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CHAPTER ONE
INTRODUCTION

A mail survey of a sample of community pharmacies was
onducted Xo estimate the mean cost of dispensing a
:lscription in Wisconsin and to learn how dispensing costs

elate to various service and operational characteristics of

hese pharmacies.

Need for Study

The need for evaluating the cosi of dispensing seems
fpparent when one compares the stability of the dispensing
ﬁee under the Title Xlx_program of the Social Security
‘%nendménts Act of 1965 with increases in the consumer price
;;ndex over the past decade, as well as réports of pharma-
SQists' increased operating expenses. Coverage under Title
;XIX, which is referred to as the Wisconsin Mediéal
;Assistancé Program (WMAP), began on July 1, 1966. A $2.00
 dispensing fee was adopted at that time and has remained
;conétant to date except for a qualified modification in
- 1971. |
: As of May 1, 1971, a "special service" pharmacy

1
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classification was added to the WMAP.l The management of a

phermacy must provide 24-hour emergency service, emergency
prescription delivery service at no additional cost to
patrons, a patient drug profile service for all Medicaid
" recipients, and all pharmacists practicing full-time in the
pharmacy must attend and participate in at least four hours
of approved continuing education programs each year if the
pharmacy is to attain the "special service" classification.
Such pharmacies qualify for a $2.20 dispensing fee. The 20
cent differential in the dispensing fee for these pharmacies
appeared to be recognition by the WMAP administrators of the
additionél cost of providing these services. However, the
WMAP has not granted en overall increase in fhe dispensing
fee since the program Qas initiated.

Increasés in dispensing fees have been reported for

other programs.'2 A recent report from the American

l. Kenneth W. Kirk, "A Review of Procedures for Pharmacists
Who Participate in Wisconsin's Medicaid Program," Ihe
Wisconsin Pharmacist (42:10) October 1973, p. 358.

- 2. Examples include:

(1) A 15 percent increase since 1969 paid by Blue Shield
of Michigan as reported in, "How Inflation Can Strip You
"and Wat to Do About It," Drug Topics (118:20) October
21, 1974, p. 25.

(2) A 7.5 percent increase since 1967 paid by the Title
XIX program in Michigan as reported in, '"Medicaid
Dispensing Fee Raised," Drug Topics (118:18) September
16, 1974, p. 8.
(35 A 10 percent increase paid by the Title XIX program
in Connecticut as reported in, "Ccst Survey Wins Boost
in Rx Ffes," Drug Topics (118:22) November 18, 1374, p.
10. '




Pharinceutical Association showed ledicaid dispensing fees
increased in the five year period, 196%-1973, in oanly 14 of
26 states listed.3 The percentage increases for these 14
states ranged from 2.8 to 26.7 percent with a mean increase

of 11.1 percent. Generally, even these incrcased fees for

- pharmaceutical services have not kept pace with increased

costs for other items. For example, from 1969 through 1973
there was a 21.2 percent increase in the consumers' price
index for all items.4
The lést substantive study of the cost of dispensing
in Wisconsin was based on data reflecting pharmacy opérating
costs in 1968.5 This study is necessary therefore, to
evaluate what has happened to the cost of dispensing in
Wisconsin since 1968.
Another indication of the need for more current cost of

dispensing data is the yearly increase in the percent of

prescriptions that are paid for by third parties. This

3, "Immediate Upward Ad justment of Rx Dispensing Fees Paid
by the States," Weekly Pharmacy Keports (24:7) February
17, 1975 (p. 3).

4, - The consumers' price index for "All Items" was 109.8 and
1%%.1 for 1969 and 1973, respectively (based on 1967
prices = 100). U.S. Bureau of the Census, Statistical
Abstract of the United States: 1974 (95th Edition),
Weshington, D.C., 1974, p. 411.

5. Kenneth William Look, "An Analysis of the Cost of
Dispensing Prescriptions in a Sample of Community
Pharmacies," unpublished doctoral dissertation,
Univergity of Wisconsin, Madison, Wisconsin, 1974.



percentage has increased nationally from 11.9 percent in

1969 to 21.4 percent in 1973 as determined by surveys done

for the American Druggist.6

The dispensing fees paid by third party programs often

- &re based on precedent rather than on pharmacy accounting or

other objective data. The lack of statistical date on the
cost of dispensing is a possible reason for dispensing fees
being determined in this manner. The percent of prescrip-
tions paid for by third parties is likely to increase
rapidly with the passage of a National Health Insurance
Program (NHI). Some political observers think enactment of
@ NHI program is likely in 1975.7

The effect NHI would have on the need for cost of
dispénéing studies was expressed by Robert C. Johnson,
President of the Americ;n Pharmaceutical Association:

Every community pharmacist in this nation needs
to place top priority on conducting a thorough
cost analysis of the prescription department.
Under a National Health Insurance Program
wherein all prescriptions which you dispense
are paid for by the federal government there
will be no opportunity to balance out-front
sales or profits to compensate for prescrip-
tion loss leaders and vice versa. Nor will
there be any private sector prescription
income to compensate for the losses that are
presently incurred. You must, at once,

6. "Third-Party Prescription Ratio Increases %o Record
2l.4%," American Druggist (169:8) April 15, 1974, p. 14.

7. "View in Washington: Demo Landslide in 1974 Means
Enactment of National Health Insurance," Weekly Pharmacy
Reports (23:45) November 11, 1974 (ps 2)s
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conduct sound economic review, based on accept-
able cost-accounting principles te determine
the adequacy of your existing fee and make
whatever adjustments are necessary to insure
your future economig survival under a national-
ized health system.

Studies which measure the cost of dispensing are neces-
sary to provide data which could aid meaningful dialcgue
among pharmacy representatives and those of various third
party payment pregrams. Furtiher:

An individual pharmacist cannot speak effec-
tively on his own behalf. Legal strictures,
of course, do limit the extent to which an
association can engage in such activity.

But there are recorded instances in which

an association, by providing reliable
statistics and other persuasive arguments,
has been instrumental in winning a better
deal for pharmacists.:

Study Objectives

This study has four main objectives:

(1) Determine the mean cost of dispensing a prescription
for a sample of community pharmacies in Wisconsin and test
the relationships between various indjvidual service and
operational characteristics and the cost of dispensing for
these same pharmacies.

(2) Based on the cost of dispensing, determine a

8. Robert C. Johnson, "Era of Accountability,"” Address
presented tc the National Association of Retail Drug-
gists, October 1, 1974, Las Vegas, Nevada, p. 6.

9, Stanley Siegelman, "The State of Pharmacy Today,"
Americen Druggist (170:7) October 1, 1974, p. 17.




potentially adequate dispensing fee which would allow for

business risk and growth.

(3) Provide financial and cost of dispensing data that

would be useful in consultations between representatives of

prescription insurance programs and individual pharmacists

or pharmaceutical organizations such as the Wisconsin

Pharmaceutical Associaticn.

(4) Establish a format and collect data that can serve

as a "benchmark" for future cost of dispensing studies that

may be done in Wisconsin on s periodic basis for the purpose

of trend analysis.

this

RPu(% TIME) = the sum of RPhs'

Definitions

The following abbreviations will be used throughou
paper:

COD = the cost of dispensing per pres ription

PS = proprietor's or Lanager's salary

PS(% TIME) = PS times the percentage of time spent in
- brescription department duties 4

RPh = the total salaries of otaer professional (pharma-
cist and pharmacy intern) employees jn a pharmacy

salaries times the
percentage of time spent in pre iption department
duties

nonkPh = the total salaries or wages of nonprofessional
employees of a pharmacy
RXS/TS = the ratio of prescription sales to total sales

Rxs = the total number of prescriptions dispensed in a

pharmacy in a 12 month periocd

(5]



RX = the mean (average) charge to consumers for a
prescription

nonlabor = total operating expenses of & pharmacy less
all salary and wage expense

COD(WIS) - the cost of dispensing per prescription as
determined by taking the sum of PS(% TIME) plus
RPh(% TIME) plus nonRPh(RXS/TS) plus nonlabor(RXS/TS)
and dividing trnis sum by the total number of
prescriptions dispensed in a 12 month period

DF(WIS~P) = the dispensing fee per prescription
determined by the sum of COD(WIS) plus an allowance
for business risk and growth equal to 10.5 percent
times the sum of COD(WIS) plus the approximate
average acquisition cost per prescription

DF(WIS-F) = the aispensing fee per prescription

determined by the sum of COD(WIS) plus a fixed
allowance (30 cents) for business risk and growth

Resesrch Hypotheses

The following hypotheses are based on economic and
demographic data as reported for a sample of communi ty
pharmacies in Wisconsin. The mail survey was conducted in
the fall of 1974. The reported information was from each
sample pharmacy operation's last fiscal year,

HYPOTHEESIS I - bMeasure of Precision

The number of usable responses received for a
sample of 640 community pharmacies in Wisconsin
will be sufficient to estimate the unweighted
mean cost of dispensing per prescription within
10 cents of the true mean for all community
pharmacies in the state at a 95 percent level
of confidence.

HYPCTHESIS II - Stability of COD(WIS)

The uunweighted mean cost of dispensing per

prescription determined by this study will be
equal to or less than the unweighted mean cost
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of dispensing per prescription ($1.77) determined
by a similar study of data col¥ected in 1969 at
a 95 percent level of confidence.

HYPOTHESIS III - Adequacy of Present WMAP Dispensing
Fee

The unweighted mean dispensing fee will be less
than or equal to $2.20 at a 95 percent level of
confidence.

HYPOTHESIS IV - Significance of the Percentage of
Prescription Sales Paid by Third Party Programs

The unweighted mean cost of dispensing per prescrip-
tion for respondents reporting reimbursement for
less than 15 percent of their total prescription
sales from third party (public and private) payers
will equal the unweighted mean cost of dispensing
for respondents reporting reimbursement for 15
percent or more of their prescription sales from
third party payers at a 95 percent level of
confidence.

HYPOTHESIS V - Significance of the Number of Prescrip-
tions Dispensed Per Day

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies which
otherwise differ by the number of prescriptions
dispensed daily at a 95 percent level of confidence.

HYPOTHESIS VI - Significance of the Population of the
Area in Which Pharmacies are Located

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies which
otherwise differ by population of the community

in which the pharmacies are located at a 95 percent
level of confidence.

HYPOTHESIS VII - Significance of the Mean Prescription
Price

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies which
otherwise differ by the mean reimbursement received
per prescription at a 95 percent level of confi-
dence.



HYPOTHESIS VIII - Significance of the Ratio of
Prescription Sales to Total Pharmacy Sales

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies which
otherwise differ by the ratio of prescription

sales to total pharmacy sales at a 95 percent
level of confidence.




CHAPTER TWO
LITERATURE REVIEW

Most COD computations can be expressed in terms of four
3}atégories gf prescription department expenses: (1) pro-
prietor(s) or manager's salaries (PS), (2) salaried profes-
1sionals' (pharmacist and intern) salaries (RPh), (3) non-
professional employees' salaries or wages (nonkPh), and (4)
;nonlabon expenses (nonlabor). The formulas presented in
‘ithis review-ére expressed as they appear in the literature
;ﬁr as they would\appear if separated into these four expense
f_categories. Some of the formulas and studies will be
freviewed with a limited amount of detail. These formulas
  and studies will be denoted with an asterisk (*) and the

i.reader is referred to the work done by Look for a more

detailed review and evalu_.ation.l

- 1. Kenneth William Look, "An Analysis of the Cost of
Dispensing Prescriptions in a Sample of Community
Pharmacies," unpublished doctoral dissertation,
University of Wisconsin, Madison, Wisconsin, 1974,
pp. 33-58.

10
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The American College of Apothecaries Cost
of Dispensing Formula*

This COD formula was first described by Abrams as:2

ﬁJ(ACA) = PS + (Total operating expenses - PS)(RXS/TS)
- Rxs

'ince total operating expenses can be expressed as the sum
of PS5 + RPh + nonkPh + nonlabor, an equivalent form of the

fornula iss

‘OD(AC»A) = PS + R;Ph@:{s/trs) + nonRPh(RXS/TS) +

Rxs Rxse Rxs
nonlabor(RXS/TS
Lixs

The Cznada Cost of Dispensing Formula*

The Canada cost of dispensing formala is the result of
a modification of the COD(ACA) by Fu.ller.3 The formula can

- be written as:

" COD(CANADA) = (Total operating expenses - PS)(RXS/TS) +
- - Rxs ,

$0.50

- 2. Robert E, Abrams, "The Professional Fee Concept,"
Bulletin of the Ontario College of Pharmacy (11:3) May
1962, p. 47.

- 3, H. J. Fuller, "What Does It Cost to Dispense a Prescrip-
3 tion? Bulletin of the Ontaric College of Pharmacy
(18:1) January 1969, p. 23.
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e formula can be translated to:

)D(CANADA) = $0.50 + RPh(RXS/TS) + nonRPh(RXS/TS) +
{ Rxs Rxs

nonlabor(RXS/TS)
Rxs

> constant value of 50 cents replaced any allocation of
€ proprietor's salary. Prices and wages increased since-
:»2 and Fuller has increased the direct proprietor labor

parge to 60 cents4 and more recently to 80 cents.5

The California Cost of Dispensing Formulé*

The California cost of dispensing formula can be

presented as:6

Rxs Rxs Rxs

OD(CALIF) = PS(% TIME) + RPa(% TIME) + nonRPh(% TINME) +

nonlabor{RXS/TS)
Rxs -

The Kansas Allocation Formula*

The Kansas Department of Social Welfare began its

nnual cost of dispensing surveys in 1970. The findings

Ibid.

H. J. Fuller, "Canadian Community Pharmacy in 1972,"
‘The Canadian Pharmaceutical Journal (106:8) Angust 1973,
P. XXVIiI.

Max Polinsky, "The Professional Fee: Another Look,"
California Pharmacist (18:5) November 1970, p. 10,

f' ,
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rom the 1970.survey were reported by Cotton and Rucker.7

Qe formula used in determining the cost of dispensing
‘égquires individual nonlabor expenses incurred by a pharmacy
to be allocated to the prescription department by using
;vbious ratios or by direct 100 percent allocation. The
?llocation ratio used depends upon the classifiéation of the
individual nonlabor expense item. Cooperating pharmacists
were required to report on 49 separate nonlabor expense

8 tems. S

The ratios used to allocafe the nonlabor expense items
are (1) the ratio of prescription department sales to total
Ppharmacy sales, (2) the ratio of prescription department
area to total area (square feet) of the pharmacy, and (3)
;the ratio of prescription department inventory to the total
;jharmacy inventory.9

The Kansas_cost of dispensing formula, as interpreted

fby this author, is:

7. Hugh A. Cotton and T. Donald Rucker, "Prescription Cost
1 Determination in Kansas," Journal of the American
Pharmaceutical Association (NS12:8) August 1972, Pp.
412~-415. )

j“8. For example, see "How to Figure Cost of Filling Rx,"
American Druggist (161:12) June 15, 1970, pp. 16-19.

- 9. For a more detailed explanation of how these ratios are
' applied to individual pharmacy expense items, see Hugh
A. Cotton, "Kansas Experience with the Variable Profes-
sional Fee for Title XIX Prescriptions," The Wisconsin
Pharmacist (42:9) September 1973, p. 323.
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<

COD(KANSAS) = PS(% TIME) + RPh(% TIME) + nonRPh(% TIME) +
Rxs Kxs Rxs

nonlabor (KAN-ALLOC)
Rxs

Ihe Wisconsin Cost of Dispensing Formula

The Wisconsin cost of dispensing formule was developed
by Lock from cata cnllected in 1969 by bota mail and per-
sonal interview surveys of samples of comwmunity pharmacy
owners or managers in Wisconsin.lo

Questionnaires were mailed to a systematic sample of
284 community pharmacies on March 4, 1969. The question-
naire (Appendix A) requested cperational end financial data
for the respondent's pharmacy. Usable replies were received
representing data for 75 pharmacies.

Personal interviews were conducted with a sample of %0
pharmacists who had responded to the mail survey. The
personal interview respondents were selected to be represeri-
tative of practitioners in Wisconsin on the pases of
geographical location and city size. The personal inter-
views were undectaken to collect detailed operating cost
information which cannot te collected efficiently by majl
surveys. The information obtained from the personal inter-

views was usel to determine the ‘'"besi" estimate of the four

10. Look, op. cit., pp. 59-68.
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prescriptionldepartment cost elements per prescription.Ll
Various methods to estimate these same cost elements
using mail-collected data then were tested statist tically for
validity and practicality. The only variable which failed
to pass the validity test (a test to check if the mean value
calculated from personal interview data equaled the mean

calculated from mail-reported data at a 95 percent level of

(’\

confidence) was nonkPh(% TINE). The mean value of the

nonRPh(% TIME
RXxs

collected data /Xx=§0.04, n=25/ was significantly less than

variable, » when calculaied from majl-
the mean value calculated from personal interview data
[%=80.10, n=257.

Respondenis reported a smaller percent of time spent in

prescription department servic

D
w

by nonprofessional
employees in the mail portion of the survey than was
reported by the same respondents in the personal interview

survey. During the personal interviews, respondents in
o > b )

[oF

] -

cated they did nct think it "professionally correct" to

11. ILook considered the "best" estimates based on the
interviews to be as follows:
(1) Proprietor's or manager's salary times the percent
of time spent in prescription aepartment duties per
dispensed prescription.
(2) The sum of all pharmacists' and interns' salaries
times the percent of tiwme spent in prescription
department duties per dispensed prescription.
(3) The sum of all nonpharmacists’ wages and salaries
allocated to pr esvrwptlun department services per
dispensed prescription.
(4) The sum of nonlabor expense items alleocated to the
prescription departiment by pharmacist respondents.
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admit nonpharmacists spent time perforuming prescription
department duties.lz Also, pharmacistis may not associate
meny of the prescription depariment hcusekeeping and record-
keeping functions with prescription department daties. For
this reason, a pharmacy owner or manager may uander-estimate
the percent of time spent by pharmaciste, as well as non-
pharmacists, in prescription department duties.

The mail-collected cost of dispensing variables then
were tested against the ”beut" estimates (personal interview
estimates of the cost of dispensing variables). The mail-
collected cost of dispensing variables which were "closgsest"
(on the basis of lowest T scores) to equaling the “best"
estimators were (1) PS(# TIME), (2) RPh{(% TIME), (3)
nonRPh{RXS/TS), and (4) nonlaber(RXS/TS). These variables
form the Wisconsin cost of dispensing formala which is:

COD(WIS) = PS(% TIME) + EKPh(% TIME) + nonRPh(RXS/T1S) +
Rxs Rxs Rxs

nonlabor(RXS/TS)
Rxs

Unweignted mean costs of dispensing calculated from
data submitted by mail for the 3C pharmacies included in

both the mail and personal interview surveys using the

e

following formulas were: ACA/F=$1.807, CALIF/X=¢1.55/,

#¢. Look, op. cit., p. 289,

—ien  cmemcnm—.
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CANADA/F=$1.517, ALLOC/F=$1.517,%% and WIS/F=$1.767. mhe

"best" estimate of the unweighted mean cost

(@)
o

f dispensing
for this same sample was $1.72. Thus, COD(WIS) produced the
closest approximation of the "best™® estinated unweighted

mean cost of dispensing.

Michigan Cost of Dispensing Formulas*

An indepth study of 20 pharmacies in Michigan was

" undertaken in 1970.14 Three cost of dispensing formulas
were used. Expressed in the terminology used in this paper,
these formulas are:

COD(MICH #1) = PS(PE/TE) + RPh(PE/TE) + nonRPh(PRE/TE} +
Rxs Rxs Rxs

nonlabor(MICH #1-ALLOG)
Rxs

where (PE/TE) eguals professional employment costs divided

by total employment costs, and nonlabor gxpenses are

13. COD(ALLOC) is similar to COD(KANSAS) except the ratio
of prescription department inventory to total pharmacy
inventory is not used in COD(ALLOC) to allocate any of
the nonlabor expense items to the prescription depart-
ment operating costs. COD(ALLCC) wmakes use of just
the sales and area ratios to allocate nonlabor
expenses.

4. Sylvester E. Berki, James W. Richards, and H. Asnley
Weeks, "Prescription Dispensing in Iwenty Pnarmacies:
Characteristics, Utilizers, Services, and Costs,"
unpublished paper presented at the American Pharma-
ceutical Association meeting, San Francisco, Calif.,
April 1971.
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allocated by (1) (Px/TE) times variable joint nonlabor costs,

plus (2) the ratic of prescription department flcor area to
total pharmacy area (RXA/TA) times fixed joint nonlaboxr
costs, plus (3) the value of the prescription depariment
inventory times 0.08.

COD(MICH #2) = FS{RXS/IS) + BPn(RXS/78) + nonkPh(RXS/T1S) +
Rzs Hxs 0xs
nonlabor(MNICH #2-ALLOC)
Rxs

W

In this formula, PS = the mean proprietor(s) or manager
galary found in the survey. The nonlabor expenses are
eallocated by (1) (EXS/7S) times variable joint ncnlabor

costs plus (2) (RXA/TA) times fixed joint nonlabor costs.

COD(MICH #3)

PS(RXS/78) + RPn(RXS/TS) + nonRPh(RKXS/TS) +
Rxs Hxs Hxs

nonlabor{MICH #3~ALL0OC)
Rxs

This formula allocates nonlabor expenses by (1) (RYS/18)
times veriable joint nonlabor costs, plus (2) (RXA/TA) times
fixed joint aonlabor coste, plus (3) the value of the
prescription department inventory times 0.08.

The Michigan study reported the apparent inability of
pharmacy owners or managers to estimate accurately the total

pharmecy erea. The percentage estimate errors ranged from

a 30 percent underestimate to overestimates of 20
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percpnt.l5 Formulas which use the ratio (RYXA/7A) will

),

incorporate these errors in the COD calculation.

The National Pharmacv Insurance
Council (NPIC) Study

The NPIC's Uniform Accounting Manual for Pharmacies is

the result of a study funded by the Social Security Adminis-
tration, Department of Health, Education, and Weli‘are.16

One reason pharmacists nave been unable to convince third
party payers to re-evaluate the adequacy of dispensing fees
has been the lack of cost data to substantiate change in the

cost of dispensing.
Provider agencies (drug benefit *rﬂﬂﬂAw 3 ) must
hnave a rational and realistic basis for rei
bursing pharmacies. The ugululnesg of
industry operational and financial statistics
for comparison by the individual pharmacy
manager is also recognized. For these
reasons, this uniform accounting and
reporting system for punarmacies has been
written.

The manual outlines and defines an account coding
scheme. NPIC recommends all pharmacists adopt this schene

in order to provide uniformity emong individual pharmacy

&

15. 1Ibid., p. 26.

16. Uniform Accounting Manual for Ph rmacies, National
Pharmacy Insurance Council, Washington, D.C., 1975,
Pe le ,

170 Ibidn, pc 2-
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accounting data. The coding scheme is outlined below:l8

Chain Pharmacy unit code XX

Department code XXX

Major account code XX

Minor account code XX
The pharmacy unit number is used to identify individual units
for pharmacy operations with multiple outlets. The depart-
ment code identifies an operating depariment or cost center.
The major account code identifies a transaction as an asset,
liability, equity, revenue, or expense. linor account codes
identify specific accounts within a major account group.

The numbering scheme for and definition of the major acccocunt
codes are specified in the manual. The numbering of the
minor accounts is left to the discretion of the individual
pharmacist,

It would appear difficult, however, to convince
pharmacy practitioners-to acopt the system as specified in
the NPIC manual. 1t seems more logical to develop a method
of collecting cost data which is applicable to a variety of
acceptable accounting metnods, such as the COD(WIS) formula,
than to attempt to convince practitioners to adopt a new and
rigid accounting systen.

The following methods of allocating expenses to the

prescription department are specified in NPIC's manual:




Expense
(1) Employment costs

(2) Operating supplies

(3) Communication

(4) Travel, entertain-
ment, and professional
development

(5) Advertising

(6) Bad debts and
collection expense

(7) Professional
services

(8) Licenses, dues,
subscriptions, and
donations

(9) General insurance

(10) Taxes

21

Method of Allocation

(1) Percent of time in Rx
department duties

(2) Directly to Rx department
or to "general and administra-
tive expense" (See item 14)

(3) Directly to Rx dept. if
separate phone line or to
"general and administrative
expense"

(4) Directly to Rx dept. or
to otner functional area or
to "general and administra-
tive™

(5) Directly to benefiting
operating dept. or on basis
of deparimental sales

(6) Charged to "general and
administrative"

(7) Directly to dept. incur-
ring the expense or to "gener
and administrative"

(8) Directly to Rx dept. or
to "general and administra-
tive"

(9) Charged to "occupancy cost
center" (See item 13) if
building insurance. Other
insurance is charged to
"general and administrative"
except inventory insurance
which is charged to specific
operating depis. based on
departmental inventory value

(10) Land and building taxes
charged to "occupancy cost
center." Personal property
taxes to operating depart-
ments on the basis of asset
values in each dept.



(11) Depreciation

(12) Miscellaneous
expenses

(13) "Occupancy cost
center"

(14) "“General and
administrative"
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(11) Distributed te operating
aepartments on basis of
property location

(12) Distributed to operating
depts. based on nature of
expense or to "general and
administrative”

(13) Allocated on the basis of
dept. square fooctage to total
area of pharmacy

(14) Allocated on the basis
of: (a) ratio of departmental
sales, (b) percentage of
administrative employee time
identified witn operating
department or cost center
activities, or (c) any other
method that meets the indi-
vidual phzrmacist's satisfac-~
tion

The NPIC method of determining dispensing costs can be

represented as follows:

COD(NPIC) = PS(% TIME). + RPa(% TIME) + nonBPh(% TIME) +

Rxs

Rxs Kxs

nonlaber(NPIC-ALLOC)

Rxs

Nonlabor expenses (items 3-12 described previously in the

expense list) are allocated either directly to the prescrip-

tion or other benefiting department, to the "occupancy cost

center," or to "general and administrative" expenses. The

allocation of nonlabor expenses frequently is left to the

discretion of the individual pharmacist., This reduces the

value of the cost of dispensing data to be collected for
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comparison among different pharmacy operatidns. Since the
allocation methods are not standardized, one may expsct
considerable variation in results. n example of the lack
of standardization is the three possible means of allocating
"general and administrative" expenses.

The NPIC method allocates nonpharmacist employment
expenses by the estimated percent of iime spent in prescrip-
tion department duties. Look's study found the percent +ime
estimatés for nonpharmacist employment costs collected by
mail significantly understaie the actual employment costs of
nonpharmacists in prescription depariment duties.lg Also,
Look showed that complex allocation metheds, when applied to
mail-collected nonlabor expenses, are unnecessary. Alloca-
tion of nonlabor expenses to the prescription department was
accomplished satisfactorily by using the ratio RXS TS.EO

It seems the NPIC-recommended procedures violate the
principle of simplicity for two major reasons. PFirst, the
NPIC method requires all pharmacists adopt a new, compli-
cated, anc rigidly specified accounting scheme. It is
unlikely the recommended accounting scheme would be widely
or readily accepted by practicing pharmacists. Second, the
NPIC method specifies a complex nonlabor expense allocation

procedure when &t least one study has shown nonlabor

19. Look, 9op. cit., p. 79.
20. Ibid., p. 8l.
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expenses can be allocated accurately to the prescription
department by using the ratio RXS/TS. PFurther, one may
expect considerable variation irn results from the different

permissible means of allocating nonlabor expenses.

The Ontario Dispensary Fee Review

The Ontario Pharmacist's Association contracted with an
accounting firm to do an indepth cost accounting study of
seven/pharmacies that represented & cross-section of
pharmacy operations in Ontario. Financial data from these
pharmacies were obtained by submission of a questionnaire
and copies of financial statements, or by on-site inspection
of financial records. The formula used to calculate the
cost of dispensing, expressed in the terminology used in
this paper was:

COD(ONTARIO) = PS(% TIME) + RPhn(% TIME) + nonRPh(% TIME) +
Rxs Rxs Rxs

nonlabor(ONT-ALLOC)
Kxs

In this formula, nonlabor expenses are allccated by (1)
allocation of nonlabor expenses which "could be identified
directly to the dispensary,” plus (2) the ratio (RXS/TS)
times nonlabor expenses not directly identified with the
prescription department, plus (3) the estimate of each
pharmacy's credit sales (using a collection rate of 1.5

months) times 0.095, plus (4) the value of the average



prescription depariment inventory times 0.095.2l

‘Tbe financial information collected reflected either
1972 or 1973 costs. These costs were adjusted to reflect
more accurately the cests in 1974. Pharmacists' salaries
were adjasted to equal $15,600 a year. The nonlabor costs,
except interest, were adjusted by the factor 0.08 to
reflect inflationary trends.

The unweighted mean cost of dispensing before any
ad justments was $2.22. The cost of dispensing increased to
$2.53 after adjustments were made for increased pharmacist
employment costs and overall increased costs due to infia-
tion through 1973,

An allowance for business risk and growth was calcu-
lated by taking 10.5 percent times the average prescription
price ($4.32) in Ontario in 1972. This 45 cent allowance
was added to the adjusted cost of dispensing to arrive at a

recommended dispensing fee of $2.98.

