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Abstract Monitoring, calculation and assessment of community pharmacy prosperity with the help of financial analysis indicators for
years 2003-2012, using financial statements was conducted, with respect to profitability parameters such as gross and net profit
ratios. These ratios reflect various changes that hold between years 2003 and 2012. Under the time of financial crisis, recession
and serious socioeconomic changes the profitability parameter gross profit ranged from x,,. ... =14.3-22.8% (average=19.2%,
mean=19.8%, 0=2.4), but in 2012 decreased on 14.3%. Net profit ranged x,, . ..., _2.3-18.3% (average=14.6%, mean =16.6%, ¢
=4.9), while in 2012 reached only 2.3%. All changes that have taken place in the society had impact on community pharmacy
finance by worsening its profitability. Therefore, the stability of community pharmacy may be threatened and may affect its
future performance.

Slovak Monitorovanie, vypocet a hodnotenie prosperity verejnej lekdrne pomocou metédy financnej analyzy z uctovnych dokladov

abstract bolo uskuto¢nené za roky 2003 — 2012. Pocitané boli ukazovatele ziskovosti, ako hruby a ¢isty zisk. Ukazovatele odrazaju mnohé
zmeny, ktoré nastali v rokoch 2003 az2012.V désledku finan¢nej krizy, recesie a vaznych socioekonomickych zmien sa ukazovatel
hrubého zisku pohyboval v rozpati X, . ..., = 14,3 - 22,8 % (priemer = 19,2 %, median = 19,8 %, 0 = 2,4), ale v roku 2012 klesol na
14,3 %. Ukazovatel Cistého zisku sa pohyboval v rozpati x,, . ..., = 0 - 18,3 % (priemer = 14,6 %, median = 16,6 %, 0 = 4,9), zatial
¢o v roku 2012 dosiahol len 2,3 %. Zmeny ktoré prebehli v spolo¢nosti mali dopad na ekonomiku verejnej lekarne. Prejavili sa
zhorsenim jej ziskovosti, a tym ohrozenim stability verejnej lekdrne do buducnosti.
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Community pharmacies nowadays play a crucial role in the
health status of a society. They are health care units designed
to provide pharmaceutical care. They constitute the direct
providers of medicines and the basic contributors in the
provision of pharmaceutical services to patients (Cheng et al.,
2013). Once financial crisis started to spread worldwide, it was
anticipated the affection of more and more countries by this
global phenomenon and the expansion of a negative impact
on their economic growth and development (Ifanti et al.,
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2013). Financial crisis, characterised by general economic
slowdown, reduced retail growth and decreased profit
margins, has placed the health care system into a very difficult
position (Gorantis et al., 2014). Also the employees feel the
impact of the recent economic crisis on employee work-
related attitudes via changes in regulatory focus (Markovits
etal.,, 2014).

At the present time, community pharmacy is going through
very tough moments, since it daily faces financial constraints
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and economic pressure (Vogler et al.,, 2014). Furthermore,
health care market has been deregulated in such a way that
revenues are diminished for the new participants entering
the market. All these effects of financial crisis are creating a
considerable financial pressure on community pharmacy
which is also daily confronted with accelerated competition
(Jacobs et al., 2013). In order to alleviate the problems,
generated mainly by financial crisis, the role of the pharmacist
is gradually and progressively changing (Bush et al., 2009;
McMillan et al., 2013). Despite the difficult time that it faces,
community pharmacy must maintain its operation and
survive at the upcoming time (Norris et al., 2014).

Except for social and medical objectives, there is also the
economic objective of a community pharmacy that is focused
on generating profit. Gaining profit is of great importance not
only for the existence of the community pharmacy but also
for its further development (Keast et al., 2010, Perepelkin and
Dobson, 2010). Gaining profit can be limited by the provision
of pharmaceutical care to concrete patients (Carroll et al.,
1996). In order to assure its financial stability, a community
pharmacy should possess and manage sufficient funds so
as to cover its obligations and to normally run the business.
During the normal operation of a community pharmacy,
in the provision of pharmaceutical care, inputs form the
bulk of the costs and outputs the revenues. The difference
between costs and revenues is the profit of the community
pharmacy. Operating order of the community pharmacy is
required so as to ensure its proper operation (Herist et al.,
2011). The necessary parts that contribute to this proper
operation include the existence and careful management
of organisational structure of the pharmacy, pharmacy
premises, pharmacy stuff and their premises as well as loyal
following of a hygienic and sanitation program.

