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Memorandum

The purpose of this Memo is to present, in very broad terms, the market research procedures that Stackpole & Associates recommend to conduct a market research to evaluate the feasibility of the Rx Shareholder Donation Program.  These research recommendations are intended to:

· Test the program concept among the various interested constituencies that will be involved; 

· Gather useful information about the constituencies’ preferences;

· Identify alternative program choices, and;

· Support the process by which the best alternatives are selected.

Specifically, the research recommendations focus on measuring the acceptability and feasibility as well as the strengths and weaknesses of this concept among the identified constituencies.  Based on the results of the initial study, a test pilot will be developed and implemented.

Background


Description of Proposed Rx Shareholder Donation Program

Based upon the materials provided to Stackpole & Associates, the proposed program is an innovative method to directly involve shareholders in funding essential drugs.  Specifically, shareholders of publicly traded pharmaceutical companies will make donations to an independent entity responsible for development of, or funding the provision of, essential drugs to developing countries.  This independent entity would receive funds from shareholders that could be collected at the time shares of stock are purchased and/or sold.   Such a mechanism could be loosely modeled on the public finance component of the Federal Election Commission (FEC).

The FEC is an independent regulatory agency that administers and enforces the federal campaign finance law including the public financing of Presidential campaigns.  In 1971, Congress established the income tax checkoff to provide for the financing of presidential election campaigns and national party conventions.  By checking a box on the income tax return, taxpayers may direct $3 of their tax to the fund for exclusive use in presidential elections.  The FEC administers the fund, provides advisory opinions, conducts outreach, and enforces the law. 

The Rx Shareholder Donation Program being proposed suggests that a similar check-off mechanism be established.  When purchasing stocks, shareholders will have the option to add a tax-deductible amount to the total transaction for contribution to a designated fund.  Conversely, upon sale of shares, the same option could apply.  An independent not-for-profit entity would collect and administer the funds to be used solely to develop orphan drugs, subsidize the purchase of essential drugs for developing countries or other related purposes.  This mechanism allows shareholders of pharmaceutical companies direct participation in socially responsible investing while getting a tax deduction. There is growing evidence that such socially responsible investing is increasing in popularity.

As shareholders represent the largest constituency that does not have a direct voice in pharmaceutical companies’ social investments, the proposed model, analogous to the FEC tax checkoff mechanism, is an avenue to expand this constituency’s leadership and participation.  The proposed independent entity would facilitate functions such as developing orphan drugs or other projects, which are difficult for for-profit entities to perform because they are contrary to the mission of publicly traded corporations.

The Rx Shareholder Donation Program will be considered a success when shareholders of all major pharmaceutical companies participate and support it, and when it becomes a recognized source of funding the purchase of essential drugs, the development of orphan drugs or infrastructure development for developing countries.

Concept Testing 

In order to develop this concept into a viable program, several research steps or phases are suggested to determine further action and / or direction.  Broadly speaking, the initial phase is a concept testing, followed by piloting the draft or test materials, followed by revision and retesting, followed by implementation.  This Memo outlines the recommended the steps of concept testing from inception to implementation.


.

For this program to succeed, both the concept and mechanics will have to be accepted and championed by various interest groups or constituencies.  Each of these groups can be considered markets for the program, as their “buy-in” will determine levels of participation, and therefore the program’s success. 
An overall outline of the steps as they appear at this time is presented in the following flow chart representing the program’s three phases:


The markets for this proposed program are:

1. Pharmaceutical company / companies

2. Shareholders of pharmaceutical companies stocks

2.1. Individual shareholders

2.2. Institutional shareholders

3. Financial Institutions (brokers)

4. Agency or agencies to manage, administer and distribute the donations

Each market will provide distinct information to determine the acceptability and feasibility of this concept.

1. Pharmaceutical Companies

Recruiting the interest of pharmaceutical companies in the Rx Shareholder Donation Program is the absolute starting point, and finding one pharmaceutical company willing to participate in the concept testing and research is very important.  Without this support, the program is a non-starter because shareholder information is confidential and would be difficult, if not impossible to obtain without the cooperation of a pharmaceutical company.  Garnering the pharmaceutical companies’ support will require identifying the companies and persons within the companies who are charged with social marketing and investing, presenting the concept and earning their initial interest. This process, which has already begun, consists of personal approaches and use of a brief abstract and white paper. 

As this early recruitment process proceeds, the benefits and / or obstacles to pharmacy company participation should be outlined.  This outline is the start of an issue list, which will become another white paper that will have several uses, including creation of a documentation trial for future guidance.  For example, would this program be more or less attractive to a pharmaceutical company if its shareholders were the only participants?  Some of the issues raised by the pharmaceutical companies in the early overtures should be tested with other markets. Continuing with the example above, if we found out that shareholders are more likely to participate if multiple companies participate, an interested pharmaceutical company may participate in actively soliciting other companies’ participation and support.

