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ABSTRACT
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ABILENE, TEXAS

A Problem-Solving Thesis Submitted to the Faculty of Eavlor
University in Partlal Fulfilliment of the Requirements for
the Degree of Master of Hospital Adwministration

by
Major Jamses Ce Carter, VC

August 1976 72 Pages

A copy of this document may be obtained from Xerox Unlversity
Microfilms, 300 North Zeeb Road, Ann Arbor, Nichigen 48106,

The purpose of this study was to determine the best
method of providing pharmascy services for the proposed Pro-
fesslonal Office Building, Hendrick MNemorial Hospital,
Abllens, Texas.

The predicted pharmacy business that would be created
by the opening of the bullding was developed. The current
hospital pharmacy was evaluated to determine its capability
of handling the new worklcad. Five alternative methods for
provisions of pharmacy service in the building were analyzed.
These included variations based on space purchased by a firm
or individual, space leased by a firm or individual, or a
hospltal operated pharmacye

A phermacy operated by tbhe hospital with & mansger
raid a minirmim salary or a percentage of net revenues, which-
ever was greater, was recommendede
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CHAPTER I

INTRODUCTION

Historical Development of
Hendrick Memorial Hospital

From a modest begimnning in 1924, Hendrick Memorial
Hospital bhas developed intoc a major medical center serving
i'egional as well as local health needs. The hospital opened
in 1924, chartered as West Texas Baptist Sanitarium. At
that time, 1t was a modern 75 bed hospital, and it provided
the first hospital services to the Abilene area.’ The orig-
inal bullding 1s shown in Appendix A.

For its first twelve years, the hospital struggled
financially. By 1936, it seemed that it would have to
closes Mr. and Mrs. Te Ge Hendrick rescued the hospital
with donations to pay off outstanding debts and to provide
for expansion of the existing facilities. This eleemosynary
act prompted the Board of Trustees to vote to change the
name of the hospital to Hendrick Memorial Hospital.z

The Hendrick Wing was to be the first of many major
expansion programs that were to characterize the growth of
Hendrick Memorial Hospital. The completion of the latest
expansion program in 1972 which included the four and one-
helf million dollar Collier Surgery Bullding brought the
estimated value of the complex to thirty million dollars.®

¢ 3




In recent years Hendrick had begun to enjoy its
status as a reglonal medical center. It had a 500 bed
oapacity with an operating level of 400 beds. It operated
the oenly community blood bank and 24 hour emergency room
in Abilene. Its training programs included a diploma school
of nursing (RN), a school of licensed vocational nursing
(LVN), various technician training programs, a pharmecy
internship, and an administrative residency in health eare
administrations It adopted a corporate structure of man-
agement in 1973.%

The current expansion project was expected to cost
five million dollsrs. The office building portion was cur=-
rently planned to include the pharmacy that prompted this
study.s Appendix B shows the current facility and the pro-
posed expansion. The many expansion projects of the past

are described in the legend of Appendix B.

Conditions Prompting the Study

This study was prompted by the desire of the admin-
lstration of Hendrick Memorial Hospitel to continue to pro-
vide quality medical care whille holding costs at & mininum,
A pharmacy located in the proposed professional office
bullding appeared to be a potential source of revenue for
hospital operationse.

A five million dollar expansion program had been
proposed in a continuing effort to serve Abilene and the




surrounding service area. The professional office bullding
was included in this expansion. Two primary objectives of
the hospital were served by the proposal of the office build-
ing. It was planned to recrult needed speclalists to the
Abilene area, particularly internists, and to bring physi-
clans closer to the patients they admitted.

Another objJective of the hospital which could not be
ignored was its continued financial health. Its capacity of
500 bads was not being utilized at the time of the study.

Its operating capaclity had been reduced to 400 beds, and a
further bed reduction was being contemplated. It was hoped
that physiciens present in a new professional bullding would
admit more patients to the hospital. If the needed internists
were recruited to the Abllene area and into Hendrick's office
building, these physicians would be expected to utilize diag-
nostic and treatment departments of the hospltal that were
revenue producers such as laboratory, radiology, pharmacy,
physical therapy, and inhalation therepye.

While the diagnostiec and medical specialties would
have served to enhance the hospital's financial objectives,
these speclalties were also known to be the most desirable
for supporting a pharmacy. Although professional office
buildings have traditionally included pharmacies, no pub-
lished studles were avallable that described profitability
of these pharmacies from a hospital's point of view.®




Statement of the Problem

The problem was to determine the best method of pro-
viding pharmacy services for the proposed Professional Office
Building, Hendrick Memorial Hospital, Abilene, Texas.

Objectives

The objectives of the study were to:

l. Anticipate prescription business to be generated
by the opening of the Professional Office Building.

2. Evaluate adequacy of the existing pharmacy in
hospital to handle projected workload from the Professional
Office Building.

3« Analyze the alternatives snd select the best
method for providing pharmacy services to the Professional

Office Bullding.

Criteria

Criteria used to analyze the alternative solutions
available to the hospital were as follows:

l. Any pharmacy operation in the Professional 0Of-
fice Bullding must be self-supporting when the operaticn
matures.

2. The selected alternative must meet applicable
local, state, and federal regulations.

3« It should enhance or at least maintain current

hospltal-commnity pharmacist relations.




Limitations

The limitations imposed on this study were as
follows:

l. No contact was allowed with the Taylor County
Pharmaceutical Associstion or any local phermacists outside
the hospitale.

2. Taxable status of the pharmacy wasz not con-
sidered since this issue should be resclved only through
competent legal advice.

3¢ No potentisl tenants who would generate & phar-
wacy worklcad were interviewed since none have been

1dentified.

Assumptions

For the purposes of this paper it was assumed that:

l. Necessary manpower can be rscruited to staff the
pharmacy under the selected alternative.

2. Space will be allccated for a pharmacy in the
construction projecte.

S« Financlzal data developed for 1975 will bs ade-

guate to represent future trends.

Research Methodology

The followling research methcds were utilized in
collecting, evaluating, and analyzing dats for use in this

study. The literature concerning pharmscies in professional




office bulldings, hospital operation of professional office

buildings end outpatient pharmacy services 1ln hospitals was
reviewed for applicability to the problem. Hospital plans
for the project were used to assist in developing cost and
operational data. Informal interviews were conducted with
the administrative staff of the hospltal and other individ-
unls outside of the hospital with expertise in the area.
These interviews were used to develop datz on hospital objec-
tives for the project, to draw expert information omn project
requirements, and to ellcit individual opinions on alternative
feasibilities. ter lccating hospitals through personal
contacts, a survey and persoralized cover letters were sent
to facilities identified as having professional office bulld-
ings with pharmacies. This survey was used to develop ex-
rerience data on this type of a facility. The survey form
1s included as Appendix C.

