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Notice

Medicine is an ever-changing science. As new research and clinical expe-
rience broaden our knowledge, changes in treatment and drug therapy are
required. The authors and the publisher of this work have checked with
sources believed to be reliable in their efforts to provide information that is
complete and generally in accord with the standards accepted at the time of
publication. However, in view of the possibility of human error or changes in
medical sciences, neither the authors nor the publisher nor any other party
who has been involved in the preparation or publication of this work war-
rants that the information contained herein is in every respect accurate or
complete, and they disclaim all responsibility for any errors or omissions or
for the results obtained from use of the information contained in this work.
Readers are encouraged to confirm the information contained herein with
other sources. For example and in particular, readers are advised to check
the product information sheet included in the package of each drug they
plan to administer to be certain that the information contained in this work
is accurate and that changes have not been made in the recommended dose
or in the contraindications for administration. This recommendation is of
particular importance in connection with new or infrequently used drugs.
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PREFACE

WHAT’S NEW IN THIS EDITION!!

In planning for the second edition, we started by listening to our fellow educators, pharmacists, and students.
Through surveys, e-mails, and conversations we learned about what users liked about the first edition, and what
they would like to see added or changed in the future. Using what we learned, we worked with the chapter authors
not only to improve the ease of use for faculty and students, but also to reflect the changes in pharmacy practice
and management that have occurred in the last 4 years.

¢ Every chapter has been updated to reflect the fluid nature of their respective management topic.

e New content has been added to reflect major events in our profession, such as the implementation
of the Medicare Modernization Act and subsequent addition of an outpatient prescription drug benefit
(Medicare Part D).

¢ New trends in the management literature and research studies are reflected in each of the chapters.

e Four chapters have been added to the second edition. Since effective managers must also have leadership
skills,

We have added a chapter on the role of leadership in management.

Medicare Part D represents probably both the biggest challenge an opportunity to pharmacy practice
in the last 20 years. We have added a chapter dedicated to the management implications of this program,
as well as updated other chapters to describe the impact of this program on other areas of practice.

Pharmacy practice and health care delivery inherently involves risk. We have added a chapter devoted
to describing and managing the risks commonly seen in operating a pharmacy practice. The ability to take
advantage of the opportunities in today’s pharmacy practice requires not only management skills but also a
mindset that can think strategically about the risks and benefits of new programs. We have added a chapter
on entrepreneurship to describe how having an entrepreneurial spirit can improve a pharmacy practice
and to describe how entrepreneurship skills can be acquired.

WHY DID WE CREATE THIS TEXTBOOK?

This is a very exciting time for pharmacists, pharmacy students, educators, and others associated with the profession
of pharmacy. A number of factors have come together to provide new opportunities for pharmacists, especially in
patient care and expanded professional roles. But with the new opportunities also comes challenges, including the
challenge of how to manage the personal and professional resources necessary to succeed in today’s ever-changing
environment.

Educators must not only keep up with changes in pharmacy practice, but also anticipate and prepare our
students for opportunities and contingencies that will arise throughout their professional careers. In our efforts to
best prepare students, pharmacy management educators have increasingly had to gather teaching materials from
a variety of textbooks, journals and other educational resources. This is due to the fact that many resources only
focus on a specific management function (marketing, personnel, accounting and finance) or a specific practice

xiii
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setting (independent pharmacies, hospital pharmacies). We believed that there would be value in a comprehensive
pharmacy management textbook that covered many content areas and gathered a variety of resources into one text.
We also wanted to develop a resource that could be applied in a wide variety of practice settings. Our colleagues
throughout the profession also agreed that a comprehensive management textbook was needed. Our desire to
meet these needs sparked our interest to develop this text.

WHAT HAS CHANGED FROM THE FIRST EDITION?

In planning for the second edition, we started by listening to our fellow educators, pharmacists, and students.
Through surveys, e-mails, and conversations we learned about what users liked about the first edition, and what
they would like to see added or changed in the future. Using what we learned, we worked with the chapter authors
not only to improve the ease of use for faculty and students, but also to reflect the changes in pharmacy practice
and management that have occurred in the last 4 years.

