direct supply to pharmacy models. 

o The ACCC is particularly interested in receiving information from parties 
which provides real examples of negotiations with wholesalers which 
have lead manufacturers to bypass wholesalers and instead supply 
products directly, or where a threat of doing so has resulted in 
manufacturers receiving better trade terms.  
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• What impact, if any, a reduction in prices received by manufacturers will have 
on competition in the market. 

Reduction of pharmacy product range and foreclosure of competing manufacturers 

52. Market inquiries have raised an issue as to whether competitors of Sigma’s 
pharmaceuticals manufacturing business may be foreclosed as a result of the 
aggregation in procurement functions under the proposed joint venture. 

53. For example, Sigma manufactures some products in competition with other 
manufacturers. At the moment, market inquiries have suggested that Sigma’s 
downstream wholesale and retail interests enjoy better commercial terms on these 
products than Sigma’s competitors can obtain. 

54. Market inquiries revealed a concern that under the joint venture proposal, since 
the JV will be purchasing on behalf of both Sigma and Symbion, there will be an 
incentive (in order to achieve volume efficiencies) to purchase from Sigma’s 
manufacturing operations instead of from other manufacturers.  

55. Some competing manufacturers who currently use Symbion for distribution may 
be foreclosed if Symbion begins to carry Sigma-manufactured product in 
preference. Alternatively, this preference may be the result of the proposed joint 
venture seeking to reduce costs by reducing the range of products it purchases for 
subsequent wholesale and distribution to pharmacies.  

56. The ACCC considers that there may be incentives to reduce range in order to 
facilitate rationalisation of warehousing and distribution which may occur. 

57. A substantial reduction of the range of pharmacy products will reduce choice 
available to consumers and may have the effect of increasing prices for the 
remaining products.  

58. The ACCC seeks further information on this issue, specifically: 

• the types of products that would be likely to be removed from the product 
range offered by the joint venture and the level of demand for those products;  

• whether the PBS requires that certain specific products be carried by all 
wholesalers and the extent of wholesalers’ discretion over the composition of 
their product ranges;  

• whether the wholesalers who also have manufacturing businesses have an 
incentive to limit their range of products that compete with their own generic 
products, instead of carrying a greater number of products, and whether the 
proposed joint venture is likely to change these incentives; and 

• whether potential substitute delivery channels, such as direct supply by 
manufacturers, independent wholesalers and/or distributors such as freight 
companies, are likely to provide an effective competitive constraint. 
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Issues that are unlikely to raise concerns 

The acquisition of Symbion by Metcash 
 
59. The ACCC’s preliminary view that the acquisition of Symbion Pharmacy of 

itself, is unlikely to raise competition issues since Metcash currently has no 
involvement in the pharmaceutical industry. 

ACCC's future steps 

60. The ACCC will finalise its view on this matter after it considers market responses 
invited by this Statement of Issues. 

61. The ACCC now seeks submissions from market participants on each of the issues 
identified in this Statement of Issues and on any other issue that may be relevant 
to the ACCC's assessment of this matter. 

62. Submissions are to be received by the ACCC no later than 23 July 2008. The 
ACCC will consider the submissions received from the market and the merger 
parties in light of the issues identified above and will, in conjunction with 
information and submissions already provided by the parties, come to a final 
view as to the appropriate course of action to take to resolve any competition 
concerns that remain. 

63. The ACCC intends to publicly announce its final view by 13 August 2008. 
However the anticipated timeline may change in line with the Merger Review 
Process Guidelines. A public Competition Assessment for the purpose of 
explaining the ACCC's final view may be published following the ACCC's public 
announcement. 
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