Review of the Literaturse

Although phermecies have traditionally occupied space
in professicnal office bulldings elong with physicians, very
1ittle literature has appeared on the subjeot.7 Addltion-
ally, hospitais have constructed many of these buildings ad-
Jacent to their other facilities. These have often included
pharmacles operated in various ways. No published material
was located that explored the alternative methods of oper-

ating these pharmacies. The review of the literature was
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limited to those areas surrounding the problem that can be
interpreted as applicable.

Pharmacles in professionsl office bulldings

Pharmacy business generated by physicians in a pro-
fessional office bullding has been extremely difficult to
predict. Accurate prediction of prescription business gen-
erated by a group of physiclans has been limited unless
their specialty mix was known. Medical speclalties have
treditionally writtep more prescriptions than the surgical
specialties.s Based on national data from 1969, the aver-
age number of prescriptions filled per physiclan per year
was about 7,000. Dr. Paul C. Olsen predicted that a phar-
meey in a professional office bullding might be expected to
£ill 16 to 20 per cent of the prescriptions written by the
physicians in the building. This was based on his experiences
as a professor and consultant in pharmacy administration.
Assuming that the occupants of the building would match na-
tional averages for prescription writing, each physician
would generate sbout 1300 prescriptions per year for the
pharmacy to £111,.9

Data accumulated by the Lilly Digest - 1974, best

represented pharmacy activity in prescription-oriented
pharmacies for 1973.10 These bave been described as "epoth-
ecary type," "professional type,"™ and "pharmaceutical cen-

ter type" pharmacies. They are distinguished by having more
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than 50 per cent of sales generated by prescription activity
end by occupying less than 1200 square feet of floor space.
Nearly 50 per cent of the pharmacies identified in this
group had prescription sales equlvalent to over 75 per cent
of revenue, and most of these pharmacies were locaﬁed in
medical office bulildings. Characteristics of this group
were limited floor space (average of 733 square feet) and
high rent (average of $9.06 per square foot per year). The
pharmacles averaged 84.9 per cent of sales as prescriptlions
and filled approximately 90 prescriptions per daye. Of the
prescription-criented pharmacies, those with over 75 per
cent of sales in prescriptions showed the highest inoconme
for a prOprietor-pharmacist.ll No data was provided on the
nmumber or types of physicians served.

Hospltal operation of professional office bulldings

The first hospltal-erected medical office building
was opened in 1928 by Baptist Memorisl Hospital in Merphils,
Tennessee.1% The presence of physicians'! private offices in
or adjacent to hospitals had been found to be mubually bene-
ficial for hospitals, physicians, and patients.l3 In a 1958
study, there iere 101 non-profit short term hospitals in the
Unlted States identified as providing office space for pri-
vate physicians. Of these, 34 were in a separate wing or
building constructed or purchased for offices by the hospi-
tal.14 The trend of physiclans lccating in or near hospi-

tals had increased in more recent years.l5




Outpatient pharmacy services in hospitals

There had been a trend in recent years of increasing
use of hospital based outpatient services. Thess increases
had necessarily led to increased use of outpatient pharmacy
sorvices in the hosplital. Since outpatient pharmacies had
simllarities in services and problems that might be expected
in a professional office bullding operated by a hospital,
this area was investigated.16

Several reasons have been proposed to explain the
insreased use of hospltal based outpatient services includ-
ing the pharmacy. Feople have ldentified the hospitsl as
the primary provider of health care. This was felt to be
dve to a decrease in primery care physicians and a mobile
patient population that had no famlily physioian.17 Histor-
ically, medically indigent patients had used hospital out-
patient services in charityhospitals.l8

Pharmacy services for outpatients had normaslly been
provided to three categories of patients in hospitals. Med-
ically indigent patients had been provided medications that
were totally or partially financed by public and private as-
sistance programs. Hospital employees had often been pro=-
vided discounted drugs as a portion of employee benefit pro-
grams. Private patients seen in the hospital had besn of-
fered pharmacy service on a retall basls as a convenience

service. Additionally, some investigational drugs used and




10

dispensed by hospitals had been unavallable in community
pharmacles. The only category that had caused controversy
between communlty pharmacists and hospital pharmacists had
been the private patient that received retail, outpatient
pharmacy service.19
In response to state board of pharmacy actions that
would have prohibited hospital pharmacists from dispensing
medications to outpatients, hospital pharmacists objected.
As a response to these actlons, the American Society of Hos-
pital Pharmecists adopted the followlng resolution in 1960C.
Resolved that the American Socilety of Hospital Phar-
maclists, in annusl convention assembled, asserts and
believes that hospital pharmaclsts have unquestion=-
able and unchallengeable moral, legal and ethical
rights to serve patients, both indigent and non-
indigent, by filling prescriptions written by members
of the hospital's medical staff for outpatients.20
In 1964, the "Commission of Outpatient Dispensing"
was formed jointly by the American Soclety of Hospltal Phar-
maclsts and the American Pharmaceutical Assoclation to re-
solve problems existing between hospital and community
pharmacies. The American Hospltal Assoclation and the
American Medical Association werelinvited to join in ths
study in ﬁhatvthen.became the "Commission on Pharmaceutical
Services to Ambulant Patients by Hospitals and Related
Facilities." The findings of the commission were published

as the Challengs to Pharmacy in Times of Change in 1966.21

A position reflecting agreement between the American
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Pharmaceutical Assoclation and the American Sccilety of Hospi-
tal Pharmacists on outpatient dispensing resulted. Prescrip-
tions generated for private patients in the hospltal could be
filled by the hospital pharmacye However, prescriptions of
private patients generated outside of the hospital should
not be filled by the hospital pharmacy.>c

Although the issue of who may be provided outpatient
pharmacy services by a hospital pharmacy had been resolved,
other issues had continued to plague hospltal operation of
outpatient pharmacies and to strain relationships between
hospital and community pharmacists. Two legal decislions
issued by federal courts in recent years could be expected
tb impact on hospital pharmeacles or hospital owned phar-
macies. ‘

In December 5, 1973, the Unlted States Supreme Court
upheld a North Dakobta statute that restricted majority ownsr-
ship of pharmacies to registered pharmacists.23 This par-
ticular statute included a clsuse which stated that the pro-
visions "shall nct apply to hospital pharmacies furnishing
service only to patients in such hospital."24 This exemption
was not addressed by the court, but the North Dakota statute
would be expected to become a model for other states to
follow.®5 It would be reasonably assumed that, should a
similer law be passed in Texas, even with the hospital
exemption, a hospitel owned pharmacy in a professional
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office building would be 1llegal.