The Texas Cost of Dispensing Study

In June 1974, the Texas Pharmaceutical Association
contracted with the Bureau of Business Research at the

University of Texas at Austin to do a cost of dispensing

2l. Eddis and Associates, "Dispensary Fee Review: February
1974," unpublished report submitted to the Pharmaceuti-
cal Services Committee, Ontario Pharmacists' Associa-
tion, 99 Avenue Road, Toronto, Ontario, February 1974,
Appendix II.
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study in Texas. The study was completed in November, 1974?2

At the time of the study, there were 3,384 pharmacies
licensed in Texas, including ten pharmacies in nursing
homes. Questionnaires were mailed to ten nursing hcme
pharmacies plus a random sample of %57 of the remaining
pharmacies., Usable responses were received for 75 independ-
ent pharmacies and four chain pharmacies ("operations
generally with more than four units under centralized
managément"). No responses were received for nursing home
or hospital pharmacy operations, and the survey report was
limited to information received from the cwners or managers J
of independent pharmacies.

Respondents were asked to provide general information
about their pharmacy in addition te financial data classi-
fied into five categories: Annual (1) personnel costs,
(2) direct pharmacy overhead expenses, (3) indirect nhousing
and equipment expenses, (4) indirect financial and inventory
expenses, and (5) indirect business expenses,

The formule used to calculate the COD was:

COD(TEXAS) = PS(% TIME) + RPh(% TIMNE) + nonRPh(% TINE) +
Rxs Kxs Bxs

nonlabor( TEX~ALLOC)
Xs

22. Bryan Adair, "Prescription-Filling Costs of Communi ty
Pharmacies in Texas,” unpublished report by the Bureau
of Business Kesearcn, The University of Texas at
Austin, November 1974.
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This formula allocates nonlabor expenses by (1) 100 percent
allocation of direct pharmacy cverhead expenses, (2) the
ratio (RXA/TA) times indirect housing and equipment
expenses, (3) the ratio (k¥S5/TS) times irndirect financial,
inventory, and indirect business expenses.

The use of COD{TEXAS) requires respondents to breakdown
expenses into 52 individual cost classifications. The
author of the Texas report noted, as study limitations,
respdhdent comments winich were critical of these expansive
classifications, and the low response rate to the study.

Look's work showed a high degree of detail in reporting

-

- . 2
nonlabor expenses is unnecessary. 2

These nonlabor expenses
can be allocated as a group using the ratio (RXS/18) and the
results are not significantly different from those obtained
using a more coumplicated and difficult allocation method.

knalysis of data .from the 75 community pharmacies
jndicated the mean COD was $1.94 in 1973 (the study was done
in 1974 but the reported data were from respondents' last
accounting period). This was a %2.9 percent increase in the
COD since 1965.24 |

Differences between the costs of dispensing were nci

statistically significant when pharmacies were ciassified by

23. Look, op. cit., p. 125.

24. Charles Alborn Walker, "The Cost c¢f Filling a Prescrip-
tion in Texas," unpublished mastier's tnesis, University
of Texas, Austin, Texas, 1968.
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the population of the metropolitan areas in which the
pharmacies were located. Those offering customer charge
accounts had a statistically significant higher mean COD
(x=$1.96) than did those not offering this service
(x=$1.66). Total personnel costs accounted for 66 percent
of the cost of dispensing a preécription.

Pharmacists who classified their independent operation
as a "professional shop" had a mean ratic (RXS/TS) of 82
percent and a mean COD of $2.27. The "general retail"
classification had & mean (RXS/TS) ratio of 57 percent and a

mean COD of $1.86.




CHAPTER THRIE
METHODOLOGY

This chapter describes the questionnaire development,
sample selection, statistical analyses, and major limita-

tions associated with this cost of dispensing study.

Data Collection Instrument

The author utilized the COD(WIS) formula for the
following major reasons:

(1) The formula had been tested and shown to
produce statistically valid results when
applied to pharmacy opfrational data col-
lected by mail survey.

(2) The simplified reporting of operating
expense data reduces the likelihood of compu-
tation, transposition, and classiiication
errors for these various expense items.

(3) The necessary data could be collected
with a relatively short and uncomplicated
questionnaire which would tend to increase
the lcw response rate normally associatec
with this type of survey.

1. For a detailed explanation of the statistical validation
of the COD(WIS) formula, see Kenneth William Look, "An
Analysis of the Cost of Dispensing Prescriptions in 4
Sample of Community Pharmacies," unpublished doctoral
dissertation, University of Wisconsin, Madison,
Wisconsin, 1974, pp. 76-82.

29




(4) The results of this survey could be com-
pared directly with the results of Look's
survey of 1968 data which used the same
formula.

The mail suarvey of community pharmacisis wes endorsed
by the Wisconsin Pharmaceutical Assocciation (WPhA) in June,
1974. The wording cf questions was pretested by distribu~
tion of the proposed questionnaire (Appendix B) to pharma-
cists attending three local pharmaceutical zssociation
meetings.

The final data collection instrument consisted of four
pages printed on one folded sheei of papsr. The aualhor
wrote, "Your help will be greatly appreciated," on ihe
bottom of each cover letter page (Appendix C). The return
envelope included in each mailing was the Wisconsin
Pharmaceutical Association's standard pestage paid business
reply envelope which was imprinted with ATTIN. DR. HANMEL in
fhe lower left nand corner. The outside envelope was

addressei to itbe pharmacy and bore a noncommemorative 10

cent svamp.

Sample Selection

A listi of address labels for the 1,064 pharmacies
registered with thne Wisconsin Fharmacy Zxamining Board was
obtained on Qctuber 1, 1974. The Boara also provided a list
of 148 hospital or nursing home pharmacies. These 148

pharmacy names were removed from the master list, leaving 916
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jndependent and chain community pharmacies as the universe
for this study. Using a table of random numbers, & single
digit (0-9) was assigned to each of the 916 pharmacies. The
numbers zero through nine were placed on identical pieces of
paper and drawn randomly. Each time a number was drawn, the
pharmacies which had that assigned number were included in
the sample. The process was repeated until the number of
pharmacies jncluded in the sample was approximately equal 1o
the required sawple size according to the author's projec-
tion plus an overage Or safety factor of about 10 percent
(Appendix D). This required drawing seven numbers which
resulted in 640 pharmacies being included in the sample.

1n an attempt to increase the response rate, a letter
was sent 1o the Executive Director of the Wisconsin
Pharmsceutical Association requesting pnarmacisis he noti-
fied of tae cost of dispensing study and wrging question-
neire recipients to participaie. The letter and & memo

from the Executiive Director were published in tiue October,

1974 issue of The Wisconsin Pharmacist (Appendix Ej.

The 640 questionnaires were mailed on chober 14, 1974.
Tﬁe author asked respondents to return the questionnaires
vefore October 21, 1974. Replies were received from 102
respondents on or before October 21, 1974. Responses Were
accepted through December 15, 1974. There were 192 (30%)
replies for jndependent and chain pharmacies by ihis cutoff

date. Only 112 or 58.3 percent of the 192 returns were
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complete, usable replies. The 112 usable replies repre-

sented 17.5 percent of the total sample. However, there

(";

were 25 or 28.7 percent more usable responses than the

required sample size of 87.

Statistical Methods Utilized

The Statjob CROSTAB ¢ progresm was used to organize and
tabulate the data.2
The F-ratio was used to determine if statistically

significant differences existed among sample sub-groups.
Please sece Appendix F for an explanation of one-way analysis
of variance and an example of how the F-ratio was applied.
The NWAY 1 program in the Statjob series was used for ons-
way analysis of variance and calculation of F-ratios 3
Partial correlation coefficients were determined using
the REGAN 2 program in -the Statijob series.4 The computing

facilities of the Madison Academic Computing Center were

used for computer analyses of these data.

2. CROSTAB 2: Data Tabulation Reference Manual for the
1108, Acacemic Computing Center, wmadison, Wisconsin,

1973.

3. Preliminary NUWAY l: General Analysi
Reference wanual for the 1108, Acad
Center, Madison, wisconsin, 13?0.

b 3

4, REGAN 2: Multiple lLinear Regression Analysis Reference
Manual for tne 1108, Tne University of Wwisconsin Comput-
ing Center, sadison, Wiscensin, 1971.



33

Major Limitations of the Study

The most evident limitation of this mail survey was the
response rate. A total of 192 (30%) responses was received
and 112 (17.5%) contained sufficient data to calculate a
COD(WIS) and contained no apparent errors. However,
demographic and financial data reguired ror some of the
analyses in this study were incomplete. This explains the
variation in total sample size in some sections of this
paper. Low response is a typical problem with most mail
surveys and this is especially true of cost of dispensing
surveys wherein respondents are asked to provide confiden-
tial financial data. Great care was taken to develop a
questionnaire that would not require much time or interpre-
tation. Tc encourage respohse, the questionnaire was
anonymous. Therefore, it was difficult to measure the non-
response bias that might exist. The possibility that non-
respondents differ from respondents is a limitation of this
study. Nevertheless, 25 more usable replies were received
than were needed for rigorous statistical analysis.

Another limitation is the small numher of pharmacies in
a few subgroups that resulted from classification of sample
pharmacies in some of the analyses. Unweighted mean
COD(WIS) values for some of the subgroups containing a small
number of pharmacies are not as meaningful as these same
means would be if some of the subgroups' sample size were

larger.
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In part four of the guestionnaire, respondents were
asked to report toteal professional employment costs. It was
apparent that respondentis reported only salaries in this
section and did not/include other employment costs such as
insurance and fringe benefits. This fact ceuses an unknown
' underestimation of tne professional employment expense
contribution to the cost of dispensing.

It also is possible that human or mechanical errors
were made in coding, tabulating, puaching, or processing

reported data.




- CHAPTER FOUR
FINDINGS

The findings of this study are pased on economic and
demograpnic data from tneir last fiscal year as reported for
a sample of community pharmacies in Wisconsin in a survey

conducted in the fall of 1974.

Test of Hyrotheses

BEYPOTHESTS T - leasure of Precision

The number of usable responses received for a
sample of 640 community pharmacies in Wisconsin
will be sufficient to estimate tne unweightied
mean cost of oispensing per prescription wiihin
10 cents of the true mean for all community
pharmacies in the state at a 95 percent level
of confidence.

In other words, the number of usable replies for tae
saurle of 640 pharmacies will be large enougn and the
standard deviation will be small enough to preovide a 95
percent confidence interval about the unweighied mean
COD(WIS) that is less than or egqual tc + 10 cents. The 95
percent counfidence interval can be interpreted to mean ihat
if the study was repeated an infinite number of times and a

35
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95 ptrcent confidence interval was calculated each time, the
true population mean value of COD(WIS) would be included in
95 out of every 100 confidence intervals. Since mosi
sampling studies are done only once and one 95 percent
confidence interval is constructied, the researcher has a 95
percent probability of successfully constructing a confid-
ence interval which would include the true population mean.

The rationale for Hypothesis I was to measure the
precision of the survey. A cost of dispensing survey is of
little value if the results are not reproducible with a high
degree of certainty. If the unweighted mean COD was $2.00,
but the 95 percent confidence interval was $2.00 + $1.00,
the $2.00 mean estimate would lack precision. Tnese
hypothetical results would not estimate the unweighted mean
for the entire population with precision and would not
increase substantially our present knowledge about what the
unweighted mean COD actually was.

Applying the CCD(WIS) formula to the data collected

yielded tne following results:

COD(WIS) Summary Data

Mean Standard
n (unweighted) Dliedian Mode Deviation Range
112 $2.10 $2.07 $1.79(n=4) 0.4850 $0.97-83%.00
$2.08(n=4)
$2.23(n=4)

The 95 percent confidence interval can be expressed as:

M+ 1.96(s/VE) = $2.10 + 1.96(0.4830/NTI2) = $2.10 + $0.089.
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Therefeore, the 95 percent confidence interval for the
unweighted mean COD(WIS) was $2.10 + C.09 and Hypothesis I
was accepted. It can be hypothesized, with 95 percent
confidence, that the true unweighted mean for the entire
aniverse of communi%y pharmacies in Wisceonsin was within the

range of $2.01-§2.19.

HYPOTHESIS II - Stability of COD(WIS)

The unweighted mean cost of dispensing per
prescription determined by this stuay will
be equal to or less than the unweightec mean
cost of dispensing per prescription ($1.77)
determined by a similar study of data col-
lected in 1969 at a 95 percent level of
confidernce.

Acceptance of this hypothesis would indicate the cost
of dispensing has remained stable or decreased over the
years since Look's study based on 1968 data. For the cost
of dispensing to remain stable or decrease, economies of
scale in pharmacy operations would have to increase at a
rate equal to or greater than the rate at which operational
costs have increased. In other words, if ihe costs
attributable to the prescription department for a 12 month
period (the numerator in the four prescription aepartment
costs) have remained the same or increased at a rate equal
to or slower than the increase in the total number of
prescriptions dispensed in a 12 month period (the denomina-

“tor in the four prescription department costs), one would

expect the unweighted mean COD to remain the same or to
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decrease.

To test Hypothesis II, it was assumed the unweighted
mean COD(WIS) equaled $1.77 and individual COD's were
normally distributed about this mean. The critical value
which would leave only 5 percent of the population values in
the upper tail of the distribution was $1.77 + 1.64
(.4830/VI12) or $1.84. The observed uanweighted mean COD
($2.10) was greater than this critical value (§1.84) and
Hypothesis II was rejected. The probability of observing
an unweighted mean COD of $2.10, given that the unweighted
mean is $1.77, is zero for all practiical purposes. There-
fore, it can be said with almost 10C percent confidence that
the unweighted mean COD(WIS) was not less than or equal to
$1.77.

When the unweighted mean COD(WIS) from Look's study was
compared to this finding, the percentage increesse in the
unweighted mean COD(WIS) was 18.64 percent, There was
approximately five years between the two studies. The
average uncompounded yearly increase in the dnweighted mean
COD(WIS) was approximately 3.7 percent. The Texas study
found a 32.88 percent increase in the cost of dispensing

from 1965 through 1973.l Thus, the average uncompounded

1. Bryan Adair, "Prescription-Filling Cosis of Communi ty
Pharmacies in Texas," unpublished report by the Bureau
of Business Research, The University of Texas at Austin,
November 1974, p. 16.
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increase per year, as determined by the Texas survey was
about 4.1 percent.

On the basis of these two studies, it appears the cost
of dispensing has increased at a rate of approximately 4
percent yearly, about equal to the yearly increase in the
cost of living index in this period. The average percentage
change per year in consumer prices for all items from 1968

to 1973 was 4.62 percent.®

HYPOTHESIS 111 - Adeguacy of Present WMAP Dispensing Fee

The unweightec mean dispensing fee will
be less than or equal to $2.20 at a 95
percent level of confidence.

This hypothesis was tested to determine if,the dispens-
ing fee for "special service" pharmacies for prescriptions
dispensed for WMAP (Title XIX) recipients in Wisconsin
adequately covered the unweighted mean COD(WIS) plus an
allowance for business risk and growth. One formula used to
calculate the unweighted mean dispensing fee for pharmacies
in 1973 is:

TIME) + RPh(% TIME) + nonkPh(RXS/TS) +
XS hxs Rxs

DF(WIS-P) = PSS
0

i

nonlabor(RXS/Ts) + /10.5%7 /COD(WIS) + (.48)(RX)/
Kxs

-

2. U.S. Bureau of the Census, Statistical Abstract of the
United States: 1974 (95th Eaition), washington, L.C.,
1974, p. 405.
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Expressed in words, the DF(WIS-P) is the COD(WIS)} for
respondent pharmacies in the sample, plus 10.5 percent times
the sum of the prescripticn depariment operaiing costs
ZﬁOD(WISl7 plus the approxiwate scquisition cost of the
" prescriptions dispeunsed /(.48)(KX)/.

Look's survey of 1968 cost data demonstrated the

general inability of pharmacists to provide prescription
drug acquisition cost data. For this reason, the findings
of a 1973 study by a marketing research firm were applied.
That market study reported a tctal of 48 percent of thne
consumer's prescription dollar in 1973 went to either drug

product manufacturers or wholesalers.3 Thus, 0.48 times a

pharmacy's mean prescription price should closely approxi-
mate the mean acguisition cost per prescription for that
pharmacy.

The 10.5 percent figure was used for two main reasons:
(1) the American Pharmaceutical Association is expected to
promote an individualized dispensing fee based on the Kansas
plan, in conjunction with the maximum ellowable cost (MAC)
proposal by the Uepartment of Health, Education, and Welfare,
thét woal¢ provide a 1l0.5 percent return on prescription

department operating costs and acquisition cost cof drugs

3., "Drug Price Info for Doctors," American Druggist
(169:12), June .5, 1974, p. 25. Also see "Pharmacy's
Share of Prescription Dolliar Continues to Rise," P.M.A.
Bulletin (74:6), August 1974, p. 3.
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dispensed,4 and (2) 10.5 percent times the mean prescription
price wes used to calculate an allowance for business risk
and growih in the Ontario Dispensary Fee Review Study.5

Applying the DF(WIS-r) formula to the collected data

* yielded the following results:

DF(WIS-P) Summary Data

Mean Standsard
n (unweighted) Median Mode Deviation Range

B1e $2.55 $2.51 $2.71(n=4) U.5562 $1.27-64.33

As explained in the introductory chapter, pharmacists
receive either a $2.00 or a $2.20 dispensing fee under the
WMAP program, with & majority receiving the $2.20 fee. In
stating Hypothesis III, the author assumed an unweighted
mean dispensing fee of less than or equal to $2.20. To test
this hypothesis, the dispensing fee value which would leave
five percent of the normal distribution above $2.20 in the
upper tail of the distribution was calculated as follows:
$2.20 + 1.64(0.5562/VTT2) = $2.20 + §0.09 = $2.29
Since the observed unweighted mean DF(WIS-P) was $2.55,

which was much greater than $2.29, Hypothesis III was

4, "APhA Push for Individualized Fees," Weekly Pharmacy
Reports (23:48), December 2, 1974 (p. 1).

5. Eddis and Associates, "Dispensary Fee Review: February,
1974," unpublished report submitted to the Pharmaceuti-
cal Services Committee, Ontario Pharmacists' Associa-
tion, 99 Avenue Koad, Toronto, Ontario, February 1974,
Appendix I1.
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rejected. In other words, it can bhe said the actual
unweighted mean DF(WIS-P) was not less than or equal to
$2.20 in 197% with a 95 percent level of confidence.6

When the DF(WIS-P) was calculated for individual
. pharmacies, only 27 (24.1%, n=112) had a DF(WIS-P) which was
less than or equal to $2.20. Therefore, 85 respondents or
about three of every four were nect covering their cost of
dispensing plus earning an adequate allowance for business
risk and growth as detiermined by DF(WIS-P) when reimbursed
for the cost of ingredients and a §2.20 dispensing fee per
prescription by the Title XIX program in Wisconsin.

The other dispensing fee formula used in this study'is:

DF(WIS-F) = PS(% TIME) + RPu(% TIME) + ncnRPh(RXS/1S] +
nxs Rxs Rxs

nonlabor(RXS/TS) + $0.30
Rxs

Expressed in words, DF(WIS-F) is the COD(WIS) for pharmacies
in the sample plus a fixed allowance per prescription for

business risk and growth equal to 30 cents. This fixed

6. Actually, Hypothesis III can be rejected with a confid-
ence level much higher than 95 percent. The Z value of
the observed unweighted mean DF(WIS-P), assuming the
population mean is $2.20, is
2.55-2.20 = 6.66. Thi 5 : ig
TES52IIIY 6.66 his large Z value means Hypothesi
III would be rejected at a 99 percent confidence level.
For a further interpretation of Z values, see Williem L.
Hays and Robert L. Winkler, Statistics: Probability,
Inference, and Decision, Holt, hinenart ana Winsion,
Inc.; Wew York, 1971, pp. 296-297.
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allowance currently is being used in the Kansas Title XIX
reimbursement program.7
Applying the DF(WIS-F) formula to the collected data

yielded the following results:

DR{WIS-¥) Summary Data

Mean Standarad
n (unweignted) Median Mode Deviation Range
112 $2.40 $2.57 $2.09(n=4) 0.483%0 $1.27-¥5.90

32.38(n=4;
$2.53(n=4

Hypothesis III was rejected when the DF(WIS-F) formula was
used to calculate dispensing fees because the observed
unweighted mean DF(WIS-F) was $2.40. The observed
unweighted mean DF(WIS-F) would have had to be less than or
equal to $2.27 /82.20 + 1.64 (0.4830/V1i2) = $2.277 +to
accept Hypothesis III.

When the DF(WIS~F) was calculated for individual
pharmacies, only 38 (33.9%, n=112) had a LF(WIS-F) which was
less than or equal to $2.20. Therefore, 74 sample pharma-
cies or about two of every three were not covering their
cost of dispensing plus earning a 30 cent allowance for
business risk and growth when reimbursed the $2.20 WMAP
dispensing fee.

What are some of the possible consequences of inadequate

7. PVHEW Eyes Kansas Variable Fee As Answer to MAC-AAC
Protests," American Druggist (171:5), March 1, 1975,
Pe 20w .
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reimbursement for pharmacists by third party payment pro-
grams? In order to maintain an economically viable pharmacy
operaticn, a pharmacy owner or manager could increase the
gress margin on prescriptions dispensed o the private
paying sector in an attempt to offset losses incurred
dispensing prescriptions for third rarties. However,
pharmacists are not free to set arbitrarily high dispensing
fees for the private sector because of price competition in
the prescription market.

The phermacist could attempt to reduce costs as another
alternative. To reduce costs, the services offercd to
patients would have to be reduced. In the words of Linwood
F. Tice:

As a farther complication, an unaualified [ixed
fee set by the third party payer tends to
discourage quelity professicnal service since
it gives an econowmic edge to the low overheed
operator who 'railroads’' patients 'a la proauc-
~tion line,' with no time spent in cocunseling,

keeping patient records, or otherwise contiribuat-
ing to their nealth and welfare.®

HYPOTBESIS IV - Significance of the Percentage of Prescrip-
tion vales Paid by inird Party Prograus

The unweighted mean cosi of dispensing per
prescripticn for respondents reporting
reimbursement for less than 15 perceni of
their total prescription sales from third
party (public and private) payers will equal

8. Linwood F. Tice, "The Fixed Professicnal Fee," American
dJournal of Pharmacy end the Sciences Supporting Public
Healtnh (14%:3), kay-dune 1971, D. 5.




the unweighted mean cost of dispensing for
respondents reporting reimbursement for 15
percent or more of their prescription sales
from third party payers a2t a 95 percent
level of confidence,

Practicing community pharmacists have noted it costs
more to dispense prescriptions for third party payment
programs due primarily to the additional administrative time
required to prepare and file ~2laim forms. These observa-
tions are documented in the 1iterature.2 +@

In an investigation to determine the amount of time
comnunity pharmacists devoie to processing third party
claims, Dickson and Rodowskas found that "each third-party
prescription required about 2.12 minutes of pharmacist time
that would not have been necessary if the prescription was
paid for by the patient."->

This additional time required for prescriptions paid

by third parties can be expressed in monetary terms. The

9. "Stores Balk at Low Fees, Heavy Paper Work," Drug
Topics (119:2), January 20, 1975, p. 10.

10. Stanley Siegelman, "Medicaid is Exploiting You,"
American Druggist (170:1), July 1, 1974, p. 58.

11. C. R. Jones, "Wnat Pharmacists Think About Prepaid Rx
Plans," Pharmacy Times (3%8:%), March 1972, pp. 30-33,

12, "Third-Party Rx Paper Work Will Cost $1.5 Billion,"
Drug Topies (119:1), January 6, 1975, p. 6.

13. W, Michael Dickson and Christopher A. Rodowskas, Jr.,
"Third-Party Prescription Plans: An Exploratory Study
of Community Pharmacist Time Allocation," Inguiry,
in press.
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average salary as reported in this survey for pharmacists in
Wisconsin for 1973 was approximately $16,000. Assuming a 40
hour week and 50 work weeks per year, a pharmacist's salary
equals approximately 13.3 cents per minute. Adding to this
the costs of sccial security, unemployment compensation tax,
ana fringe benefits, one may estimatle an average total cost
of approximately 16-20 cents per minute for a pharmacist's
services. Using the lower estimate of 16 cents, the cost
for additional pharmacist time spent on third party prescrip-
tions would be approximately %4 cents per prescripti_on.l4

These increased administrative expenses should be
reflected in the cost of dispensing and, when tested
statistically, would result in rejection of Hypothesis IV.
The percent of total prescription sales attributable to
third party payment programs was used as the indicator for
third party prescription volume. The 15 percent dividing
point between low and high volume third party prescripticn
' pharmacies was based on the belief that this percentage
figure would reprecsent the median for pharmacies in
Wisconsin. The percentage used to classify the pharmacies
was the sum of the percentages reported in Part III - c(4)

and c(5) of the questionnaire. (See Appendix C.)

14. One survey concluded the cost of processing a claim now
is 50 cents. "Opposition Views on MAC Swamp HEW,"
Drug Topics (119:5), March 3, 1975, p. 5.
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The data were tabuleted as follows:

Percent of Rxs

Accounted for Unweighted Standard
by 3rd Party n Mean COD(WIS) Deviation
Less than 15% 35 $2.00 4694
15% or more 73 $2.15 24903
Total 108 $2.10 <4867

The F-ratio was calculated to test the significance of
the difference between the unweighted mean COD(WIS) for the
two subgroups. This ratio was F(l,lO6) = 2.33. The
critical F~-ratio was F<005;1’100) = 5.94. Therefore,
Hypothesis IV was accepted. The difference between the
unweighted mean COD(WIS) for the two subgroups was not
statistically significant. The $0.15 difference between the
unweighted mean COD(WIS) could reasonably be expected frow
chance fluctuations. A possible explanation is, in practice,
a high proportion of the extra time required for third party
prescriptions (2.12 minutes accordinrg to Dickscn and
Rodowskas) is spent by lower salariec, nonprofgssional
personnel.

Group classifications were readjusted for further
analysis. In this analysis, pharmacies receiving payment
for less than 10 percent of their total prescription sales
volume from third party payment programs were compared with
those receiving payment for 10 percent or more from third

parties.
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Percent of Rxs

Accounted for Unweighted Standard
by 3rd Party n Mean COD{(WIS) Deviation
Less than 10% 14 $1.84 4014
10% or_more 94 §2.14 4878
Total 108 $2.10 4867

For this classification, the F-ratio was F(l,106) =
4.90 which was significant at a 95 percent level of confid-
ence. Therefore, the $0.30 difference between the two
unweighted mean COD(WIS)s for the two subgroups could not be
explained by chance fluctuations alone.

Both tests of the data showed a higher mean COD(WIS)
for pharmacies with a higher percentage of their total
prescription sales accounted for by third party reimburse-
ment programs. However, with the given sized samples, the
difference between these means was statistically significant
only when the pharmacies were classified into subgroups of
less than 10 percent and 10 percent or more of total
prescription sales volume paid by third party programs.

HYPOTHESIS V - Significance of the Number of Prescrintions
Dispensed Per Day

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies
which otherwise differ by the number of
prescriptions dispensed daily at a 95
percent level of confidence.

The objective in testing Hypothesis V was to check the

relationship, if any, between the unweighted mean COD(WIS) -
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and the number of prescriptions dispensed per day. To
determine if economies of scale have an effect on the
COD(WIS) for pharmacies included in this study, the
pharmacies were classified according to the number of
prescriptions dispensed daily. These categories are

comparable to those used in the Lilly Digest in 1974.15

The reported number of days open per week was multi-
plied by 52 weeks to determine the approximate number of
days open per year for each pharmacy. The tetal number of
prescriptions reportedly dispensed in each pharmacy in a 12
month period was divided by the approximate number of days
each pharmacy was open per year. This figure represented
the average number of prescriptions dispensed in each
pPharmacy per day. The categories of prescriptions dispensed
per day and other data are shown in Table 1 (page 50).

For these data, the F-ratio was = 2.07. The

¥(9,102)
critical F(.05;9,100) was 1.97. Since the F-ratio calcu-~
lated from these data (F=2.07) exceeded the critical F-
ratio (1.97}, Hypothesis V was rejected. This means the
unweighted mean COD(WIS)s were not equal for ai least some
of the categories of pharmacies classified by the number of

prescriptions dispensea per day. These differences were

significant at a 95 percent level of confidence.

i5. William J. Turene, R.Ph., ed., The Lillv Digest 1974,
Eli Lilly and Company: Indianspolis, Ilnaiana, 1974,
ppo 20—210
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TABLE 1
MEAN NUKMBER OF PRESCRIPTIONS DISPENSED PER DAY

Number of Rxs

Dispensed Number of Percent Standard
Per Day* Pharmacies of Total Deviation  COD(WIS)
Less than 40 14 12.50% 0.6526 $2.41
40-49 16 14.2 0.2987 1.98
50-59 16 14.29 0.3528 2.14
60-69 18 16.07 0.3859 « 2414
70-T79 6 5.36 0.%454 2.0%
80-89 10 8.93 0.4658 2.01
90~99 5 4.46 0.5506 2.%8
100-124 10 8.93 0.7174 2.0%
125-149 8 7.14 0.4365 1.64
150 or more -9 _8.0% 0.3521 _2.18
TOTAL 112 ' 100% 0.4830 $2.10

*The overall unweighted mean number of prescriptions
dispensed per day was 81.68.