The possible roles of the pharmaceutical companies, as presented in the Concept Outline is:

· Conduct confidential shareholder research to measure response to concept;

· Pilot program to test and evaluate;

· If the program is implemented, promote and support the Program through shareholder communications and other public relations efforts, and;

· Supplement the Program though direct donation and other means of support.

To identify an appropriate initial pharmaceutical company participant, we recommend that a select list of pharmacy company targets be drafted.  The likely targets will be those companies which:

· Have an existing program or programs for distributing of essential drugs; 

· Have social marketing and/or investment initiatives, and;

· Have essential drugs in their portfolio and who would like to establish or expand an essential drugs distribution program.

Once these targets have been identified, we recommend further research to identify the likely individuals and groups within the target companies who should be approached with the idea. The initial approach should then be highly personal, preferably in person, by telephone or by e-mail.  Of course, personal referrals are best.  The purpose of these contacts is to elicit a thoughtful review of the idea through the review of the Concept Outline and / or the White Paper. 

The results of this personalized approach will no doubt, produce other contacts to be pursued. The output of this first round of contacts and sharing of the Concept Outline will be an Issues Brief.  The Pharmaceutical Companies’ Issues Brief will contain the benefits and drawbacks raised by pharmaceutical company contacts in this initial round of personal communications.

This Issues Brief can then be used in several ways to further refine the concept.  One or more of the pharmaceutical companies may be willing to distribute the document internally to collect higher level feedback.  This procedure can be both beneficial to the concept, and can help solidify support and / or uncover objections to the concept.

If more time is required than expected to recruit a participating company or companies, the Issues Brief may also be the basis for a publication and/or a conference presentation regarding the issues surrounding public / private partnerships.  This collegial activity may help pique interest and bring forth one or more interested participants. 

Once a pharmaceutical company has agreed to participate in the initial testing of this concept, a contact or contacts within the company will act as the liaison with the entity that will conduct research studying shareholder perceptions regarding this concept.

2. Shareholders

The shareholder market is comprised of two segments: (1) Individuals and (2) Institutional Investors.

2.1 Shareholders: Individual

Individual shareholders of pharmaceutical company stocks are a critical constituency for this program.  When the pilot program is accepted by a pharmaceutical company for initial testing, it is necessary to recruit the shareholders’ interest in the program to have them elect to participate in the donation process during their stock transactions.  It is conceivable that enthusiastic shareholders could draw a somewhat reluctant pharmaceutical company into participation, but this would not work in reverse; reluctant or resistant shareholders will result in the reevaluation of the concept’s viability.

To evaluate shareholders’ perceptions and likely acceptance of this concept we recommend that an interest panel be recruited and used to test the concept through surveys and focus groups, and that these results then be confirmed through one round of survey sampling among those shareholders outside the interest panel.

2.1.1. Create shareholder interest panel.  Identify, through the cooperation of an interested pharmaceutical company, a panel of individual shareholders.  Participation in the panel would be voluntary, and the members’ participation in surveys, interviews and focus groups, for example, should be nominally compensated with incentives.  Panel members should be selected to represent a cross section of the shareholders. Invitations to participate could be included in pharmaceutical company shareholder information communications.  The size of the panel will be determined in part by the number of individual shareholders of the participating pharmaceutical company.

2.1.2. Conduct focus groups among interest panel.  Conduct 3 – 5 focus groups to test the reactions of the panel to the concept.

2.1.3. Survey / re-survey panel.  Based on the results of the concept testing through the focus groups, survey the panel regarding the concept.  It is possible that a series of two surveys may be necessary, based on the outcomes of the first, or that some one-on-one telephone interviews may be recommended to clarify issues raised.  
2.1.4. Sample survey for acceptance.  We suggest a brief survey of a sample of individual shareholders (excluding the shareholder interest panel) to confirm the results of the previous work with the interest panel.  The sample selected would have to be carefully drawn from the representative segments to assure its predictive accuracy.  The issues and content of this final sample survey would be drawn from the work with the panel and from research with other market segments.
2.1.5. Report research results.  Through the participating pharmaceutical company’s existing shareholder communications mechanisms, we recommend that the individual shareholders be informed of the results of the research.  If favorable, the shareholders should be informed of the acceptance of the program and its implementation, with an invitation and opportunity for feedback.  This step will help build further acceptance, assure that any latent issues will be reported, and providing an outlet for any negative perceptions.  

2.2. Shareholders: Institutional / Investor

Institutional investors have also shown a growing interest in socially responsible investing, reflecting the interests and concerns of their stakeholders.  Institutional investors have begun to establish socially responsible funds with stewardship as their primary strategies.  These trends show an indication that this constituency – the institutional investor – can be recruited into a positive role in the Program.  

To assess institutional investors’ acceptance of the concept and to determine the issues and concerns from their perspectives, we recommend the creation and use of an investor’s interest panel, focus groups and polling research.

2.2.1. Create investor interest panel.  Identify large institutional investors that have important stakes in the targeted pharmaceutical companies. Particular emphasis should be given to those that have an expressed interest in, or a history of, social marketing and/or investment.  Invitations to participate can be made several ways, although the pharmaceutical company leadership may want to make these solicitations personally.  Recruit 15 – 20 of these investors to participate in the volunteer panel.  

