Drug Stores
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Ok, here's how drug stores operate.

Their divided into two retail areas: the pharmacy that fills orders for prescription drugs, and the so-called front-end or front store, that sells over-the-counter drugs and things like band-aids, cosmetics and candies.

A typical drug store has $5 million in annual revenue, 20 employees, many of whom work part-time, and 5 to 10,000 square feet of selling space.

65 percent of revenue typically comes from prescription drugs, which are bought from large distributors like Cardinal or McKesson. 

Inventories are fairly large, equal to 45 days of sales, to ensure very few stock-outs. Costs for drugs don't vary much from month to month. Prescription drug prices are set by the various insurance plans, including Medicare and Medicaid, that the store has contracts with, and may be different for each plan.

Computer systems are heavily used to process prescriptions and reimbursements from insurers, to track inventory, and to analyze sales data for fast and slow-selling items.

Here are some strategic things you should know.

Although front-end products are only 35 percent of sales, they're usually much more profitable than prescription drug sales, whose prices are controlled by insurers.

When a customer fills a prescription, the store sends a bill for reimbursement to the insurer. Reimbursement prices are often set according to the published AWP, the average wholesale price charged by drug manufacturers.

The industry is dominated by large chains like CVS and Walgreen that can negotiate low drug costs. Competition also comes from in-store pharmacies in supermarkets.

Sales are slightly seasonal because cold and flu drugs sell more heavily in the winter, and toys and wrapping papers are sold for Christmas.
Here are some good talking points.

Is the store part of a chain? How many square feet of space?

What percent of revenue comes from prescription drugs? What are the big sellers?

What are the most popular items in the front-end?

Do they have contracts with most local insurance plans?

How much have they computerized their operations?

How much were they affected by the recession?

And finally, how do they see their business changing in the future?

Now, you're ready.