From Table 1, it is clear there was not a linear
relationship among the different categories of pharmacies.
Ip cther words, there did not aprear to be a consistent
increasse or decrease in the COD(WIS) as the number of
prescfipfions dispensed per day increased. This observation

was reinforced by the calculated partial correlation




51

coefficient of —0.009.16

There appears to be four relative maximunm points for
the COD(WIS) as the number of prescriptions dispensed per
day increase. The higher unweighted mean COD(WIS)s
appeared in the following categories: less than 40, 50-~59
and 60-69, 90-99, and 150 or more. The unweighted mean
COD(WIS) decreased in the intervals between these cate-
gories. This could be explained by the important effect of
personnel employment costs on the cost of dispensing. The
Texas cost of dispensing study concluded 66 percent of the
average cost of dispensing in Texas resulted from total

direct personnel costs.17

These perscnnel costs included
nonprofessional as well as professional employment costs.
In this study, 61.4 percent ($1.29) of the unweighted mean
COD(WIS) was attributed to only direct professional employ-
ment expense.18 As the number of prescriptions dispensed

per day increased, the COD(WIS) decreased because the

16. The partial correlation coefficient is a measure of the
tendency for linear association between the aependent
variable /CuD(WIS)/ and one independent variable (in
this case, prescriptions dispensed per day) with all
other independent variables in the regression equation
being held constant. A discussion of regression, cor-
relation, and correlation coefficients and their
meaning is described in William L. Hays and Robert L.
Winkler, op. cit., beginning on page 597.

17. Bryan Adair, op. cit., p. 13.

18, Professional employment expense was calculated for each
respondent as:
PS(% TIME) + RPu(% TIME) = Professional. Employment
Rxs kxs Expense
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professional employment expense was dispersed over a larger
number of prescriptions. As prescription volume jincreased
further, points were reached where it likely was necessary
to hire additional professional help. These points could
account for the observed high points of the COD(WIS) as
pharmacies are classified by the number of prescriptions
dispensed per day.

HYPOTHESIS VI - Significance of the Population of the Area
in which Pharmacies are lLocated

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies
which otherwise differ by population of the
cecmmunity in which the pharmacies are located
at a 95 percent level of confidence.

This hypothesis was tested to determine if differences
existed in the unweighted mean COD(WIS) when pharmacies were
classified according to the population of the community
where the pharmacy is iocated. For the 1968 Wisconsin cost

of dispensing study, Look reported the following:19

19. Kenneth William Look, "An Analysis of the Cost of
Dispensing Prescriptions in a Sample of Community
Pharmacies," unpubiished doctoral dissertation,
University of Wisconsin, Madison, Wisconsin, 1974,
p. 102,
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Unweighted
City Sigze Mean COD(WIS)
Less than 25,000 $1.75 (n=45)
25,000-49,000 $1.76 (n=17)
50,000-99,000 $1.77 (n=5)
100,000 or more $1.99 (n=8)
Unweighted Mean $1.78 (n=75)*

*The unweighted mean COD(WIS) was $1.78 when computed from
personal interview data for 30 pharmacies and mail-col-
lected data for 45 pharmacies.

The correlation coefficient was r = +0.102, which implied
that mean COD(WIS)s tend to be larger in larger cities.

Look recommended this tentative relaticnship be examined

more closely in future studies.

Results which seem to contradict Look's findings were
reported in the 1974 costi of dispensing study in Texas.zo
That study indicated pharmacies located in counties having
less than 50,000 population had a slightly higher average
cost of dispensing ($1.96, n=37) than did pharmacies
located in counties of 50,000 or more population ($1.91,
n=38). The difference between the mean cost of dispensing
for the two groups was not statistically significant,
however. The reader should note that Look's study used
community size as a basis for classification while the Texas

study was based on county population classifications.

20. Bryan Adair, op. cit., p. 10.
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The categories of community population and the respec-
tive unweighted mean CQOD(WIS) for each category are shown in

Table 2.

TABLE 2

UNWEIGHTED MEAN COD(WIS) FOR CATEGORIES OF
COMMUNITY POPULATION

Number of Stancarad Unweighted

Communi ty Size Pharmacies Deviation Mean COD(WIS)
Less than 2,500 20 0.5142 $2.12
2,500-4,999 13 0.2990 1.97
5,000-49,999 49 0.3988 2.08
50,000~99,999 9 0.8235 1.98
100,000~500,000 9 0.4079 2.23%
more than 500,000 12 0.6372 2«29

Total 112 0.4830 $2.10

The F-ratio for these data was F(5,106) = 0.94, which
is not significant at a 95 percent level of confidence.
Therefore, Hypothesis VI was accepted. There was not a
statistically significant difference among unweighted mean
COD(W1S)s when pharmacies were classified according to
pbpulation of the community in which the pharmacies were
located.

Although Hypothesis VI was accepied, the data in Table
2 suggest pharmacies located in cities of 100,000 or more
population had higher unweighted mean COD(WIS)s than did

pharmacies located in cities with population less than
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100,000. There are only two cities in Wisconsin that have a
population of 100,000 or more. These cities are Madison
(1970 population 171,769) and Milwaukee (1970 population
717,371).21 In the analysis that follows, the unweighted
mean COD(WIS) for pharmacies located in Madison and
Milwaukee are compared with COD(WIS) for pharmacies in all

other communities.

Number of Standard Unweighted
Community Size Pharmacies  Deviation Mean COD(WIS)
Less than 100,000 91 4641 $2.06
100,000 cr more 21 <5391 $2.26
Total 112 .4830 $2.10

The F-ratio for these aata was F(l,llO) = 3.04, which
also is not significant at a 95 percent level of confidence
(eritical F(.OB;l,lOO) = 3.94). Although there was a 20
cent difference between the unweighted mean COD(WIS)s for
the two classifications, this difference could be due to

chance variaticn alone.

HYPOTHES TS VII ~ Significance of the lMean Prescription Price

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies
which otherwise differ by the mean reim-
bursement received per prescription at a
95 percent level of confidence.

21. The State of Wisconsin 1973 Blue Book: Distributed by
Deparitment of Administration, Docurent Sales and
Distribution, 202 S. Thornton Avenue, Madison,
Wisconsin, p. 661,




56

This hypothesis was tested to determine if there was a

‘positive relationship between prescription price and the
COD(WIS). - The mean prescription price was calculated by
dividing total reported preécription sales volume in a 12-
month period by the reported number of prescriptions
'dispensed in the same 1l2-month pericd. AThe mean prescrip-
tion price categories used to classify the sample pharmacies

~are shown in Table 3.

TABLE 3

UNWEIGHTED MEAN COD(WIS) FOR CATEGORIES OF
PRESCRIPTION PRICE

: Number of Standard Unweighted
Mean Rx Price Pharmacies Deviation Meen COD(WIS)
fLess than $4.00 22 0.3529 $1.64
$4.00-$4.49 28 0.3972 2.06
$4.50-84.99 36 0.2458 2.10
$5.00-§5.49 16 0.3949 2.35
'$5.50 or more _1o 2.5979 _2.85
Total 112 ~0.4830 - §2.10

The overall mean prescription price was $4.58 and the

mean prescription price range was from $2.1022 to §7.92.

22, This low mean prescription price was reported for a
pharmacy which obtained only 5.5 percent of its total
volume from the prescription department. Other data on
the return indicate the prescription department was
used as a loss leader in this high total volume
pharmacy. The next lowest reported mean prescription
price was $3%.35.
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The F-ratio calculated for these data was F(4,107) = 26.71.

. This F-ratio was significant at a 95 percent level of

confidence /Critical F-ratio is F( 5.4 100) = 2.467.

 fherefore, Hypothesis VII was rejected. This means the

unweighted mean COD(WIS)s were not equal for all categories

of pharmacies classified by their mean prescription prices.
From Table 3, it appears the unweighted mean COD(WIS)

jncreased as the mean prescription price increased (page 56).

The partial correlation coefficient for these deta was r =

+0.43%9, indicating a moderately high positive linear

| relationship between COD(WIS) and mean prescription price;

Generally, pharmacy OWners or'managers charged more'per

| prescription when their.costs of dispensing were higher.

HYPOTHESIS VIII - Significance of the Ratio of Prescription
Sales to lotal rnarmacy Sales

The unweighted mean cost of dispensing per
prescription will be equal for pharmacies
which otherwise differ by the ratio of
prescription sales to total pharmacy sales
at a 95 percent level of confidence.

For this analysis, some relationship between the ratio
of prescription sales to total pharmacy sales and COD(WIS)
would be expected simply because this ratio (RXS/TS) is used
to allocate nonprofessional employment expenses and nonlabor
expenses to the prescription department in the COD(WIS)

formula. In the 1968 cost of dispensing study in Wisconsin,

the correlation coefficient beiween (RSX/TS) and COD(WIS)
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was r = -0.245, which suggested that costs of dispensing
tend to increase as the ratios of prescription sales to

23

total sales decrease. Table 4 also shows the results of
the 1968 Wisconsin study so the reader can compare them with

. the results of this study.

TABLE 4
UNWEIGHTED MEAN COD(WIS) FOR CATEGORIES OF (RXS/TS)

Ratio of
Prescription 1968 Wisconsin Study Current Study
Sales to Total Unweignted Unweighted
Sales _ lean COD(WIS) Mean COD(WIS)
Less than 30% $2.02 (n=15) $2.26 (n=17)
30%-39% 1.74 (n=21) 2.08 (n=24)
40%-49% 1.75 (n=18) 2.19 (n=26)
50%-T4% '1.68 (n=16) 1.98 (n=35)
75%-100% 1.64 (n=5) 2.09 (n=10)
Unweighted Mean $1.78 (n=75)* $2.10 (n=112)

*The unweighted mean COD(WIS) was $1.78 when computed from

- personal interview data for %0 pharmacies and mail-

collected data for 45 pharmacies.

In contrast, the Texas cost of dispensing study indi-
cated pharmacies with a higher ratic of prescription sales
to total sales had higher cost of dispensing. In that
study, the respondents classified their pharmacies. Two of

the five categories were "general retail" [ﬁéan (RXS/TS) =

23. Kenneth William Look, op. cit., p. 108.
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57%/ and “"professional shops" /mean (RXS/TS) = 82%/. The
general retail pharmacies had a mean cost of dispensing per
prescription of $1.86 compared to $2.27 for professiocnal
'shops.24

The F-ratio, when calculated for pharmacies classified
in Table 4 by categories of the percent RXS/TS, was F(4,107)
= 0.96, which was not statistically significant (page 58).
Therefore, Hypothesis VIII was accepted. This means the
differences among unweighted mean COD(WIS)s for the cate-
gories of pharmacies classified by (RXS/1S) could be due to
chance variation. The partial correlation coefficient, with
the dependent and independent variables being COD(WIS) and
tﬂ; ratio'(RXS/TS) respectively, was r = -0.152. The weak
correlation coefficient indicates COD(WIS) tends to decrease

as the ratio (RXS/TS) increases.

Qther Findings

The”findings reporfed in this section were not tested
in formal research hypotheses. Pharmacy operational varia-
bles which could be related to the cost of dispensing are
analyzed and, where appropriate, the findings compared with

the results of similar or related studies.

24-0 Bryan Adail‘, _Ro Cito ] ppo 9-100
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Total Net Sales of Pharmacies

’

The total net sales of the sample pharmacies were
classified into eight categories. The results are shown in
Table 5 (page 61).

The mean dollar volume of prescription sales for the
sample was $131,060. This figure is comparable to the mean
prescription dollar volume ($127,066) for the 71 community
- pharmacies in Wisconsin whose financial information was used

in the compilation of The Lilly Digest 1974.%° The

unweighted mean ratio of prescription sales to total pharmacy

sales was 0.4698 compared to The Lilly Digest 1974 figure of

0.;%3 forAthe 71 pharmacies in Wisconsin. The ratio
(RXS/TS) tended to decrease as total pharmacy sales
increased. This was trﬁé even though the unweighted mean
number of prescriptions dispensed per day tended to increase
as totai pharmacy sales increased.

The unweighted mean COD(WIS) for five of the eight
categories waé within the 95 percent confidence interval
"(32.01-$2.l9) for the total unweighted mean. The differ-
énces among mean COD(WIS)s was not statistically significant

at a 95 percent level of confidence using the F-ratio test.

' This means the COD(WIS)s are not dissimilar for pharmacies

25. This information was taken from a copy of computer
output entitled, "Summary By State, bast North Central,
Wisconsin, 71 Stores," dated June 12, 1974 (£E1i Lilly
and Company, Indianapolis, Indiana).
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that differ by total net sales at a 95 percent level of

confidence.

Total Pharmacy Prescription Sales

The total prescription sales volume for the sample
pharmacies was classified into seven categories. The
- results are shown in Table 6 (page 63).

When the unweighted means for COD(WIS) were compared
using the F-ratio 15(6,105) = 0.47/, the differences amcng
the means were not statistically significant at a 95 percent
level of confidence. Thus, the differences could be due to
chance'variation alone. A hypothesis that the uanweighted
i mean COD(WIS)s were equal for the different prescription
sales categories of saﬁple pharmacies would be accepted at
a 95 percent level of confidence.

From the analyses of total pharmacy sales (Table 5) and
total prescription sales, it was concluded that the
unweighted mean COD(WIS) did not vary as a result of dif=-

ferences in these two variables (page 61).