2.2.2. Conduct focus groups.  Conduct 2 – 3 focus groups among panel members to evaluate the concept, better understand their needs and concerns and how the program should be presented / positioned to this audience.

2.2.3. Polling research.  As investors are apt to be attending various economic and financial meeting conferences and events throughout the year, we suggest polling at such events in a way to collect reactions to, and perceptions of, the program.

2.2.4. Report research results.  Through the participating pharmaceutical company’s existing communications mechanisms, we recommend that the investor shareholders be informed of the research.  If the outcome is favorable, the institutional investors should be informed of the acceptance of the program and its implementation, with an invitation and opportunity for feedback.  This step will help build further acceptance, assure that any latent issues will be reported, and provide an outlet for any negative perceptions.  

3. Financial Institutions

The willingness of financial institutions, (e.g., e-Trade, SolomonSmithBarney) to participate in the Rx Shareholder Donation Program will be driven by these institutions’ desire to be responsive to their customer base. Potential barriers will be the additional costs or complexity added to the exchange.

If it can be demonstrated to these organizations that the pharmaceutical company’s shareholders will enthusiastically accept this program, and that there are inherent marketing and public relations opportunities, then the financial institutions will support the program.  The research within this market should therefore be designed to understand what type of shareholder information would be required from the perspective of the institutional investor to demonstrate acceptance, and to discover the transactional issues.  

The assistance of the financial institutions will be extremely important to the technical implementation of the transactions anticipated by the Program.  Financial institutions, therefore, will help to recruit shareholder participation, and they will be pivotal in identify issues and completing the technical transactions of the Program.

To measure their acceptance and to uncover transactional issues, we recommend a series of in-depth interviews among financial institutions. It is worth noting that with a truly novel initiative, it is equally important to position the initiative as what it is not, as much as what it is. For example, the mechanism is considered a donation exempt from SEC regulation and not a transaction directly related to the stock begin traded, subject to regulation.

3.1 In-depth interviews.  Conduct interviews at several levels within financial institutions such as e-Trade, and SolomonSmithBarney to test the concept.  An important objective will be to gather information about managers’ experience with programs they may view as similar, as their perceptions of similarities (rather than actual similarities) will affect their outlook on the Rx Shareholder Donation Program. In the course of these interviews, it will be possible to evaluate the institutions’ willingness to invest in the technical aspects of developing and implementing the check-off mechanism, administering the transfer of funds, cost to company to do so, and willingness to promote the program.

Also during these interviews, determination should be made as to the financial institutions’ willingness to report on this initiative through their in-house customer / client communications channels. If such channels are made available to the Program, then announcements about the research, such as will be made to individual and institutional investors, can be inserted.  This will help to support the communications efforts overall.

4. Agency – Management / Distribution

Assuming success of the feasibility study and the development of the program for implementation, the role of the administering agency will have to be defined and decided.  The entity must comply with US tax laws and perhaps tax laws of other countries to allow the contribution to be classified as a tax-deductible charitable contribution.

The questions regarding the best agency to administer and oversee the funds raised by the Program include:

· Should it be a newly created entity or is an existing entity an appropriate choice?  

· How will this determination be reached; who decides?  

· How would the initial panel of experts be selected to oversee the development of the program and the controlling entity?

· What should be the representation from the pharmaceutical industry, the financial industry and international public health entities?

· What should the qualifications of the programs be that would receive funding? 

· What would be the guidelines for the Program? Would it only fund the purchase of essential drugs? 

· Would the Program fund the development of orphan drugs? 

· Would the Program fund the development of infrastructure? 

· Oversight – what mechanism is necessary to ensure that the program is being administered in accordance with its parameters?

These are but a few of the questions that are raised regarding the agency component of the Program.  In addition, the eventual program beneficiaries, such as Ministries of Health, NGOs, and consumer groups and other interested parties should be consulted and included in this phase of the program development.  The requirement of an expert Steering Committee or initial Board of Directors is advisable but is beyond the scope of this Memo.  At this time, research into this issue is premature. 

Funding

Once a pharmaceutical company agrees to participate in the initial testing of this concept, an estimate of the costs and charges for the scope of the research outlined here can be developed.  These costs and charges require information about the participating company and its shareholders that is not available to us at this time.

We are certain that the costs and charges will have to be funded however, and / or the resources dedicated to the tasks outlined above.  It appears that there may be two sources of funding available to you:

1. The initial ‘founding’ pharmaceutical company may agree to fund all or part of the initial phase of the test project, or;

2. Funding through grants may be obtained through your affiliation with a not-for-profit organization

Stackpole & Associates, Inc. hopes to continue to develop the framework of this Program with you, and we would welcome the opportunity to develop detailed proposals on these recommendations, or others, as the Program takes on greater definition. 

Thank you for the opportunity to present this Memo to you.
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