More lmmediate, natlonal impact was expected from
the ruling of Unlted States Court of Appeals for the Ninth
Circult on December 26, 1974. This court ruled that non-
profit hospitals could not dispense to outpatients, medica-
tions purchased at hospital prices lower than those availe-
able to retall pharmacies. In the ruling, the court defined
the following classes of patients to whom the lower priced
drugs could not be sold:

a. Take home prescriptions to departing inpatients.

b.. Renewal of prescriptions to former inpatients.‘

c. Dispensing to outpatients for home use.

d. Sales to hospital employees, students, or physi-
cians or to physicians for use in their private practices.

e« Sales to walk-in customers who are not hospital
patients.

This ruling did not prchibit hospitals from selling medica-
tions to the above classes of patients, but it did state
that drugs bought at prices discriminatory to retaill drug-
glsts could not be sold to thosse patients.26

Summa ry |

' The non-avallability of literature on alternative
methods of operating pharmscies in medlecal office buildings
restricted the review of the literature to related subjects
that impacted on the study. It was found that pharmacies
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wore commonly located in professional office buildings, but
that data on business generated for this type pharmacy was
limitede It appeared that many pharmecies operatsd success-
fully in these surroundings, but the sources of workload were
not stated. Similarly, hospitals had operated professional
office bulldings for a number of years with apparent mutual
value to hospitals, physicians, snd patients alike. Phar-
macles were not addressed in these sources. Outpatient
pharmacy services in hospitals had been well addressed in

the 1literature. Conflict was noted between community phar-
mocists and hospitals and thelr hospital pharmacists. Two
court rulings had clouded the issues to the point that hos-
pital operation of a pharmecy in a professional office builld-
ing could be interpreted as illegal. Additionally, a ruling
on drug dispensing complicated accountabllity of materials |

for hospital owned, outpatient pharmacles.
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CHAPTER II

DISCUSSION

General Information

The area surrounding Hendriclk Memerial Hospital had
already reflected the trend of physicians and accompanylng
pharmacists to locate near major hOSpitalSol The hospital's
proposed venture was intended to continue and enhance this
trend. Observation of the area identified approximately 40
physicians and dentists practicing within two blocks of
Hendrick Memorial Hospital in various types of office ac-
commodations including individual offices, specialty groups,
and one medical office building.

The medical office bullding was located directly
across North 19th Street from the proposed professional
office bullding (see building 20, Appendix B). Twenty-
elght physicians and a community pharmacy were located in
the buildinge. The building was ommed by its occupants, in-
cluding the pharmacist who operated the pharmacy. The pre=-
dominance of the occupants in this building and of the prac=-
titioners in other facilities in the area were of surgical
specialties. Purchase of the medical office building was
once considered by Hendrick Memecrilal Hospltal as an invest-

ment. However, the two partles were not able to agree on
terms of sale.

16
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At the time that the purchase of the medical office
building was considered, the pharmacy appeared viable and
very successful. More recently, the pharmacist/proprietor
had continued to operate the pharmacy successfully. In
addition to this pharmacy, a discount drugstore was located
next to the medical office bullding. This firm also ap=-
peared to have a viable pharmacy business based on parsonal
obzervation and the knowledge of the chief of the hospital
pharmacy.2 Since contact with local pharmacists was pro-
hibited by the administration of the hospital, exact business
eactivity of these firms could not be determined. This con-
tact was prohibited primarily because the hospital did not
want to be concerned with inguiries from local phsrmacists
during the conceptual plamning for a pharmacye It did appear
that both firms were falrly low volume operations (less than
100 prescriptions per day), but successfully operated. Both
seemed to typify the characteristics expected of their modes
of operation, 1.8., the pharmacy in the medicsal office build-
ing competed with service, where the discount pharmacy com-
peted with price reputation. The medical office building
pharmacy devoted most of its space to prescriptions, and the
discount phermacy used much of its space for non-prescription |
business.

In the conceptual phase, Hendrick Memorial Hospital
did not intend to compete with either the prafessional
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offices in the area or the local pharmacies. Thelr earlier
stated intent was to bring more physicians to the hospital
area, particularly those in medlcal dlagnostic and treat-
ment specialties. Their purposes would not be served by
luring physicians away from bulldings already located in the
area. Additionally, the expected rental rate of §7.20 per
square foot of floor space per year needed in the proposed
building would be unlikely to draw many local physiclans from
eguivalent facilities in the Abilene area with average charges
of $4.80 per square foot of floor space per year.sf4 With
this in mind, pharmacy business generated by these physicians
would heve been additive to that already in the area.

. Development of Pharmecy Business

The proposed professional office building at Hendrick
Vemorisl Hospital was expected to house approximately 35
physiciens. Among this totel, it was expected to have at
least six internists and hopefully more. Other primarily
medical speclallists, such as dermatolegists, allergists, end
otolaryngologists were alsoc intended to be included.® Some
office sultes will surely have beer occupled by menbers of
the surgical specialties, but this group will not have been
erphasized. They were already well represented in the im-
medlate vicinity.

Prescription business

The prescription business received by a pharmacy in
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a professional office building would have been dependent on
several factors. Included would have been lccation of the
pharmacy, buying hebits of the patients, and prescriptions
written.b

The conceptual architectural plan of the building had
located space for the pharmacy between the front door of the
building and the elevators. Patients would be required to
pass by it when entering or leaving the bullding. The loca-~
tion was also exposed to the outside of the bullding poten~
tially allowing customers convenlent walk-in access from
outside the bullding. The proposed locatlion was considered
excellent. The possibility of a drive-in window was dis-
cussed, but driveway access expense was considered excessive
for its value.!

Prescription customers would shop for convenience,
habit, service, or price. The pharmacy in a professional
office bullding could not have competed with the dlscount
pharmaclies on price. The discounter would have had volume
purchasing and cheaper floor space on its side. The success~
ful professional office building pharmecist would have used
the other three factors to his advantage. He would have
filled the convenience prescriptions and provided excellent
service to develop &« customer habit. Reputation would then

have stimulated the growth of his business .S
In 2 proposed facility, the business generated by
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the physicians rmst be the primary factor considered in de-
termining potential prescription business. Using the figures
presented in Chapter I, 35 physicians, with a speclalty mix
that represented the national average, would write 245,000
prescriptions per yeer. If the pharmecy filled 18 per cent
(average of Dr. Olson's predicted 16-20 per cent) of those
wriltten, this would be 44,100 prescriptions fillled per year.
This would be approximately 150 prescriptions per working
day.g The author previously referenced indicated that a
pharmacist practicing good marketing techniques could fill

10,11 A consultant

50 per cent of the prescriptions written.
gmployed by a pharmsceutical firm also indicated that 50 per
cent of the prescripticns could potentially be filled by the
pharmaoy. He also stated that a heavy presceription writer
(en internist, obstetriclan, or general practitioner) would
write about 60 prescriptions per day. Concelvably, six in-
ternists would write 360 prescriptions per day, of which a
pharmacist might £i1l 180 as a maximmm.l2

With background data provided, a rather arbitrarily
based evaluation must have been developed to determine a
working figure of new prescriptions generated in the area that
might be expected to be filled. Since the medical special-
tles were expected to predominate among the 35 occupants of

the bullding, the annual prescriptions written were increased
by 6 per cent for a total of 280,000. With a range of
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estimates from 16 to 50 per cent f£ill, a rather pessimistic
figure of 23 per cent was chosen to represent percentage of
prescriptions that might be expected to be filled. TUsing
300 working days per year, approximately 200 new prescrip-
tions per day with a reasonasble chance of being filled in
the area, would be generated. Thls figure should not be
construed as an exact figure, but only as an estimate of po-
tentlal workload generated. Additionally, this figure was
not entirely supported by data retrieved from a limited sur-
vey (see Appendix D).