Title XIX Prescription Sales Volume

Hypothesis IV wes tested to determine if the unweighted
means of CCD(WIS) were different for pharmacies categorized
by the percent of their total prescription volume attribut-
able to third party payment programs. That analysis

included all public and private third party programs. The
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‘ Titie XIx program in Wisconsin also was considered
separately. fTae results are shown in Table 7 (page 65).
The mean percentage of total prescription sales
accounted for by the Title XIX program in Wisconsin was
15.64 percent. The F-ratio for analysis of the variance
between the unweighted mean COD(WIS)s for the different
'categories was F(3,105) = 2.5%, which was not statistically
gsignificant at a 95 percent level of confidence. Thus it
can be assumed differences in the unweighted mean COD(WIS)s
- were due to chance.
From Table 7, it appeared the pharmacies in the "less
‘than 10%" category had a lower unweighted mean COD(WIS).
This category was compared with pharmacies that derived 10
percent or more of their total prescription volume from the
‘Title XIX program. These findings are shown in Table 8
:(page 66) .
1 The F-ratio for these two categories was F(l,107) =
' 8.32, which was statistically significant at a 95 percent
level of confidence. Pharmacies that derived 10 percent or
more of their prescription sales from the Wisconsin Title
‘XIX program had aan unweighted mean COD(WIS) which was 29
 cents greater than the unweighted mean COD(WIS) for
pharmacies in the "less than 10%" category. Although a
cause and effect relationship between higher Title XIX
prescription sales volume and an increased COD(WIS) was not

proven, the findings support the claim that it costs more to
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dispense prescriptions for Title XIX recipients.

The inéreased COD(WIS) could be due to increased
administrative costs, the cost of delays in payment of Title
XIX claims, and the cost of unpaid claims that result when
pharmacists provide medications and services to persons

whose Title XIX eligibility has expired.

Prescription Sales for Nursing Home Patients

Respondents were asked to report the dollar volume of
prescription sales for nursing home patients for their
phermacy. The dollar figure reported was divided by the
reported total prescription sales. The pharmacies then were
classified by the percent of their total prescription sales
that was for nursing home patients. The results are shown
in Table 9 (page 6€).

The F-ratio for these data show the difference between
the unweighted mean COD(WIS) for the two categories was not
statistically significant at a 95 percent level of confid-
ence. Although there was a 14 cent difference bgtween the
unweighted mean COD(WIS)s for the two categories of pharma-
cies, this difference could be due to chance variation
alone.

This difference could result from a number of factors.
Pharmacy owners and/or managers who are interested in
nursing home prescription patronage generally are associated

with pharmacies providing a full range of pharmaceutical
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- services. These services normally include prescription

delivery, patient medication records, and patient consulta-
tion services. The cost of these services contribute to a
higher COD(WIS). Also, many nursing home patients receive
Title XIX benefits. It was shown that increased Title XIX
prescription volume is associated with an increased
COD(WIS). Pharmacists servicing nursing homes also may
’allocate more professional employment expense to the
prescription department because of the pharmacist time

required for consultation in nursing homes.

Continuing Education Expenses

' Respondents were asked to report the total dollars
expended in a 12 month period for continuing education for
pharmacists associated with the pharmacy. There were 104
responses to the question on continuing education expenses.

The reported continuing education expenditures ranged from

| $0.00 to $3,240.00. The mean expense was $405.84. Pharmacy

operations that expended less than $500.00 on continuing

education were compared to pharmacy operations that spent

© $500.00 or more. The results are shown in Table 10 (page

69).

The F-ratio for these data was F(l,102) = 4.38 which
wes significant at a 95 percent level of confidence.
Therefore, it may be concluded that the unweighted mean

COD(WIS)s for these two categories were not equal. Pharmacy



69

ot°zs I AREAE ] 00¢ ‘0T¢S 801 Te30]

¢1 28 009°L9T% 007 19¢% L. 3I0W 10 %0%
61°2% 00L‘0GT$ 00ov‘6TES 61 %6t - %S¢
80°2¢% 00¢‘621% 002°v0¢$ 98 %S¢ ueyy ssaT

T (SIm)aoo Sxa S918S 16307, T 39J8Y4) [eU0siag
SUesl| pajugramun SX¥ JO0 juadasg

SLNAODODV TDYVHO TVNOSHEL NO STIVS NOIIJI¥OSTHd J0 INTOHAJ

TT ITEVL
0oT°c$ Leev- o ¥01 18307
Iz°28 L6V 0 = | 33I6W 36 00G%
y0°c$ . 128%°0 LL 006¢ uey} ssaT
(SIM)a0d uespy _ UOT3IBTAS(QT u AdemIeyd 22U} JO asuadxy
pojyS8temun pIepusiS (SIM)T0D uoT3eoNDPY SUTNUTIUOD

ISNEIXT NOILVONCE HNIANITLNOO XOVWHEVHJI

0T ¥T9VL



70
operations with a $500.00 or more continuing education
expense had a significantly higher unweighted mean COD(WIS).

Look found the mean continuing education expense to be
$450.00 in 1968. Also, the weighted mean continuing educa-

tion cost per prescription was 1.8 cents.z6

Prescription Sales on Credit

Respondents were asked to estimate the percent of total
prescription sales volume that was charged on personal
charge accounts. For this sample, the results are shown in
Table 11 (page 69).

For the 108 respondents, the mean percent of prescrip-
tion sales on credit via personal cbargé accounts was 23%.13%
percent. There was not a statistically significant differ-
ence among the unweighted mean COD(WIS)s for three cate-
gories of respondents based on the percent of personal
charge prescription sales. However, Look found the
unweighted mean prescription charge account cost per charged
prescription was $0.3%6 in 1968.27 | |

The prescription personal charge account data iﬁdicate
a positive relationship between total net sales and pres-

cription sales volume, and the percent of prescription

sales charged to personal charge accounts.

- 26. Kenneth William Look, op. cit., p. 208.
S1s« Ibid.. P, 187,
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The percent of total prescription sales accounted for
by credit cards also was estimated for 108 of the sample
pharmacies. The pharmacies for which a percentage estimate

was provided were categorized as shown in Table 12 (page

R 72).

The F-ratio for the unweighted mean COD(WIS)s was
F(l,106) = 4.47. This ratio was significant at a 95 percent
level of confidence which indicates the unweighted means
were not equal, with the COD(WIS) higher for pharmacies
where five percent or more of the total prescription sales
are charged on credit cards. A portion of the increased
cost of dispensing could result from the service fee charged
by the credit card plans. With bank crédit card plans, the
bank normally factors the seller's accounts receivable. The
bank purchases the accounts receivable at a discount and
credits the seller's account with the net amount. The usual
discount is 4.5 percent for monthly volume up to $750.00 and
3.5 percent when the monthly volume exceeds $750.00.28
There are additional costs incurred by the pharmacy as a
result of increased time in completing the necesséry paper
work.

Apparently, credit card sales were not an important

factor in prescription sales for the majority of the sample

28, Arthur W. Weil, "Pick a Card? Why You Should...Why You
Shouldn't," Drug Topics (118:22), November 18, 1974,
P. 22,
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13
pharmacies. Only 14 sample pharmacies (12.96%, n=108) had
five percent or more of total prescription sales resulting

from credit card transactions.

Prescription Delivery

Respondents were asked how many prescriptions were
delivered from the pharmacy on a typical or average day.
The reported average number of prescriptions delivered per
day was multiplied by the number of days the pharmacy was
open per week. To determine the approximate number of
prescriptions delivered annually, the weekly prescription
deliveries were multiplied by 52 weeks per year. The
percent of prescriptions that were delivered for each
pharmacy was determined by dividing the calculated approxi-
mate number of prescriptions delivered per year by the total
of original and renewed prescriptions dispensed in a 12
month period.

Look did a prescription delivery cost analysis for the
1968 data he collected through personal interviews. The
unweighted mean cost of délivery per delivered prescription
was $0.68 for pharmacies that delivered five percent or more
of their prescriptions (n=27).29

Sample pharmacies were classified similarly for this

current study. The results are shown as follows:

29. Kenneth William Look, op. cit., p. 149.
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COD(WIS)
Percent of Percent of Standard Unweighted
Rxs Delivered n Respondents Deviation Mean
Less than 5% 33 32.7% 0.4482 $1.91
5% _or more 68 67. 0.4770 $2.20

Total 101 100% 0.4843% $2.10

Approximately two-thirds of the pharmacies in
Wisconsin were delivering five percent or more of the
prescriptions dispensed in a 12 month pericd. The
unweighted mean percent of prescriptions delivered for the
101 pharmacies for which delivery data were supplied was
25.86 percent.

The F-ratio for these delivery data was F(1,99) = 8.13
which was significant at a 99 percent level of confidence.

| These findings are about what was expected. A pharmacy
that has five percent or more of the total prescriptions
dispensed in a 12 month period delivered incurs additional
expenses. That delivery volume may make a special delivery
vehicle a necessity. 'hae time spent by pharmacy personnel
in providing delivery services also would add tb prescrip-
tion department expense,

Since 1973, delivery expenses can be expected to have
increased substantially. The cost of operating and main-
taining a delivery vehicle has increased rapidly. The
increased cost of gas and oil may cause pharmacists to

reevaluate their delivery services. Pharmacists may start
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adding a delivery charge to cover increased expenses.
However, delivery services at no additional charge to WMAP
recipients is a requirement for "special service" pharmacies

in Wisconsin and must be provided before a pharmacy can

. receive the $2.20 dispensing fee.

Full Service Pharmacies

For the purposé of the following analysis, four
criteria were established for full service pharmacies.
These criteria were (1) maintainance of patient profiles,
(2) provision of 24 hour emergency prescription service,
(3) pharmacy expenditures of §500 or more on continuing
education, and (4) 20 or more prescriptions delivered on a
typical working day. Eight pharmacies from the sample
satisfied all four criteria. The results of this analysis
are shown in Table 13 (page 76).

These data indicate the unweighted mean COD(WIS) is
higher for the full service pharmacies as specified by this
study. However, only eight pharmacies met the qriteria
established for full service pharmacies. The qualifying
full service pharmacies had higher mean total net sales and
total prescription sales. The full service pharmacies also
had a substantially higher ratio of prescription sales to
total net sales. 1In faét, the full service pharmacies had
mean prescription sales which exceeded the mean total net

sales for all other pharmacies.
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Professional Employment Expense

Personnel employment costs account for a large portion
of the total cost of dispensing per prescription. Loock
found the unweighted mean employment costs as follows: £ 1)
75 cents for proprietor's salaries allocated by the percent

30

time spent performing prescription department duties, and

(2) 54 cents for employee pharmacist's salaries allocated by

rercent time.31

These employment costs, when totaled
($1.29), accounted for 72.9 percent of the unweighted mean
COD(WIS) in 1968. In the recent Texas cost of dispensing
study, direct personnel costs equaled §1.28 per prescrip-

tion.32

This was 66 percent of the total cost of dispensing
($1.94) per prescription. The reader should note that the
Texes study personnel costs included nonprofessional as well
as professional employment costs.

For this study, nonphérmacist employment costs were
included in the reported total operating expenses and not
reported separately. Therefore, this author could not
determine how nonpharmacist employment costs contributed to
the total COD(WIS). The contribution of professional

employment costs to the cost of dispensing per prescription

30. Ibid., p. 131.

£ 31. lbid., p. 121.

32, Bryan Adair, op. cit., p. 15.
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was calculated using the feollowing formula:

Professional = PS(% TIME) + RPh(% TIME)
Employment Expense Rxs

The unweighted mean professional employment expense was
; $1.29 for the 112 sample pharmacies. This figure was 61.4
percent of the unweighted mean CCOD(WIS) of $2.10. The
reader should note that the professional employment expense
figure does not include nonpharmacist employment costs
allocated to the prescription department.

These findings indicate professional employment
expenses have remained the same in absolute dollar value,
but have decreased when expressed as a percent of the
COD(WIS). One possible reason for this finding could be
proprietor's and employee pharmacist's salaries have
increased proportionately with increases in prescription
volume. This could cause the professional employment
expense per prescription to remain the same. Another
reason for the constant professional employment expense per
prescription could be the increased utilization of non-
pharmacists in the performance of prescription depariment
duties. The combined effect of these factors probably

explain the finding.
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Most Likely COD(WIS)

As reported earlier, the COD(WIS)s for this study
ranged from $0.97 to $3.66. To determine the most likely
unweighted mean COD(WIS), the approximate upper and lower
five and ten percent COD(WIS) values were eliminated and new
unweighted means for COD(WIS) calculated. First, the
" pharmacies with the six highest and six lowest COD(WIS)s
were eliminated and a new unweighted mean COD(WIS) calcu~-
lated. These data, shown in Table 14 (page 80), are for the
100 pharmacies in the approximate middale S0 percent of the
sample with respect to the COD(WIS) for each pharmacy.
Second, an unweighted mean COD(WIS) was calculated after
eliminating the pharmacies with the 12 highest and 12 lowest
COD(WIS)s. Table 14 also includes these data representing
the approximate middle 80 perceht (88 pharmacies) of the
sample pharmacies with re;pect to their COD(WIS)s.

This analysis eliminated any biasing tendencies of
extreme COD(WIS) values at either end of the spectrum. The
variance for COD(WIS) from the approximate middle 90 and 80
percent samples was 0.3374 and 0.2745, respectively. The 95

percent confidence intervals were calculated as follows:



80

99°¢$ 0T 2$ 62° 18 g89°T8 8G°¥% 8697°0 090°TLTR 002°62¢¢ 21T  %00T
-L6*0% a1dmeg
axTuT
9°29 80°¢% FART; 8°¢8 8578 V9v'0 0Oz8°Gcis 009°'8v¢% 88 %08
-9G°T¢ STPPIN
7828 80°2% 82°1% ¥°28 86°t¢ 2L¥Y°0 O00T‘CCT® 00L‘2¢¢% 001 %06
-.L¢°18 : STPPTIN
sgued (SIM)A00 Xy/esuodxy £Xeq 4sd o91di SI/SXE SYd Soles [€30F U oidmes
(STH)TOD ‘dug °Joxg  sSxY p'e’

SuBSN PI}US oMU

STIDVINYVHL ATJAVS dO
INTD¥Ad 08 ANV 06 TIAAIN FTTYWIXOUALY - (SIM)T0D XTIAIT ISOW

YT 9149VL




8l

Sample 95 Percent Confidence Interval for COD(WIS)
entire sample
(100%) ' $2.10 + 1.96(0.483%0/V112) = $2.10 + .09

~ approximate
middle 90% $2.08 + 1.96(0.3374/J100) = $2.08 + .07
approximate e

‘middle 80% $2.08 + 1.96(0.2745//88) = $2.08 + .06

By eliminating the pharmacies with the approximate upper and
lower ten percent COD(WIS) values, the 95 percent confidence
interval for the unweighted mean COD(WIS) was $2.02 - $2.14.
By this analysis, the most likely COD(WIS) was §2.08.

A similar analysis was done in the recent Texas cost of
dispensing study. In that study, data for the pharmacies
_with the highest and lowest five and ten éost estimates were
eliminated. The original sample represented 75 pharmacies.
The two modified samples nad data from the middle 65 and 55
pharmacies. The cost of dispensing for the entire sample
(n=75) was $1.94. The middle 65 and 55 pharmacies had mean
costs of dispensing'of $1.85 and $1.84, respectively. The
overall average cost of dispensing estimate in Texgs was
reduced by approximately five percent by modifying the
saﬁple.33

Apparently, the Texas study was subject to the biasing
effectslfrom high cost of dispensing estimates to.a greater

degree than in this study. Eliminating the approximate

33, Ibid., p. 15.
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highest and lowest ten percent COD(WIS)s resulted in the
overall unweighted mean COD(WIS) being reduced by less than

one percent.

