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3 Pharmacy Matters
Guiding you to lifelong prosperity

Maximising your profits
We are all aware of the financial pressures on the NHS and how this 
impacted pharmacy with the most recent reduction in Category M 
prices of £72.5m a quarter.

Continued overleaf...

The reduction in category M impacts on 
pharmacy profits and ultimately the value 
of a pharmacy business, as a pharmacy can 
be valued based on a multiple of adjusted 
profits (EBITDA) or a percentage of 
turnover. Therefore it is essential despite 
the reduction in NHS funding to maximise 
your profits so as to ensure that the capital 
value is as high as possible on sale or for 
refinancing purposes.

There are two areas you should look at in 
maximising the pharmacy profits:
n	 Increasing sales
n	 Minimalising cost of sales and 

administration costs.

Ethical sales
Where prescription fees are decreasing 
per item it is essential that you are 
maintaining or increasing the number of 
prescriptions processed. A few ideas to 
consider are:

n	 Contact local care homes in your area 
which you are currently not serving.

n	 Build and maintain your relationships 
with the local doctor’s surgery.

n	 The location of the pharmacy. By 
setting opening hours in line with 
the busy periods in the local area it 
can increase patient footfall to the 
pharmacy. For example if a local school 
is nearby consider opening before the 
school starts as this can increase retail 
sales and potentially prescription sales. 
This would be subject to a change in 
opening hours being approved.

It is important that you are making 
the most of the additional services 
you offer to patients. For example the 
average pharmacy in England in 2011/12 
performed 239 MURS (figures from the 

prescription pricing division) which can 
provide an additional income of £4,800 a 
year to the pharmacy. The New medicine 
service was introduced in October 
2011 and with simplification of the 
reimbursement scheme this is another key 
in maximising pharmacy revenue in current 
economic climate.

Additional services can increase sales with 
very little cost and therefore the profit will 
go directly to the bottom line.

Retail sales
Retail or over the counter sales 
(OTC) have been impacted greatly by 
supermarkets entering the pharmacy 
market. Supermarkets use their layout to 
ensure that they maximise the revenue 
they take from customers.  Therefore it 
may be a simple change to the floor layout 
or a complete refurbishment, but this could 
lead to increased OTC and ethical sales 
and also provide increased staff motivation 
with the change in environment.

Refurbishing your pharmacy
If you are looking to refurbish your 
pharmacy it is important you discuss 
this with your accountant so that you 
maximise your tax relief. For example 
the annual investment allowance (AIA) 
provides 100% tax relief on expenditure 
on certain qualifying items (excluding 
cars).  From 1 January 2013 the AIA 
increased from £25,000 to £250,000 
and therefore discussing your plans early 
with your accountant can ensure that 
the expenditure qualifies for the relief 
and that the relief is maximised by giving 
consideration in respect of the timing of 
the expenditure across the two different 
tax years.

Gross profit management and purchasing 
The gross profit margin is typically around 
30%, but will vary depending on the 
pharmacy’s ethical and retail split. In order 
to maximise your gross profit it is essential 
that you monitor your ethical and retail 
purchasing, so that you are keeping the 
cost as low as possible. A few ideas to 
consider are:
n	 Regularly review/negotiate your terms 

with your suppliers to ensure you are 
getting the best deal.

n	 Consider more than one supplier and 
compare costs for products.

n	 Join a buying group who might be able 
to obtain better terms.

Staff
Staff cost tend to be between 12 - 18% 
(including a market cost for the owner) 
of total turnover and therefore are a 
significant cost to the pharmacy.  As stated 
earlier you can change the hours in order 
to maximise footfall through the pharmacy, 
but this is only part of the strategy. You 
would also need to review staff levels 
compared to sales at particular times to 
ensure that you are not over or under 
staffing. This is obviously subject to the 
minimum regulatory requirements. 
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Overheads
Overheads excluding rent, financing, 
depreciation and amortisation which are in 
general not controllable is typically around 
4 -6 % of turnover. In order to maintain 
the profit all the way to the bottom line 
it is essential that you also review what 
you are spending on overheads. A few key 
overheads have been considered below:

Motor expenses
The cost of running a motor vehicle is 
becoming more expensive each year. There 
are number of issues to consider:
n	 Length of ownership – The longer you 

hold a vehicle the more expensive it 
will become to run due to increased 
repair costs. Therefore you may look 
at a policy of owning a vehicle over 
a shorter period. Consideration will 
need to be given to the residual value 
of the car.

n	 Negotiate with the car dealer to ensure 
that you are obtaining the best deal.

n	 Type of vehicle – The type of vehicle 
will impact on the petrol consumption, 
insurance, the cost of repairs and the 
road fund licence cost.

n	 Remove all unnecessary mileage 
costs- it is essential that the pharmacy 
deliveries and travel between branches 
are planned to ensure that they are 
as economical as possible as well as 
delivering a good service.

n	 Having a clear policy on fines.

If you are considering purchasing a new 
motor vehicle due to the cost of your 
existing vehicle, the tax position will vary 
depending on whether it is a van or a car.  
A company van will qualify for the AIA 
as described above and therefore will be 
100% deductible against your corporation 
tax liability. If you looking to purchase 
a company car certain cars qualify for 
enhanced capital allowances and therefore 
you get up to 100% tax deduction of 
the cost if the cars emissions are below 
95g/km (2013/14 tax year).  The capital 
allowances rate drop significantly if the 
emission goes above 95g/km to either 
18% or 8%.

Insurance/subscriptions
Insurance is an area that you should 
review periodically to ensure that the 
arrangement is relevant and value for 
money. In doing this you should ensure 

that the insurance provides you the 
right pharmacy cover and is not just the 
cheapest.

Other items that some pharmacies pay 
for are subscriptions. It is important to be 
clear which ones the pharmacy will pay for 
staff, if any as they can add up to significant 
amounts.

Property/Establishment costs/ Light and 
heat
Establishment costs are an area where 
there is often less opportunity to make 
savings as many are not negotiable. 
However there are still some areas to 
consider:
n	 Review lease terms. This includes 

looking at rent review periods and 
how they are assessed. As a tenant, 
longer periods between reviews can 
be advantageous in a rising rental 
market.

n	 Review of light and heat costs. This 
should be reviewed periodically to 
ensure that you are achieving the best 
deal from your supplier.

n	 Plan for repairs to ease cashflow. 
As stated earlier discuss your plans 
with your accountant in advance in 
order to maximise the tax position 
and to budget your cash expenditure 
appropriately.

Computer 
Computer costs will largely depend on the 
system you use and the terms agreed with 
the supplier. The most important aspect 
is that you are deriving value from your 
system and extracting key data to manage 
your pharmacy. The main decisions are in 
relation to:

n	 The number of licences required.
n	 The level of maintenance agreements 

versus the cost of fixing problems as 
they occur.

Printing, postage and stationery
These costs mount up especially if you 
undertake lots of marketing activity. 
Technology can be important to reduce 
costs and improve communication with 
patients.  For example some printers are 
very cheap initially to buy, but the high cost 
of replacement toner cartridges meant 
that a more expensive printer, but with 
cheaper toner cartridges could have been 
better.

Telephone
This is a cost that has increased for many 
years, not only due to direct call costs but 
also IT requirements and internet costs. 
Savings can be achieved by considering:
n	 Regularly reviewing tariffs and driving 

the best deal possible from the 
telephone operator who will have 
targets to meet.

n	 Minimise personal phone calls from 
the pharmacy.

n	 Consider the level of back up/
maintenance.

Advertising
This is an area where it is important 
to have a clear strategy. Money can be 
easily spent on “ad hoc” projects and 
these mount up. If in doubt get help from 
experts. Some areas to consider include:
n	 Reducing content in the yellow pages 

and directing money to online search 
engines or to developing your own 
website.

n	 Utilise IT effectively to communicate 
with patients e.g. advertise any 
upcoming sale of retail stock online.

n	 Review where you are advertising; is 
there a better local magazine/paper to 
advertise in? 

Most importantly avoid a scattergun 
approach accepting every approach to 
advertise.

Bank and credit card charges
Review your bank and credit card charges 
as they can sometimes be reduced by 
changing banks or going through a buying 
group who may have special rates with the 
banks.

At Hazelwood’s we offer our clients a 
benchmarking service each year where we 
review the performance of your pharmacy 
against our benchmark. If you are 
interested in this service or wish discuss 
any point in this article please contact:


