Cost of Dispensing

Oneddfinition of “profit” is the money difference between
what it costs to produce and sell a product and the revenue
fromitssde In the pharmacy, knowing your cost o dis-
pensingisan indispensable tool in maintainingar improv-
ing cash flow and prdfitability,

To determine thecost o dispensing, the pharmacy owner
a manager needs to conduct a departmental cost analy-
sis that asdgnsdirect costs and allocates indirect cOSSto
theprescription department. The total cost allocated to
the prescription department divided by the nunber o
prescriptions dispensed istheaverage cost of dispensing.
This average cost Of dispensing iSthe average amount that
it costs the pharmacy to dispense a prescription,

Cost of Dispensing Formula
et Tad annual
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dispensing aflocated to prescriptions
prescription .
department dispensed

Cost O dispensing includes all direct costs (e.g., prescrip-
tion bottles and labels, delivery service, and pharmacy
computer expense) related to oper atinga prescription
department and a shareof the indir ect costs. The sharedf
indirect costs (e.g., rent, salaries, and advertising) is
estimated by allocating a portion of thecost to the pre-
scription department. There are multiplemethodsthat can
be used toallocate costs. Although there isno universally
accepted method f or allocatingi ndirect costs, the besisof
allocation should seam logical. | n phar macy,thefollowing
methods havebeen used to allocateindir ect expenses:

m A pecentaged prescription sales to total sales

B A percentage Of prescription department square feet to
total squarefet

m A percentaged prescriptiondepartment inventory to
total inventory

B A percentage of timethe asset i S used for theprescrip-
tion department activitiesto total timeused.

Phar macy ewners and manager scan sdect onemethod to

use or t hey can wse multiplemethodsto allocate i ndi rect
expenses. Having dassfied all costs and allocated them to
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the prescription department, the cost of dispensing can
be estimated. As previously stated, the cost to dispense a
prescriptionis found by dividingthetotal costd oper at-
i g theprescription department by thetotal number of

prescriptions dispensed.
NCPA-Pfizer Digest Analyses

We used the Digest data to caleulate cost of dispensing

for 2005. It isimportant tonote that thiscalculation onl'y
coversthe cost of dispensing and does not include a profit.
The 2006 Digest pharmacy’s cost of digpensingis $10.53,
up from 59.24 lagt year. Expenses increased as new person-
nd were added, stores werekept open longer hours and
pharmacists provided value-added services, like educating
patientsabout Medicare Part D, So while expenses | I'
creased, thesmall increase in prescription volume did not
offset theincrease in expenses, resultingin a higher cost

of dispensing. We als0 calculated the cost of dispensing

iN various geographic regions, as shown below. TheWest
region has the highest cost of dispensingat $1 1.18,and the
West Central region hasthelowest at $9. 52.

@ West ~ FL1I8 (ax. AZ €a HI, D, NV NM, OR, UT. wa)

@ West-Central — $9.52 (AR CO, 1A, KS, MN. MO, MT, NE, ND, OK, SD, TX, Wi, W]
@ East-Central — $9.80 1L ™ M, OH, Pa, wA)

@ Northeast ~ $1019 {CT. D&, DT, ME, M MA. NH. NI Y, RI, VT, vA)

@ Southeast — $971 (AL FL. GA, KY, LA, MS, NG, SC. TN}

If a pharmacy isto makea profit, therembur sement rate

or theprice charged must cover the product cost, the cost

d dispensing, plusa surplusfor profit. Thus, for pharmacy
owners and managers to make sound busnessdecisons

on whether to accept a contract @ not, they nead to know
what it costs them to dispense a prescription. |t iSsuggested
thet pharmacy owner sestimate therr own cost o digpensing
and t hen carefully evaluate each third-party contract before
sgningit. Additionally, d | usual and customary charges
should include the cost of dispensing, and phar nacy benefit
managers should rambureto cover costd dispensing.