Dispensing Fee Projected to 1975

The determination of an equitable dispensing fee was
explained in the discussion following Hypothesis III in
Chapter Four. The unweighted mean DF(WIS-P) for the entire
sample was $2.55. When only data for the pharmacics with
COD(WIS)s within the approximate middle 80 percent of the
COD(WIS) range were considered, the unweighted mean
DF(WIS-P) was $2.53. This figure represents the most likely
equitable dispensing fee for 1973.

The inflation rate, equal to the increase in the
Consumer Price Index for all items, was 12.2 percent in
1974.3% Applying this rate to the 1973 most likely
DF(WIS-P) resulted in an increase in DF(WIS-P) of 31 cents.
Therefore, the DF(WIS-P) for 1974 would have been $2.84.

Assuming a marked decrease in the inflation rate, the
rate probably will be at least eight percent in 1975.
Inflating the 1974 recommended DF(WIS-P) by eight percent
would increase the DF(WIS-P) by 23 cents. Therefore, the

recommended most likely egquitable DF(WIS-P) for 1975 is

34, "Consumer Prices Had Slower Gain for December," Wall
Street Journal (185:15), January 22, 1975, p. 3.
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$3.07.

The most likely DF(WIS-F) was determined in a similarv
manner. The most likely COD(WIS) of $2.08 in 1973 was
inflated by 12.2 percent and 8.0 percent for 1974 and 1975
respectively. The result was a most likely COD(WIS) of
$2.52 for 1975. After adding the fixed 30 cent allowance
for business risk and growth, the most likely DF(WIS-F) for
1975 is §2.82.



CHAPTER FIVE
SUMMARY AND CONCLUSIONS

The'study had four main objectives. These were:
(1) to determine the mean cost of dispensing a prescription
for a sample of community pharmacies in Wisconsin and test
the relationships between various individual service and
operational characteristics and the COD for these same
pharmacies, (2) to determine a potentially adequate dispens-
ing fee which would allow for business risk and growth, (3)
to provide financial and cost data that would be useful in
consultations between representatives of third party payment
programs and those of pharmacy, such as the Wisconsin Pharm-
aceutical Association, and (4) to establish a format and
collect data that can serve as a "benchmark" for future
periodic 00D studies in Wisconsin conducted for the purpose
of trend analysis.

The COD(WIS) formula was used to compute the cost of
dispensing. '

COD(WIS) = PS(% TIME) + RPh(% TIME) + nonRPh(RXS/TS) +
Rxs Rxs Rxs

nonlabor(RXS/TS)
Rxs

The unweighted mean COD(WIS) for the 112 pharmacies for
84
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which useable, completed questionnaires were supplied was
$2.10. The 95 percent confidence interval for the
unweighted mean COD(WIS) was $2.10 + 0.09 for these 112
pharmacies.

The unweighted mean COD(WIS) has increased by approxi-
mately four percent per year for the period between 1968 and
1973, about equal to the yearly increase in the consumer
price index in this period.

Dispensing fees were calculated which would provide an
allowance for business risk and growth as well as cover the
cost of dispensing. The first method, DF(WIS-P), arrives at
a dispensing fee based on a 10.5 percent return on the sum
of COD(WIS) and the approximate drug acquisition cost per
prescription. The second method, DF(WIS~F), allows an
absolute amount (30 cents) for business risk and growth per

prescription. -

DF(WIS-P) = PS(% TIME) + RPh(% TIME) + nonRPh(RXS/TS) +
Rxs Rxs Rxs
nonlabor(RXS/TS) + /10.5%//COD(WIS)+(0.48)(RX)/
DF(WIS-F) = PS(% TIME) + RPh(% TIME) + nonRPh(RXS/TS) +

Rxs Rxs Hxs

nonlabor(RXS/TS) + $0.30
Rxs

The unweighted mean DF(WIS-P) and DF(WIS-F) were $2.55 and
$2.40 respectively based on 1973 operating data. These

dispensing fees were significantly greater than the $2.20
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paid to "special service" pharmacies by the Title XIX
program in Wisconsin.

Pharmacies for which 10 percent or more of the total
prescriptions were dispensed to third party payment program
participants had a significantly higher unweighted mean
- COD(WIS) than did pharmacies in the less than 10 percent
category. This finding indicates additional costs are
incurred by pharmacists participating in third party payment
programs. Because of the additional administrative expense
associated with third party payment programs, it is recom-
mended DF(WIS-P) be used to determine how much pharmacists
will be reimbursed by these same programs.

Although the analysis of variance for the unweighted
mean COD(WIS)s for pharmacies categorized by the number of
prescripiions dispensed per day indicated the unweighted
means were not equal for all categories, there was no clear
relationship between the COD(WIS)s and prescriptions dis-
pensed per day. The unweighted mean COD(WIS) decreased as
the prescriptions dispensed per day increased until points
were reached where the productive capacity of prescripfion
department personnel apparently was exceeded. At these
'points, additional personnel costs may have been necessary
in which case the unweighted mean COD(WIS) may rise and sub-
sequently decrease again as prescription volume continued to
increase. In brief, the economy of scale concept has oﬁly

limited applicability to the COD.
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The findings also indicated the uanweighted mean
COD(WIS) was higher in Madison and Milwaukee than in smaller
communi ties in Wisconsin, although the difference between
the mean COD(WIS)s was not statistically significant.

Also, costs per prescription generally were higher in
pharmacies (1) where the ratio of prescription sales to
total sales was less than 30 percent, and (2) where less
than 40 prescriptions were dispensed per day.

Generally, the COD(WIS) showed a positive linear
relationship with the mean prescription price. Knowingly or
not, owners and managers of pharmacies with higher COD(WIS)s
alttempted to recover these costs through higher mean
prescription prices.

The cost of dispensing per prescription generally was
higher in pharmacies (1) where 10 percent or more of the
prescription sales were to Title XIX recipients, (2) where
five perceant or more of the total prescription sales were
for nursing home patients, (3) where $500.00 or more was
expended on continuing education expenses, (4) where five
percent or more of the prescription volume was chafged on
credit cards, (5) where five percent or more of the
prescriptiors were delivered, and (6) which were full
service pharmacies as defined in this paper.

Professional employment expenses accounted for 61.4
percent of the unweighted mean COD(WIS).

The most likély unweighted mean COD(WIS) was
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determined by eliminating the possible biasing effects of
extreme COD(WIS) values on either end of the COD(WIS) range.
When only pharmacies.in the approximate middle 80 percent of
the COD(WIS) range were considered, the 95 percent confid-
ence interval for the unweighted mean COD(WIS) was $2.08 +
$0.06. The corresponding unweighted mean DF(WIS-P) and
DF(WIS-F) were $2.53 and $2.38 respectively. The 12,2
percent annual inflation rate for 1974 and an estimated
eight percent inflation rate for 1975 were applied and the
projected DF(WIS-P) and DF(WIS-F) were $3%.07 and $2.82
respectively for 1975.

The projected dispensing'fees are considered conserva-
tive. 1In determining COD(WIS), only explicit costs - those
which appear in a pharmacy's profit and loss statement -
were considered. Excluded were implicit costs such as the
cost of invested capltal. .Most germane here would be an
addition for the pharmacist's capitol invested in prescrip-
tion departiment inventory and in the marketlyalue of
prescription departiment fixtures and equipment. A;so, in
projecting the DF(WIS-F) to 1975, the inflation factor was
considered only for the COD.

Pharmacists in the state of Wisconsin are reimbursed
inadequately for the pharmaceutical service they provide to
recipients of third party payment program benefits. The
findings of this study should be considered by third party

administrators and adjustments of dispensing fees initiated.
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Similar studies should be completed at least bi-
anﬁually to measure changes in COD(WIS). In this manner,
third party administrators would have valid cost data on
which to base dispensing fee adjustments. This recommenda-
tion will become even more important as the number of
citizens participating in third party payment programs

increases.
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APPENDIX A
COVER LEITER AND QUESTIONNAIRE USED IN THE STUDY TO
DEVELOP THE COD(WIS) FORMULA

a7



THE UNIVERSITY OF WISCONSIN
Madison 53706

School of Pharmccy : A
425 N, Charter Street 4 March 1969

Dear Collecgue,

What does it cost fo dispense a prescription in your pharmacy? At the present time the Wisconsin Medi~
cal Assistance Program (Title XIX) generally pays the Blue Book price plus a $2.00 fee for each Medicaid
prescription you dispense. is this fee "reasonable”, inadequate, or may it be deemed 'too high'?

A new Federal regulation states, "The dispensing fee should be ascertained by analysis of pharmacy
operational data which includes components of overhead, professional services, and profit."] This regula-
tion plus the State's current budget deficit convince the Board of Directors of your Wisconsin Pharmaceuti-
cal Association that pharmacy soon will have to provide objective cost data. They strongly believe this

type of analysis and its interpretation should be performed by the profession rather then by an outside agency.

Your cooperation in supplying requested dafa is vital to provide meaningful and representative figures
without recourse to full-scale audits. WPhA's Board of Directors needs these data to deal intelligently in
consultation with State and Federal government agencies.

The operational data requested, which only you can provide, will be kept confidential . Your phar=
macy was one of 300 selected randomly from a list of ali pharmacies in Wisconsin. Data from your pharmacy
will be combined with that from other pharmacies to insure confidentiality.

Please complete the following questionnaire ond return it in the enclosed envelope by 12 March 1969.
Thank you.

Sincerely,

R. W. Haommel, Professor
Pharmacy Administration

P.S. Please check here
pharmacy only.

if you want a confidential report of the computed dispensing costs for your

Vfederal Register (34:17) 25 Jan 69, p. 1244.

SURVEY ON THE COST OF DISPENSING
PRESCRIPTIONS {iN WISCONSIN

. GENERAL INFORMATION
A.  Number of days pharmacy open per week

{(number of days)
B.  Number of hours open per week ; ;
' : S ‘(number of hours)
C. Do you routinely provide 24-hour emergency service? yes no
D. Do you routinely deliver prescriptions? o 4 e yés v . no
Approximately what % of all prescriptions are delivered? % of Rxs
E. Do you routinely offer a charge account service? : yes - no
Approximately what % of all prescriptions are charged? : % of Rxs ‘
F. Do you routinely maintain a patient record system ? i yes MO
(i .e. individual records, by patient nome, of ali Rxs disp_ensed) : Bg - E
‘ b i

G. Do youownor rent your pharmacy building? ¥ir : . own




/

NOTE: Accounting data should be used from the most recent twelve month period for which you have
records, of from your latest fiscal year. These itemized data are necessary to compute dispensing costs
using different recommended cost accounting techniques.

Il. PHARMACY OPERATIONAL DATA

For your pharmacy, this twelve month period ended on 2 19 .
month day .

(If exact figures are unavailable, please write "estimate" where necessary. If more convenient, enclose
your income and expense statement and please go on to I, C.) \

. A. TOTAL NET SALES OF PHARMACY $..
ll. B. OPERATING EXPENSES

Owner's or manager's withdrawal or salary
(do not |nc|ude net operahng proflt) A R

Employees wages, mcludlng part-time personnel. T . T

Other employee benefnts (bonuses, pension, funds, etc.). . . . .. ... $_

Rent (if you own your building, estimate the rent for comparable
qUOI'fel’S).....-u.-..'......................$

Taxes (except on buﬂdmgs, income, & profit, but include Social
Security PAYMeENts) & v v v v v 4 v e e e e e e e e e e e e e e

Insurance (excepton buildings) « v v v v v v v v v v i i b e e e

AGVErtisSiNg «.is s wi1e atio ol v i isne o w6 W w s 86w w6 e weh 6

Depreciation (except on buildings) « « « v v v v v v v v v v i oo

Heat, light, andpower. . . . v v v v vt vt i vttt v s v o v oo

Delivery, including auto expense for business purposes. . « . . . . B,

Telephon®:: s s 6. o s ' o 6 o 5 & & 6 o oy o0 6 8 % 06w e e e

Licenses, dues, and subscriptions . « « v v v v ¢ o o o 0 s o 0 o 0 0 0 o

Accounting, legal, & other professional fees . « « v v v v v v v v v ..

Miscellaneous expenses .. « o« « ¢ o ¢ o ¢ o e o 0 s 0 o0 0 s 00 o s o

TOTAL OPERATING EXPENSES
(do not include cost of goods sold)

e G FROM YOUR BALANCE SHEET

L T o o T~ - S . S B 4

Total assets of your pharmacy

lit, PRESCRIPTION
I s

Total prest:ﬂpﬂm

: -Approxnmqta %. of dﬂ ,
beneficiaries




PERSONNEL EXPENSES

NOTE: To allocate the pharmacy's personnel expenses to your Rx Dept., please give the salo=
ries and the estimated % of time spent by all personnel in Rx Dept. duties. The % of time spent
in Rx Dept. duties should include dispensing time, plus time for related ordering, record keep~
ing, delivery, etc.

% of time

' Total wages spent in Rx
Personnel Number & salaries Dept. duties
Owner or manager $ %
Full-time RPhs $ A
Part-time RPhs $ %
Interns $ %
Sales. clerks $ %
All other personnel $ %

What do you believe to be the annual "going wage" for salaried pharmacists in your area of the
state ? :
$ per year

Do any factors increase or decrease your total dispensing costs for Rxs dispensed under Title XIX ?

If you keep records of the cost of the drugs you dispense, please submit the following information
for the same 12 month period. If unavcilablie, please provide data for the most recent month.

These records cover the period through , 19 .

Total number of prescriptions dispensed

Total prescription volume $

Total prescription cost $
(your acquisition cost)

Name of pharmacy

Thank you for your cooperation!
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The University of Wisconsin 14 Oct 74
School of Phnarmecy

/

- Dear Colleague,

Has your cost of operating the prescription department increased
in the past five years? A study of 1968 data provided our last reliable
estimate of the average cost of dispensing prescriptions in Wisconsin.
It is important to update that siudy because of the changing economic
conditions in recent years.

1 A $2.00 dispensing fee was paid under the Kerr-lMills program in
the mid-1960's. On 1 July 66, the same fee was incorporated into
Title XIX coverage in VWisconsin's Medical Assistance Program(WMAP).
On 1 May 71, the $2.00 dispensing fee was increased under WMAP to
$2.20 for those meeting four requirements for "special service"
pharmacies. The 20 cent increase recognized the added costs of
providing these services, but did not consider any overall change
in the cost of dispensing inherent in an inflationary period.

The Board of Directors of your Wisconsin Pharmaceutical Association
- needs cost of dispensing data to consult with State and Federal
government agencies and other third-party payment organizations.
WPhA's Board of Directors believe this type analysis should be done
within the profession. :

. Your pharmacy was one of 600 selected randomly from a list of
‘all community pharmacies in Wisconsin. Please complete this form and
mail it in the enclosed envelope by 21 Oct 74. Your help in completing
this anonymous questicnnaire is needed to insure the valiaity of the
study.

The collective findings of the survey will be used to prepare
&2 more current estimate of the average cost of dispensing a prescription,
. and the results will be reported in The Wisconsin Pharmacist.

% If you have any questions about the study, please call either
~ W. Allen Daniels-(608)238—5515 or R. W. Hammel-(608)262-2890.

Your help would Be greatly_appreciated.

Sincerely,
‘ Pharmacist R.W. Hammel : Pharmacist Paal A.,Hblberg
Professor ‘ A.F.P.E. Fellow

Pharmacy Administration Pharmacy Administration



Confidential Survey of the Cost of Dispensing
a Prescription in Wwisconsin

PART I GENERAL INFORMATION

NOTE: Replies to all questions should refer to the most recent
twelve month period for which you have records, or from your
Tatest fiscal year./# For your pharmacy, this twelve month period
ended on: '

y 197

(month) (day)

A, Number‘of aays pharmacy was open per week(Check one) __5 6 7

B. Number of hours pharmacy was open per WEEK o o o o o ¢ o o o
(number of hours)

C. Did you provide 24-hour emergency service? (_) yes (__) no

(1) If yes, how was this service publicized?
Emergency number given to local physicians é
Emergency number listed in telephone directory
Emergency number posted in pharmacy entrance
Other(please_specify) E o e e e e ate. e el e

)
)

D. How many prescriptions did you deliver on a typical or average
day?(Excluding hospital and nursing home deliveries). . ( )

E. Did you routinely maintain a patient record system?(i.e., individual
records, by patient or family name, for all patients) (__)yes (__)no

F. Population of the community where your pharmacy is located:

1) under 2,500 . . . (

)
gé 2,500 to 4,999. . g__g
4) 50,000 to 99,999. )

5.000 to 43,999 . .

5; 100,000 to 500,000
6) over 500,000. . .

L] - L . . .
L] . L] L] - L]
. L] . L] . L)
. . L] . . .
. L L] . L] L]

. - . . - .

é

G. Please estimate the continuing education costs for prescription
department personnel(pharmacists and interns) paid for by the
pharmacy, including:

Professional association meetings*
Professional publications
Seminars¥* ; ‘

Courses¥* ‘ ;

Other professional programs¥*

(cdntinuing education costs)

*Continuing education costs should jnclude wagés paid to
relief pharmacisis while regular pharmacists are g;tegding s e

. these meetings, seminars, courses, Or programs. i




PART II  PHARMACY OPERATIONAL DATA
A. TOTAL NET SALES OF THE PHARMACY(same 12 month period) $_

B. TOTA? OPERATION EXPENSES(do NOT include cost of goods
SO ld L] L4 Ld . * . . . . . - ° . . . . o L . . . . L . s

PART III PRESCRIPTION DEPARTMENT SUMMARY

A. Total number of prescriptions(ORIGINAL AND RENEWAL)
dispensed in the same 12 month period . « . « « o« « &

(Number of Rx's)

B. Total(ORIGINAL AQID RENEWAL) prescription sales . . . .§
==doliars;

C. Prescription sales allocated bg type of reimbursement

(percentage estimate) . . . (1) cash . « « « « « ¢ « o o & %
2; personal charge. . « « « « %
3) credit card. . « o o o o o %
4’) Title XIX. . ° . . . . ° . 4_%
5) other third-party. . . . . %
TOTAL . 100 %
-D. What was the approximate total dollar volume for
prescriptions which were dispensed for all nursing
home patients(private and third-party pay)?. . . . . . .§
dollars
PART IV PROFESSIONAL PERSONNEL EXPENSES ( )
NOTE: To allocate the pharmacy's professional personnel expenses
‘t0 your prescription department, please list the salaries including
“employment costs and the estimated % time spent by these personnel
in all prescription department duties, including record keeping,
ordering, billing and related activities.
TOTAL WAGES % OF TIME SPENT IN
PHARMACY PERSONNEL NUMBER & SALARIES** RX DEPT. DUTIES
Pharmacist owner(s) :
or manager $ %
Full-time pharmacists
(Not included above) $ %
Part-time pharmacists $ %
Interns e o e $ %

: **Wages and salaries should include the employer's contribution to Social
Security, Unemployment Compensation Insurance, plus any pension,
retirement, profit sharing or insurance provided as a fringe benefit.

Piease.review the gquestionnaire before mailing to assure all questions
have been answered accurately. ;

¥
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CENTER FOR HEALTH SCIENCES

THE UNIVERSITY OF WISCONSIN-MADISON
MADISON, WISCONSIN 53706

SCHOOL OF PHARMACY

Pharmacy Building 14 Oct 74
425 North Charter Street

Dear Colleague,

Has your cost of operating the prescription department increased
in the past five years? A study of 1968 data provided our last reliable
estimate of the average cost of dispensing prescriptions in Wisconsin.

It is 1mportant to update that study because of the changing economic
conditions in recent years.

A $2.00 dispensing fee was paid under the Kerr-Mills program in
the*mid-1960's. On 1 July 66, the same fee was incorporated into
Title XIX coverage in Wlscon51n s Medical Assistance Program(WMAP).
On 1 May 71, the $2.00 dispensing fee was increased under WMAP to
$2.20 for those meeting four requirements for "special service"
ﬁﬁaﬁmacmes.w ‘The 20 cent increase recognized the added costs of

ing tha, ces, but dzd not consider any overall _change

.......

- (e -

it in the
r ' - at all p0351b1e, before
?“cddpmﬂttnq hi anonymous questionnaire is
the validity of the study.

The collective findings of the survey will be used to prepare a
more current estimate of the average cost of dispensing a prescription,
.and the results will be reported in The Wisconsin Pharmacist.

: If you have any questions about the study, please call either
W. Allen Daniels-(608)238-5515 or R.W. Hammel-(608)262-2890.

> Sincerely,

(o st/ L2uf A s
Pharmacist R.W. Hammel - Pharmacist Paul A. Holberg
Professor A.F.P.E. Fellow
Pharmacy Administration Pharmacy Administration




PART 11 PHARMACY OPERATIONAL DATA

A. TotaL NeT SaLEs OF THE PHARMACY(sAME 12 MONTH PERIOD) $

B. ToTAL OperaTING ExPENSES (Do NOT 1NcLUDE cosT OF GOODS

SOLD) ] ‘l- ] . L ] ’ ] ' ' ] L] L] L] . L] L] ] L] ] ' ] L] L] ;Q

PART III PRESCRIPTION DEPARTMENT SUMMARY

A. ToTAL NUMBER OF'PRESCRIPTIONS(ORIGINAL AND RENEWAL)

DISPENSED IN THE SAME 12 MONTH PERIOD . % . Gwis
) (NUMBER OF RX's)

B. TotaL (ORIGINAL anp RENEWAL) PRESCRIPTION SALES. apihnih ,
S (DOLLARS)

L, PRESCRIPTION SALES ALLOCATED BY TYPE OF REIMBURSEMENT
(PERCENTAGE ESTIMATE) oo v KT CRSH oy e ) e

(2) PERSONAL CHARGE. , , :
(3) cREDIT cARD, . , . .,
() Timerkike. . o
(5) OTHER THIRD-PARTY, . ,

TOTAL . __ 100

e ba ho b bahs

D. WHAT was THE APPROXIMATE TOTAL DOLLAR VOLUME FOR
PRESCRIPTIONS WHICH WERE DISPENSED FOR ALL NURSING
HOME PATIENTS(PRIVATE AND THIRD-PARTY PAY)? , , , ., . $

(DOLLARS)

(OVER PLEASE)
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(1)

(2)
(3)

108

-

The formula used to estimate the sample size was:™

n = neacegsary sample size, assuming simple randonm
sanpling
k = 2 when one wishes to take only a five percent

e

e
]

chance of not having an adequate sample s
¢ = coefficient of variation=9/y (100%)

o expected standard deviation

M = expected mean value

r = percentage within which universe iean is to be
estimated (assume 5%) |

The following assumptions were made:
he expected standard deviation would egual the standard
deviatiorn of the mail sample (0.4665) in the Wisconsin
etudy of 1968.°
Thne expected mean will equal §2.00.
The expected usable response rate would be at least 15

rercent.

Harper W. Boyd, Jr., and Ralph Westfall, larketing
Research Text and Cases, Richard D. Irwin, Inc.:
Homewood, Ill., 1972, pp. %72-%73.

Kenneth William Look, "An Analysis of the Cost of
Dispensing Prescriptions in a Sample of Community
Pharmacies," unpublished ccctoral dissertation,
University of Wisconsin, Macison, Wisconsin, 1974, p. 90.
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Using the formula:

¢ = 0.4665 (1C0%) = 23%.3%25
2.00
n = (2)% (23.525)° = 87.05
(5)°

Therefore, the required number of usable responses is
approximately 87. Assuming a usable response rate of
approximately 15 percent, the total sample size should be at

least 580 (87 = 15% x 580).
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The usual hypothesie tested using analysis of variance

is:
H 1 Xy =X, = Xz = « o« « o« « = X, , where
0 1 2 2 g
Xy o ; = the mean value of the variable in
S quest'ca /Cor(wis)/ for each subgroup.
There are J subgroupo.
The alternative hypothesic is Justi:

BBl
sl
..
e
e
G
I_b
W
| S
{H
@

Before ho can be tested, the suwm of the squares within

Pl

/3s(witihin)/ and the sum of ihe squeres between /SS(between)/

must be calculated. Let x, . represent eacn individual

observation where,

P . th . A :
i = the i s observation wiihin eacn subgroup

j = the jth subgroup.

For example, in a sampls with a total ¢f 60 observa-
tions (X) divided into three subgroups of 20 observations
(ﬂj) each, i would raage from one to 20 and j would equal
one, two, or three, The fourth observation in subgroup itwo
would be represenied as x, o

4
The S$S(within) = # ¥
1

Probability,
ana Winston,
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J - 2
SS(between) = > nj(xj - M)“ where,
1

n., = the number of observations in subgroup j and,

v

1 the overall mean for the entire sample and,

il

N = the total number of sample observations.

Individual observations in any sample will differ from
cach other, or show variability. When the observations are
classified by some characteristics, the SS(within) reflects
chance or unexplained variation. The S3(beiween) reflects
chance variation, as well as explained variation due to the
classification of the subgroups.

The mean sgnare between groups /liS(between)/ is equal

to SS({between) divideda by the degre of freedom. There are

®
6]

J-1 degrees of freedom for MS(between). The mean sguare

within groups /MS(within)/ is equal to SS5(within) divided by
the degrees of freedom. There are Il - J degrees of freedonm
for MS(within). MS(within) and lS{between) are two variance

estimates which should bte the same, given that HD is true.

MS(between)
MS(within)

In other wecrds, the ratio should equal one if H

o}
is true. The F-ratio, with Jd-1 and N-J degrees of freedom,
is used tc test if thne itwc variance estimates are equal and,

thus, if Ho is truve,

Hypothetical Exzmple

Assume a sample contains 15 pharmacies (N=15). The

pharmacies are classified into three groups (J=3%) based on
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their percentage cof prescription volume paid for by Title
XIX. The three groups are as follows: (1) less than five
percent, (2) five to ten percent, and (3) greater than ten
percent. There are four pharmacies in group one (nl=4),
five pharmacies in group two (n2=5), and six pharmacies in
group three (n3=6).

The COD(WIS)s for the pharmacies can be tabulated as

follows:
Group
Observation 1 2 3
1 $1.90 $2.05 $2.15
2 1.95 2.06 2.15
% 2.00 2.10 2,20
4 1.98 2:15 2: 30
5 - 2.10 2.25
6 - - 225
Means x;=$1.96 X,=$2.09 §3=$2.22

The SS(within) for each group is:

Group 1: (1.90-1.96)% + (1.95-1.96)2 + (2.00-1.96)° +
(1.98-1.96)2 = (-0.06)2 + {-0.01)% + (0.04)% +
(0.02)% = 0.0036 + 0.0001 + 0.0016 + 0.0004
= 0.0057

Group 2: (2.05-2.09)2 + (2.06-2.09)° + (2.10-2.09)° +
(2.15-2.09)% + (2.10-2.09)% = (-0.04)° +
(~0.03)2 + (0.01)% + (0.06)° + (0.01)° =
0.0016 + 0.0009 + 0.0001 + 0.0036 + 0.001 =
0.0063
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)2 + (2.15-2.22)2 4+ (2.20-2.22)2 &

Group 3: (2.15-2.22
(2.30-2.22)° 4+ (2.25-2.22)° 4+ (2.25-2.22)°
(-0.07)% + (-0.07)% + (-0.02)° + (0.08)° +

(0.05)2

+ (0.03)% = 0.0049 + 0.0049 + 0.0004 +
0.0064 + 0.0009 + 0.0009 = 0.0185

The total SS(within) is egqual to 0.03%05 (0.0057 + 0.0063 +
0.0185). The degrees of freedom for MS(within) is equal to

N-J (15-%) or 12. Thus, MS(within) = 0.03%05 = 0.00254.
12

The sample mean (M) equals $2.11. fThe SS{between) for

each group is:

Group 1: 4(1.96-2.11)% = 4(~0.15)° = 0.09
Group 2: 5(2.09-2.11)2 = 5(-0.02)° = 0.002
Group 3: 6(2.22-2.11)2 = 6(0.11)° = 0.0726

The total SS(beuween). equals 0.1646 (0.09 + 0.002 + 0.0726).

The degrees of freedom for MS(between) equals J-1 (3-1) or

2. Thus, MS(between) = 0.1646 = 0.0823.
2

MS (between) = 0.0823
MS(witnin) 0.00254
critical F-ratio value with 2 and 12 degrees of freedom at a

The F-ratio is = 52.40. The

99 percent confidence level is 6.93. Since the calculated
F-ratio (32.40) exceeds the critical F-ratio (6.9%), we can
reject Ho at a 99 percent level of confidence. Note that
the alternative hypothesis (Hl) does not say that all the

subgroup sample means are unequal, nor does it tell where
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any inequality exists. Other types of analysis are neces-

sary to determine where inegualities exist.
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