AIMS AND OBJECTIVES

The principal objective of the work is to assess the financial
performance of pharmacy services provided by an
independent community pharmacy. Article focuses on total

revenue and costs of the community pharmacy’s overall
operations. Ten years (2003-2012) of pharmacy records are
examined in order to evaluate the profitability characteristics
such as gross and net profit ratios. These ratios constitute
significant parameters in providing useful information
concerning the financial health of the independent
community pharmacy. The better the understanding of the
profitability ratios, the greater will be the improvement in
managing and controlling the services and finances of the
independent community pharmacy.

METHODOLOGY AND RESEARCH METHODS

The methodology conducted relies on the calculation,
monitoring and assessment of financial indicators which
are critical for the financial analysis of the independent
community pharmacy business. The evaluation of profitability
indicators is based on the analysis of the figures reported on
the financial statements of the enterprise. They are profit
and loss statement and balance sheet. Examined data were
collected for the period 2003-2012. After acquisition, financial
data were converted into ratios to provide a complete view
of the community pharmacy’s business, adjustments for
inflation to overcome the shortfalls that may occur in a longer
decade analysis. The calculation for Gross profit margin ratio
(%) = (gross profit + income) x100 and for Net profit margin
ratio (%) = (net profit + income) x 100.

RESULTS AND DISCUSSION

The analyzed profitability ratios of the community pharmacy
during the given decade had the course shown in the graphic
illustration 1.

To observe from the graphicillustration, gross profit margin
ratio fellin 2004 and since 2005 has remained relatively flat up
t0 2009.1n 2010, there has been an inclining trend to the ratio
but afterward the gross margins have recorded a significant
downward trend. This declining trend was culminated in
2012, the year that has been recorded the lowest value of the

Annual gross and net profit margin ratio (2003-2012)
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Figure 1. Annual profitability ratios (gross and net profit margin ratios) of the community pharmacy for the years 2003-2012
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gross profit margin ratio (14.3, average=19.2%, mean=19.8%,
0=2.4) in comparison with the whole examined decade.
This declining trend signifies that community pharmacy
generates a low level of revenue to pay for its operating
expenses and net profit. Also it indicates that the enterprise
is not keeping production and inventory costs under control.
Moreover, it may also mean that prices have been set too
low. In order to inhibit this downward trend of the ratio, the
examined community pharmacy should promptly proceed
to the implementation of some necessary corrective actions.
Such actions include suggestions towards the improvement
of the business’s operations. Community pharmacy in order
to remain financially viable should decrease the cost of goods
sold and generally develop a better managing and control of
cost of goods sold (COGS). Also it should manage and revise
pricing either by setting prices higher or even by decreasing
possible cash discounts. Obviously, higher gross profit is
more advantageous than lower one, since making a profit is
the primary business objective. Higher sales prices and lower
inventory purchase prices are both contributing to maximise
gross profit. Therefore, by performing such improvements,
examined community pharmacy will find it less difficult to
maintain acceptable gross margins to pay the personnel and
operating costs of the business’s managing.

The net profit margin ratio in the observed decade fell in 2004
as well as gross profit margin and since 2005 has remained
relatively flat up to 2010. In 2011, it has been recorded a
significant downward trend to the ratio. This declining trend
was culminated in 2012, year that it has been recorded the
lowest value of net profit margin ratio (2.3, average=14.6%,
mean =16.6%, 6 =4.9) in comparison with the values achieved
during the whole examined decade. The last accelerated
declining tendency of the ratio reflects an alarming condition
for the independent community pharmacy. It primarily shows
that community pharmacy is not generating enough sales
and additionally that its gross profit margin is relatively low.
Furthermore, it denotes that the business is unable to keep
operating expenses under control so as to leave an acceptable
profit. Also, such a decrease in the ratio as reported on 2012
may signify a business’s susceptibility to cost blowouts. The
final value of the ratio reflects that community pharmacy is
almost generating no profit for its operations, condition that
might indicate the need to take on debt to pay its expenses.
In order to survive from this alarming downtrend of the net
profit margin ratio, examined community pharmacy should
mandatorily and directly proceed to the implementation of
certain appropriate corrective actions. Such actions should
be instantly performed, since at this moment, community
pharmacy has been financially placed one step before
taking on debt. The most prominent action that community
pharmacy’s business should take in order to remain financially
viable is to try and reduce fixed and variable costs. Decreasing
payroll expenses should be an essential and vital remedial
effort. Payroll expenses include all wages and salaries,
employee taxes and generally all benefits for all staff of the