Adecusasecy of Existing Hospital Pharmecy

The hospltal pharmacy was considered for its adequacy
in handling workload generated by the professional cffice
building. Among the factors considered in the evaluation
were location, design and space limitations, services cur-
rently provided, and legal and ethical considerations.

The hospitel pharmecy was located on the fifth floor
of the service wing of the hospital (see building 6, Ap-
pendix B). Access to the pharmacy from the proposed build-
ing (see bullding 20, Appendix B) would be accomplished by
valking from the main floor of the building across an open
area to the present hospitsl. Negotlation of a maze of cbr-
ridors and an elevetor was required once in the hospital to
resch the phsrmacy. It took this writer three days in the
hospital to be able to accomplish this trip without corfusion.
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A patient, often already in a confused state, presumably
would encounter similar difficultye. Once directions were
known, the trip could be made in about ten minutes.

The phermecy was designed primarily tc serve in-
patient needs. The limlited outpatient service that was
provided was accomplished through a pass-through window to
the hallwaye. No waiting area was provided. Prescriptions
were filled for outpatients on one counter in the pharmascy.
This counter was 1n space shared with that used for inpa-
tient prescriptions. No excess space was located in the
phermacy ares that could have been used for a separate out-
patient prescription filling and dlispensing operation.

Approximately 30 outpatient prescriptions were
filled daily from the hospital pharmacy. Most of these were
dispensed at a discount to employees. Two to four a day were
dispensed to departing inpatients upon the attending physi-
clans' requests. The filling of these prescriptions was con=-
sldered a nuisance because 1t occupied 30 per ecent of ons
registered pharmacist!'s time and required the stocking of
epproximately $6,000 extra inventory to meet packaging re-
quirements.l3

Should the ruling of the United States Court of
Appeals for the Ninth District concerning the dispensing of
medications to outpatients be upheld, hospital pharmscies

dlspensing to outpatients would have to set up separate
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purchasing, control, and dispensing mechanisms for these
drugs. This would impose added costs on the pharmacy.14

Based on the position taken by the American Pharma-
ceutical Association and the American Society of Hospital
Pharmacists, a fine line had existed on the ethics of dis~
pensing medications by the hospital pharmecy to outpatients
from s separate professional officse bulldinge. This may or
may not have been interpreted as prescriptlons generated in
the hospita1.15

Based on the limitations set forth in the previous
paragrephs, it appeared ﬁhat adequate outpatient service to
the professional office bullding could not have been provided
by‘the existing pharmacye. Additionally, a productive spinoff
could be realized by the hospital pharmecy with the opening
of a pharmacy in the professional office building. The hos-
pltal pharmscy could have discontinued outpatient service
altogether, This would have eliminated {6,000 in stock and
freed counter, shelf, and floor space in the pharmecy for
more productive effort. Thirty per cent of a pharmacistls
time would be freed for use in more productive hospital pro-
grams such as IV additive, unit dose, and clinical pharmacy

programs.

Analysis of the Alternatives

Pharmacies located in hospital constructed profes-

sional office buildings had operated through various
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arrengements. The most common of these identified through
the survey and direct contacts were as follows: the hospital
operated the pharmacy elther directly or through a founda-
tion, the hospital leased space to an individual or firm to
operate the pharmacy, or the hospital sold space to an indl-
vidual or firm to operate the pharmacys These methods of
operation and their variations were analyzed to determine
their applicability to the current situation.

Gereral information

Five alternatives for operation of the pharmacy in
the professional office bullding were considered. These
woere based on the three primary methods of operating these
Tacilities that were mentioned above. The alternatives
chosen for analysis were as follows:

ae The hospital could sell the space allocated for
the pharmacy to a firm or individual. '

b. The hospital could lease the space sllocated for
the pharmacy to o firm or individual for a set rate.

¢ce The hospital could lease the space allocated
for the pharmacy to a firm or individual for a minimum rate
or a percentage of the gross revenus, whichever was grester.
: de The hospital could operste the pharmacy them-
selves using a mamager pald s minimm salery or a percentage

of net revenue, whichever was greater.

es The hospital could operate the pharmacy
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themselves using a salaried manager.

For analysis of the alternatives, several groups of
data were developed.

A questiomnaire that was sent to hospltals identi-
fied as having pharmacies in professional office bulldings
had its results summarized in Appendix De. As can be readily
seen from the summary, there was extreme variation in the
informtlon received. Although the small sample would have
made statistical analysis of little value, the variation
sppeared to make one polnt-~prescription activity cannot be

predlcted with much accuracy based on the number of occu-

pantss In thls case, the number of prescriptions filled per
occupant per day varied from 0.29 to 8.00. This survey also
showed a preponderance of hospltal operated pharmacies
although this pattern was not supported by other contacts,

In the financial analysis of the various alternatives,
seversl levels of prescription activity were examined because
of the variability in the survey results. Those chosen were
200, 100, and 50 prescriptions per day. The highest number
was selected because this level would represent an extremely
successful pharmacy under any alternative and would probably
not be exceeded in the setting of the problem. The middle
level represented what was considered %o be a good prescrip-
tion business, and it approximeted the average number of
prescriptions fillled in this type pharmacy.15 The lowest
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level was chosen because it represented the minimum activity
required to justify the presence of a pharmacy.lG'lv Based
on the survey results, interviews with Dr. Olsen, Mr. Fray,
Mr. Moore, and Mr., Chandler, snd the literature reviewed,
estimated probabilities were assigned to the varlous levels
of prescription activity of each alternative for computation
of expected values. These sources revealed that a commnity
pharmacist with incentive reimbursements could have expected
performance at the levels shown for the leased or purchased
~alternativea. The pharmacist would be motivated to provide
physiclians with drug information and prescription pads., He
also could be expected to develop a good client/pharmacist
relationship. The manager in the hospital owned pharmacy
would have been less likely to offer these prescription build-
ing services. The manager for the hospital recelving a per-
contage of the net revenue would be motivated to work toward
the higher prescription levels because of monetary incentives.
At the lower levels of prescription activity, his reimburse-
ment would have been his guaranteed minimum and not of any
incentive value. It was concluded that his performance at
the two lower levels would be equally likely to occur. The
salaried mamager would not have perceived any significant
reward for better performance. He would not have been moti-
vated to practice marketing techniques that would have posi-

tively influenced prescription business such as the previous
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alternatives. His performance could be expected to be sig-
nificantly poorer in the pharmacy and the probabllities were

18,19,20,21 e probabilities are shown

accordingly reducede.
in Appendix E.
Using the sources as summarized in Appendix F, an
estimated income statement was prepared for each alternative
at the various levels of prescription activity previously
mentioned (see Appendixes G, H, I, and J). Under the income
statements, the expected values were caleculated. These
statements were developed based on summary data in the Lilily
Digest - 1974.22 Averages from this source were used except
vhere data was known or where the alternative required varia-
tion. The péice per prescription was adjusted from $4.72 to
$5¢25 to allow for inflation since the report was published.
Wages and salaries were based on estimates provided by Mr.
Lamar Moore, Jr., who owned several pharmacies in Abilene and
other Texas cities.2® Rent or mortgage payments were based
on data developed for the entire building by Hendrick Memorial
Hospltal, with the exception of the lease based on a percent-
age of gross revenue.24 In the case of a hospital operated
pharmacy, indifect costs were developed for use where eppro-
priate end are explained in the next paragraphe Other ex-
penses were based on the Iilly Digest - 1974, with adjust-

ments for services to be provided by the hospital in rental

fees, mortgage payments, or indirect costs.<°226:27 me
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expected values for the various management alternatives are
sumearized in Appendix K.

Indirect costs and marginal indirect costs were
developed in conjunction with the hospital accountant.?® The
depreciated building, interest, plant operation, housekeep-
ing, and security costs were computed but not considered in
the alternatives with one exception because they were constant
and equally applicable to each alternative. In the case of
the hospital operated pharmacy with the manager'!s salary
btased on net revenue, these costs were considered for deter-
mination of his salary because he would have been responsible
for recovering them for the hospital. They were not, how-
ever, considered as expenses o the hospltal. The annual
anount of these indirect costs was computed to be %6,779.29
Marginal indirect costs that would have been applicable in
hospital owned alternatives but not in leased or purchased
alternatives were considered as expenses for‘the hospital
owned alternatives. These were administrative and general
and materials management costse It was recognized that the
marginal costs might have impacted quite differently from
the current nmultiplier as used by the hospital, but there
was no accurats way of predicting the actual chenge in mar-
ginal costs. Therefore, the hospitall's current mltiplier
was used. The marginal indirect costs at each level of

proscription activity are presented in Zprendix L.




29

Pharmacy operated in space purchased by firm or individual

This alternative would have been simple for the hos-
pital to implement. A satisfactory buyer would be located,
financing would be arranged, and a services contract would be
nogotiateds It was determined to be self-gupporting at all
levels of activitye. The expected value to the proprletor was
$46,895.50 per year (see Appendix G). The profit motive
would be an incentive to the pharmecy. It would be operated
under applicable local, state, and federal laws like any other
community pharmacye. It would not be hampered by purchasing
requirements laid down by the United States Court of Appesals
for the Ninth Circuit.30 Since it was a method preferred by
mony community pharmacists, it would be expected to enhance
hospi tal-cormunity pharmacist relations.31

On the negative side, no continued net revenue would
be generated for the hospitale Control of the operstion would
have been lost for all practical purposes. An occupant that
proved undesirable would have been very difficult to dislodgee.

Arrangements for the pharmacy to £ill discounted out-
patient prescriptions for employees would have been difficult
to accomplish and enforce. Should a law similar to that in
North Dakota be passed in Texas, non-pharmacist ownership of
this facility would have become illegal.52 If the ocdupant
was unsuccessful in the business, a foreclosure could have

left the hospital without pharmacy services in the building




30

for an extended periode.

Phermacy operated in space leased by a firm or indlvidual for
& set fee

This type operation would be expected to have very
similer implications to the one sbove. A pharmacist could
start & business here with a limited outlay of capital. The
leased pharmacy also was self-supporting at all levels of
activity and had an expected value of $46,895.50 per year
for the proprietor (see Appendix G)e It would not be ham-
pered by laws that might affect a hospital operated pharmacy
in drug purchasing.®® It is also a commonly used arrange-
ment for cormunity pharmacists and would be expected tec en-
hance hospital-commnity pharmacist relations .o

As with the purchased facility, no continued net
revemue would be generated for the hospitale The lease pay-
ments would only be expected to cover operating costs of the
facility.ss Control would be limited, although not loste
Termination agreements could be written into the lease. Dis-
counted prescriptions for employees could be arranged as part
of the lease agreement, but adequate service might not be pro-
vided without pressure from the hospltal administration. Non-
pharmacist ownership could also become a problem. The loss
of the tenant would mean a re-negotiation of the lease, but

interruption of the zervice would probably be less lengthy

than in the previous case.
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Pharmacy operated in space leased by a firm or individual
for a percentage of gross revenus

In this instance, the hospital would lease the
facility to a firm or individual for a minimum rate or a
percentage of the gross revenue, whichever was greater.

The minimum rate would be set to insure that the hospital
would not lose money. The six per cent of gross revenue

was esteblished because it was given as the going rate for
the sroa.°® A limited outlay of capital would be required
of the pharmaciste This pharmacy was also determined to be
self-supporting at all levels of activity (see Appendix H).
It provided an expected value to the proprietor of $35,351.80
per year and to the hospital of $4,943.90 per year. It pro-
vided net revenue to the hospital except at the lower levels
of prescription activity. The profit incentive to the pro-
prietor would have a spinoff to the hospital as indicated by
the expected value figures. As with the previously men-
tioned alternatives, the purchasing restrictions on hospi-
tals would have no effect.°’! It would be expected to’have
positive impact on hosplial-commnity pharmacist relations.

Its dlisadvantages would be similer to those of the
other lease agreement. Ono additional factor should be con=
- sldered here. Dr. Olsen indicated that some pharmacists felt
that this arrengement was a form of fee-splitting and as such
would be considered unethical.®® Mr. Moore stated that this
was commonly done in chain stores.®® This might have hindered




52

the leasing of a facility under this arrangement. Control,
discounted prescriptions, non-pharmacist ownership, and in-
terruption of service must be considered disadvantages for
the same reasons as the previous alternativee.

Pharmacy operated by the hosplital with the manager paid a
percentage of net revenue

The hospital would be responsible for operation of
the pharmacy, but a manager would be hired under an incentive
reimbursement programe. = He would be paid either a minimum
salary or a percentage of the net revenue, whichever was
groater. The minimum rate would be set to protect the indi-
vidual's income. The rate of 33 per cent of net revenue was
provided as the going rate for this arrangsmente Since a man-
ager being reimbursed under this system would have normally
been responsible for rent as an expense that reduced net
revenue, the annual indirect cost of $6,779 previously men-
tloned was subtracted from the net revenue shown in Appendix
I for the calculation of his salary.40 In this case, all
levels of activity appeared to be self-supporting (see»Ap-
pendix I). It provided an expected value to the manmager of
$18,154.40 and to the hospital of $29,422.60. Where the pre-
vious alternatives lacked control, control now would have been
very good. The lncentive to the manager was provided with an
emphasis on a high net revenue. All outpatient preseriptions
could be moved from the hoaspiltel pharmacy to this pharmacy
without any problems. This would have freed 30 per cent of s
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pharmacist!s time to accomplish other duties and $6,000
capital tied up in hospital drug inventory. Backup service
could be provided through employees of the hospltal prevent-
ing any interruption of service.

Negatively, the manager's incentive might not have
proven totally effective since prescription actlivity must be
maintained at a high level to get over the minimm. In the
event of very low prescription activity, the hospital would
have stood to incur a losse. The hospital would be prevented
from purchasing drugs for the pharmacy at favorable hospital
prices if the court decisions were upheld.41 In the event of
a_law similar to that of North Dakotas was passed 1in Texas,
the hospital could be determined to be an illegal owmer of
the pharmacy.42 Commmni ty pharmacists might have viewed
this operation as an encroachment on their business by the
hospital. Hospiltal-commmnity pharmaclst relations would not
be expected to be erhanced.4® If the pharmacy was performing
poorly, an excess of managewent time of the hospital adminis-
tration might be spent trying to solve provlems. Addition=-
ally, if it performed very well, personnel problems might
occur in the hospital pharmacy. This might generate hard
feelings if a director of pharmescy discovered that he was
moking less money than a pharmacy mansger thet he supervisede.

Pharmacy operated by the hospital with a salaried manager

As with the previous alternative, the hospital would
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have complete control of the pharmacye Thls alternative was
self-supporting at all levels and generated expected values
of $15,600 for the manager (his salary) and $23,301.40 for
the hospltal anmually (see Appendix J). Outpatient prescrip-
tions could be moved from the hospital pharmacy with the
seme benefits as the previous alternative. No service in-
terruptions would be anticipated because of backup from the
hospital pharmacye. Personnel problems should not be encoun-
tered because of perceived inequitable pay.

In addition to the other disadvantages mentioned for
a hospital operated phermacy, this alternative had another
serious defect. No monetary incentlve was offered for good
performance by the managere. He could be replaced for poor
performance, but this would be considered a negative incen-
tive. A pharmacy operating irn this mammer might £ind itself
‘ accomplishing a very low workload at considerable expense %o
the hospitale The disadvantages offered for the other hospi-
tal operated alternative, with the exception of the personnel

problem, would also be a consideration here for the same

reasons.
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CHAPTER III

CONCLUSICN AND REGCOMMENDATIONS

Summary and Concluslon

Provision of pharmacy services in the proposed pro-
fessional office bulldling has shown need for consideration
of several factors. The development of new pharmacy business
showed the nesed for additional pharmecy services in the areae.
The evaluation of the present hospital pharmacy indicated
that the capabillity of providing thls service was not present
in that facility and that it would not be practical to expand
the facility for this service. Five alternatives were pro=
posed that could feasibly furnish this service from a facility
located in the proposed building. Analysls of these alterna-
tives indicated that each had merits and drawbac?s. Each met
the criteria of this study but within varying degrees of
performance.

All of the alternatives were determined to be self-
supporting at predicted levels of pharmacy business. Both
hospital owned alternatives had high expected value figures,
but they also had a potential for causing a loss to the hos-
Pital if the pharmascy business fell too lowe Their values to
the hospital were considered to be less than the expected
value because of the risk of a loss. The alternative with

the manager paid on an incentive basis had an appreciably
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higher expected value than the alternative with the salaried
manager. The alternative of leasing space for a percentage
of gross revenue produced a lower expected value than the two
previous alternatives, but it also avoided the risk of oper-
ating at a loss to the hospital. The value to the hosplital
was felt to be similar to the expected value but still of
significantly less value than the wvalue of the two previous
alternatives. The alternatives of selling space or leasing
it for a set fee produced no continued net revenue to the hoa-
pital. Although the risk was low for the hospital in these
alternatives; no economic profit could be expected.

From the standpoint of legality, each alternative
could be operated in accordance with the law. The hospltal
owned alternatives could be found illegal if Texas passed a
law similar to that previously referred to in North Dakotae.
They might also be required to set up complicated accounting
systems to separate inpatient and outpatient dispensinge.
These were considered potential disadvantages. The other
thrse alternatives encountered no such problems. They would
not be affected by the court rulings and were equally accept-
able from a legal viewpoint.

' The selected alternative should have maintained or
enhanced hospital-commnity pharmacist relations. The hospital
owned alternatives might have developed difficulty in meeting
this criterion. The commmunity pharmacists would have to be
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convinced that the hospital was not infringing on their
business. The hospltal would be required to mount efforts

to insure that this did not occur. The alternative of leas-
ing for a percentage of gross revenue might have encountered
difficulty while finding a tenant since some pharmacles did
not consider this an ethical arrengement. It was determined
to be a frequently used arrangement and should ultimately
erhance relationships of the hospital with community pharma-
cistes, The leased for a set fee and the purchased space
alternatives were determined to be preferred methods by phar-
macists and could have certainly enhanced hospltal=commnity
pharmacists! relations,

The financial data favored the hospital owned alterna-
tives, particularly the one with the menager palid on an incen-
tive plan. From the legal point of view, the leased or pur-
chased alternatives were preferred as belng less likely to
have problems. The leased or purchased alternatives would
also have had positive impact on hospital-commnity pharma-
cists! relations where the hospital owned alternatives would
have been likely to only maintain current relationships. In
spite of the fact that the leased and purchased alternatives
were preferred over the hospltal owned alternatives in meet-
ing two of the criteria, the financial differences Were con-
sidsred to be overriding in importance. The high expected

value of the hospital cwned alternative with the incentive
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pald manager made this an extremely attractive alternative.
Based on the comparison of the alternatives, it was determined
that the best method of providing pharmacy services for the
proposed Professional Office Building, Hendrlek Memorial Hos-
pital, Abilene; Texas was for the hospital to operate the
pharmacy using a manager paid a minimum salary or a percent-

age of net revenus, whichever was grsater.

Recomuendatlions

Based on the above conclusion, the following recom-
nendations were made:

l. Steps to implement the above concliusion should
be taken to include the identification of a sultable manager
and inclusion of definite pharmacy facillty planning in the
proposed building.

2. Other occupants of the building should be identi-
fied and surveyed to determine thelr prescription writing
habits to help determine when to open the pharmacy.

3« ILegal advice should be sought to determine tax
implications of this alternative.

4, Plans should be lnitiated to eliminate outpatient
preoscription service from the hospital pharmscye.

5. Programs should be developed for a more efficient
utilization of excess hospiltal pharmacy capaclty created by

the elimination of outpatient prescription service.
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THE ORIGINAL BUILDING

SOUR SRR RIFTY = = JUST THE BEG.INNING_!

A Christian Hospital, Owned and operated by the Baptists of Texas - -

Source:

Five stories, 75 beds, fire proof, steam heated,
hot and cold running water in each room, three
well equipped operating rooms, three modern
elevators, excellent nursing service, efficient
laboratory service, anesthetic service, well
equipped obstetrical department, capable
physicians and surgeons.

Qur doors are open to you, no matter what your
belief or creed.

Hendriok Memorilal Hospital, Our First Fifty Years -
1924-1974, Abllene, Texas.
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Hendrick Memorial Hospital
A Half-Century cf Growth

1. Original five-level building,
openrd Sept. 16, 1924
2. Sendrick Wing, four levels

ot of the T.G. Hendricks,

1936.

3. West Wing, four levels,
1943

£ “Annex’ Wing, 1945-454,
four levels (Entire stiuc-
ture raised 1o six fleors,
1949.50)

5 Northeasi Wing. six
levels, 195254,

6. "Service” wing, six-ievels,
with potient rooms vpper
floors, 1956 57

7. Dormizory for studant
nurses, 1958.59.

8. Cobalt instollution, 1957,
X-Ray extension 1960

9. Minnie L Anderson Buiid-
ing. sevan levels 1963.
(Admission, adminitrotive
offices, cmergency room
on first two levels )

10. Malcolm and Mary Meek
Children's Hospital, three
levels, 1966, School of
Nursing, Blood Bank.

11, Collier Surgery Building,
seven levels, 1971

12. Hendrick Chape!, 1971.

13

Leundry ond, Power
Plont. Onginal forilitiss
built in 1940, extensive
exponsions in 19505 ond
15701,

. Dietary Services ona

Central Receiving, 1972,
NEW/ PROJECT

Tower to connect Hen-
drick and Northeost
wings and house new
2levetors ond stoirwells
Additioncl entryway ond
labby to serve east part
ot plont

Two level strocture, ore
floor, clinicol and path-
ological loborotories
now in Anderson Build-
ing.

. Two-leva! structure, one

floor physical therapy
department

Two-level geriatrics build-
ing.

. Eight-level office buitd

ing. Ground level public
aating facilities, fop level
hotel-type rooms for
fanihes who nesd to be
neor patients.

NORTH 19th STREET

Source: Hendrick Msmorisl Hospital, Personnel Handbook, Abilsne, Texas.
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PROFESSTIONAL OFFICE BUILDING
PHARKMACY QUESTIONNAIRE

According to previous information recelved, the pharmscy
in the professional office building 1s operated by

a. the hospital directly or through another corporation
or foundation.

be an individual or firm in leased spacee.
~Ce an individual or firm in purchased spacee.

With this in mind, please respond to the following
questions:

l. Vhat is the average number of prescriptions filled
on a dally basis?

2 What per cent of total revenue does the prescrip-
tion business account for?

3¢ How many practitioners occupy the bullding served
by the pharmacy?

4. What is the breakdown by type of practice of the
occupants of the bullding (physlcians by speclalty, dentists,
podiatrists, optometrists, etc.)?

5. Do you feel that a reasonable number of prescrip-
tions written in the building sre filled in this pharmacy?

6. If not, how many more presecriptions can you reason~
ebly expect the pharmacy to get?

7. On wvhat basis dld you make the decision to operate
the pharmacy by the alternative method described above?

47




48

8. Are you satisfied with the above decision? If so,
why? If not, what would you do in a similar future project
and why?

9. Remarks if desired.

Thank you for your candid answers to the above
guestions. Any further comments or materials that you might
provide will be appreciatede. As noted in the cover letier,
your answers and comments will be confidentiale
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Number Percent
of Pre- of Total

ANALYSIS OF PHARMACY QUESTIONNAIRE

scrip- Revenue Number  Prescrip-
tions From Pre- of tions Per Medical Surgical
How Filled scrip- Practl- Dey Per Speclel- Special-
Facllity Operated Dally tions ticners Occupant ties ties Other#

1. Hospital 200 20 34 5.88 10 20 4
2e Hospital 100 95 73 1.37 30 40 3
Se Hospital 70 S0 47 1.75 24 23 2
4, Hospital 75 70 85 0.88 38 43 4
5e Hospiltal 30 55 103 0.29 NA NA NA
6o Leased 100 60 95 1.05 NA NA NA
7o Purchased 160 30 20 8.00 8 8 4

#Included non-clinical physicians, dentists, and optometrists
NA - Information not provided.
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ESTIMATED PROBABILITIES CF OCCURREHNCE
OF A GIVEN LEVEL OF PRESCRIPTION ACTIVITY

Management Alternative 200 Rx/Day 100 Rx/Day 50 Rx/Day

Leased or purchased 2 +5 3

"Hospital operated

Manager with
per cent of net o2 o4 o4

Salaried nmanager ol *d 6

52
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Revenue or Expense

Sales
Prascription

Other

Total
Cost of Goods Sold

Gross Margin

Expenses :
Wages and Salaries

Rent or Mortgage
Payments
Set fee
Percentage of
Gross Revenue
Hospltal Owned
Alternative

Other (Except
hospital cwned
alternative)

Hospltal Owned
Alternative

SOURCES OF INCOME STATEMENT DATA

Source of Data

Iilly Digest

Lilly Digest

Lilly Digest
Lilly Digest
Lilly Digest

Mr. Lamar Hunt, Jre.

John Karr
Lamar Hunt, Jr.

Mo
Mr.

Mr. Jerry Epperson

Lilly Digest

Lilly Digest and
Mr. Jerry
Epperson

Factor Usedl

Price per preserip-
tion edjusted for
inflation

Per cent of gross
sales

Sum of prescription
and other sales

Per cent of gross
sales

Sales mlinus cost of
goods sold

Estimates of staff
required

Price per square foot

Per cent of gross
revenue

Marginal indirect
costs incurred in
lieun of rent

Per cent of gross
revenue

~ Per cent of gross

revenus minus per
cent of expenses
included in indirect
costs

Factor Value

$5.25 per prescrip-

. tlon 84,9 per
cent of gross
sales

15.1 per cent

100 per cent of
gross sales

572 per cent

42.8 per cent of
gross sales

Prevalling wages In
the Abilene area

$7.20
6 per cent
See Appendix K

8.6 per cent

6 per cent
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PURCHASED OR ILEASED FOR A SET FEE
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ESTIMATED INCOME STATEMENT FOR PHARMACY OPERATED BY A PROPRIETOR IN FACILITIES

PURCHASED OR LEASED FOR A SET FEE

Sales

Prescription

Other
Total

Cost of Goods Sold

Gross Margin

Expenses
Wages and Salaries
Rent or Mortgege Payments
Other Expenses
Total

Net Before Taxes
Proprietor'!'s Salary
Net to Proprietor Before Taxes

P (200,100,50)

EV (Proprietor)

200 Rx/Day

100 Rx/Day

$313,950

55,838
$369,788

211,519
$158,269

$51,600
7,200
31,802
$90,602

e, 667
15,600
$83,267

0.2

EV (P) = $46,895.50

EV (Hospital) = O

= 16,653.40 +

$156,975

2,918

$184,894

105,759

$79,135

$25 ,800
7,200

15,901

$48,901
$30,234

15,600

$45,834

0«5

22917.00 +

50 Rx/Da
$78,488

13,959
$92,44%7

52,880
439,567

$15,600
7,200
7,950
$30,750
$8,017
15,600
$24,417

0.3
7325.10
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ESTIMATED INCOME STATEMENT FOR PHARMACY
OPERATED BY A PROPRIETOR IN FACILITIES
LEASED FOCR A PERCENTAGE OF GROSS REVENUE
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ESTIMATED INCOME STATEMENT FOR PHARMACY OPERATED BY A PROPRIETOR IN FACILITIES
LEASED FOR A PERCENTAGE OF il

Sales
Prescription
Other
Total

Cost of Goods Sold
Gross Margin

Expenses

Wages and Salaries Other Than
Proprietor

Rent (.06 x gross revenus)
Other Expenses
Total

Net to Proprietor Before Taxes

Net to Hospital Above Rental
Costs (7200)

P (200,100,50)

200 Rx/Day

$313,950

55,838
$369,788

211,519
$158,269

$36,000
22,187

31,802
$89,989

$68,280

$14,9087
062

EV (Proprietor) = 13,656

EV (P) =

EV (Hospitel) =
EV (H) =

$35,351 .60

2997 40
$4,943.90

GROSS REVENUE

100 Rx/Day

$156,975

27,919
$184,894

105,759
$79,135

$18,000
11,0903

15,901
$44,904

$34,141

$3,893

0.5
17070.50

1946.,50

+

50 Rx/Day
$78,488
113,959

$oz,447

52,880
$39,567

$9,000
7,200
7,950

$24,150
$15,417

B

Oed
4625.,10



APPERDIX I

ESTIMATED INCOME STATEMENT FOR
HOSPITAL OPERATED PHARMACY WITH
MANAGER'S SAILARY BASED ON NET REVENUE



ESTIMATED INCOME STATEMENT FOR HOSPITAL OPERATED PHARMACY WITH
' MANAGER!S SALARY BASED ON NET REVENUE

Sales
Prescription
Other
Total
Cost of Goods Sold
Gross Margin
Expenses

Wages and Salaries Other Than
Manager

Merginal Indirect Costs Incurred
in Iieu of Rent

Other
Total
Net Before Manager'!s Salary
Less Manager'!s Salary (33 x net)#*

Net to Hospltal Before Texes if any
P (200,100,50)
EV (Manager) =
EV (M) =

200 Rx/Day

$313,950

55,838

- $369,788

211,519
$158,269

$36,000

7,327

22,187
$65,514
$92,755
_28,372
44,383
042

5674440

$18,154.40

EV (Hospital) = 12,875.60
EV (H) = $29,422,60

#$6,779 indirect cost for which the pharmacy mansger was responsible has been sub-

+

4=

100 Rx/Day

$156,975

27,919
$184,894
105,759
$79,135

$18,000

3,664

11,094
$32,758
$46,377

15,600

$30,777
0.4

6,240

12,310.80

50 Rx/Da:
4v8,488

13,959
$92,447

42,880
$39,567

$6,000

1,832
_5,547
$13,379
$26,188

15,600
$10,538
Oed

6,240

4235420

tracted from the net revenus for the hospital for this computation, 1.8. -

033 {$92,755-6,779) «
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ESTIMATED INCOME STATEMENT FOR
HOSPITAL OPERATED PHARMACY WITH
SALARTED MANAGER



ES . MATED INCOME STATEMENT FOR HOSPITAL OPERATED PHARMACY
WITH SALARIED MANAGER

29

Sales 200 Rx/Day 100 Rx/Dey 50 Rx/Da
Prescription $313,950 $156,975 $78,488
Other 55,838 27,919 13,959
Total | | | $369,788 $184,894 $92,447

Cost of Goods Sold 211,519 105,759 52,880

1038 Mergin $158,269 $79,135 $39,567

Expenses
Wages and Salaries $51,600 $33,600 $21,600
Indirect Costs Incurred 1ln Lieu

of Rent 7,527 3,664 1,832
Other 22,187 11,094 5,547
Total $81,114 $48,358 $28,979

Net to Hospital Before Taxes if any $77,155 $30,777 $10,588

P (200,100,50) 6 1% 0 0.6
EV (Manager) = 1560 4680 9350

EV (M) = $15,600.00
EV (Hospital) = T,715.50 +

EV (H) = $23,301.40

0253.,10 + 635280




APPENDIX K

SUMMARY OF EXPECTED VALUES (EV)
FOR MANAGEMENT ALTERNATIVES



Management
Al ternative

FOR MANAGEMENT ALTERNATIVES

EV %o

Proprietor/Manager

Purchased

Stralght Lease

Ieased for per
cent of gross

revenue

Hospital Operated
Manager gilven
per cent of
net revenue

Salaried Man-

ager

$46,895.50
$46,895.50

$35,351.60

$18,154.40

$15,600.00

64

SUMMARY OF EXPECTED VALUES (EV)

EV to
Hospital

0
0

$4,943.90

$29,422.60

$23,301 .40
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ANNUAL ALLOCATION OF MARGINAL INDIRECT COSTS

Level of Activity Type Cost Allocation Basis Cost Multipller Units Total

200 prescriptions/ Administrative Numbor of em- $038.22 7 $6,588
daily and general ployees

Materiels Man- Price of requl- «0623 12,183 759

agenent sitions $7 ,327

100 prescriptions/ Administrative Nurber of em= 038.22 3.5 $5,284
- day and general ployees

Materials Price of requi- «0623 6,092 380

management sitions 43,664

50 presceriptions/  Administrative Muber of em- 038,22 1.75 $1,642

day and general ployees

Materiels Price of requl-~ «0623 3,046 190

Management sltions $1,832

NOTE: While it was recognized that the administrative and general expenses would not
vary directly with the level of prescription business, a more preclse variation
wag not definable.

Source: Mr. Jerry Epperson, Accountant, Hendrick Memorlal Hospitel, Abilene, Texas.
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