business including owners (Malovecka et al, 2013). Moreover,
community pharmacy should also decrease all other operating
expenses, frequently referred to as overhead. These expenses
include advertising, insurance, store supplies, containers and
labels, delivery expenses, office postage, computer expenses,
rent, utilities and telephone. Additionally, it should decrease
COGS and revise pricing so as to achieve higher gross
profit margins. Except for lowering its payroll expenses and
controlling other operating expenses, community pharmacy
should proceed to certain efficiency improvements such as
increasing the use of technology through investing in labor-
saving technologies. Besides, enterprise should look over
obtaining revenue for medication therapy management
services provided (Smith et al., 2014). By performing such
corrective actions, business’s net profit margin ratio annual
values will slowly but surely conduct an increasing trend.
As a result, examined community pharmacy will strengthen
its financial position over time and progressively start to
generate an acceptable profit in the near future.

Many external and internal factors affect the public pharmacy
performance. The number of patients—customers visited the
pharmacy can be marked as a crucial factor (Radford et al.,
2009) that affects income and turnover of the enterprise.
This factor is not included in methods of financial analysis.
Therefore we considered it necessary to evaluate. As it is not
a part of financial analysis we have to assess it separately. The
statistical information of the examined decade was obtained
from the accounting office of the enterprise after taking into
account all sales and receipts of the business for every single
year. Table 1 provides an overview of the annual amount of
customers who visited the pharmacy and the approximate
average amount of patients who visited the pharmacy each
single day of every examined fiscal year.

On 2005 was recorded an increasing trend to the number
of customers who visited the pharmacy. From 2005 up to
2008, the amount of customers who visited the pharmacy
remained relatively flat. However, from 2009 up to 2012, it has
been observed an accelerated declining trend to the annual
and daily amount of patients who visited the pharmacy. This
condition obviously reflects the deep impact of the financial
crisis to the pharmacy practice. The dramatically decreased
number of customers during the last four years explains the
problematic ability of the business to generate profit. The
accelerated changes in the financial and economic profile
of the country led people to minimise their visits to the
pharmacy and become more conservative in their expenses
for pharmaceutical goods or services (Sdnchez-Serrano,
2011).

During the period of recession, serious socioeconomic
changes occurred. Salaries of employees, pensions and other
benefits that were handed out in reasonable levels before
the crisis have been reduced dramatically (Matsaganis,
2013). This condition resulted in a noticeable decrease in the
ability of consumers to purchase products intended both for
health and cosmetic aspects (Soderberg, 2012). In specific,
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Table 1. Number of customers who visited the community pharmacy

Fiscal year

2003-2012

Customers
visited the
community
pharmacy

2003 | 2004 | 2005 | 2006 | 2007 | 2008

2009

2010 | 2011 | 2012 | average | mean | min | max

Number of
customers
per year

27240 (2554831284 (29492 | 29500 | 29885

23305

20810 (18619|15099| 25078 |26394|15099 | 29885

Average
number of
customers

per working

day

101 95 116 | 109 | 109 | 111

86

77 69 56 93 98 56 11

it has been observed a significant change in the habits and
behavior of consumers, guiding them to decrease their
spontaneous purchases, postponing possible purchases and
generally decrease their total purchases (Belvis et al., 2012).
Furthermore, the priorities of customers in buying products
have been switched over, to either choosing the cheapest
form or not buying anything at all, even at the cost of their
own health (Asgeirsdéttir et al., 2014). This situation caused
a serious decrease in the income of the pharmacy and posed
limitations on the ability of pharmacists to ensure financial
stability for their businesses.

CONCLUSION

Evaluation of community pharmacy operations and overall
performing is essential at the time of financial crisis, recession
and serious socioeconomic changes. Using the method of
financial analysis and valuating gross and net profit ratios
can bring the owner or manager of community pharmacy a
lot of benefits towards prosperity and future development of
the community pharmacy. Analysis not only tells about the
performance of the community pharmacy’s business but also
helps to determine its overall financial health and tells what
might be the future.
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