Every chapter has been updated to reflect the fluid nature of their respective management topic. In many
cases, new content has been added to reflect major events in our profession, such as the implementation of the
Medicare Modernization Act and subsequent addition of an outpatient prescription drug benefit (Medicare Part
D). New trends in the management literature and research studies are reflected in each of the chapters.

Four chapters have been added to the second edition. Since effective managers must also have leadership skills,
we have added a chapter on the role of leadership in management. Medicare Part D represents probably both the
biggest challenge an opportunity to pharmacy practice in the last 20 years. We have added a chapter dedicated
to the management implications of this program, as well as updated other chapters to describe the impact of this
program on other areas of practice. Pharmacy practice and health care delivery inherently involves risk. We have
added a chapter devoted to describing and managing the risks commonly seen in operating a pharmacy practice.
The ability to take advantage of the opportunities in today’s pharmacy practice requires not only management
skills but also a mindset that can think strategically about the risks and benefits of new programs. We have added
a chapter on entreprencurship to describe how having an entrepreneurial spirit can improve a pharmacy practice
and to describe how entrepreneurship skills can be acquired.

WHAT WILL THE READER FIND IN THIS TEXTBOOK?

This textbook is organized to reflect all of the major management functions performed by pharmacists in any
practice setting. The book is divided into sections representing each function, and is further divided into chapters
that detail the various components of each function.

Our experience as educators has taught us that students are the most effective learners when they are “ready”
to learn. Many students selected pharmacy as a major in part from the desire to help people, but also due to
their fascination and intrigue with how such small amounts of various medicinal substances have such profound
effects on the body. Many of these students also believe that they only need to learn about management after
they graduate, and then only if they take on a managerial or administrative position at their pharmacy. The
first section of this book makes the case that management skills are important for all people and pharmacists,
regardless of their position or practice setting. After establishing the need for management in both our personal
and professional lives, the next four sections describe the management functions and resources that are common
to all pharmacy practice settings (operations, people, money, traditional pharmacy goods and services). Chapters
within each section focus on important aspects of each function or resource.
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As pharmacy practice evolves from a product to a patient orientation, there are unique challenges that arise
in managing the value-added services that pharmacists are developing to meet patient needs (e.g., cholesterol
screening, diabetes education, drug therapy monitoring, etc.). A section of this book is dedicated to the planning,
implementation, reimbursement and evaluation of these new patient care services offered by pharmacists.

Several chapters are dedicated to describing the risks inherent in pharmacy practice, and the impact that
laws, regulations, and medication errors have on pharmacy management. The final section outlines the role of
entrepreneurship, and how management functions are applied in specific pharmacy practice settings (independent,
chain, and hospitals).

HOW EACH CHAPTER IS ORGANIZED?

Each chapter is divided into several sections to facilitate the reader’s understanding and application of the material.
Chapters begin with a list of learning objectives that outline the major topics to be addressed. A brief scenario is
used to describe how a pharmacy student or pharmacist may need or apply the information described this chapter
in their daily lives or practice. Questions at the start of each chapter provide direction and assist the reader in
understanding what they can expect to learn.

The text of each chapter provides comprehensive coverage of the content and theory underlying the major
concepts. References to the management and pharmacy literature are commonly used to provide readers with
links to additional background information. Explanations and applications are also used to help readers better
understand the need to master and apply each concept. Questions at the end of each chapter encourage readers
to think about what they have just learned and apply these concepts in new ways.

WHAT WE HOPE YOU WILL GAIN FROM THIS BOOK

If you are a pharmacy student, we hope that using this book will help you gain an appreciation for the roles
of management in pharmacy practice, regardless of your future position or practice setting. This book will also
provide you with a variety of management theories and tools that you can apply in your daily life as well.

We realize that many pharmacists have not had much management coursework in their formal education or
professional training. We hope that this book serves as a valuable guide to pharmacists who may require some
assistance dealing with matters they did not anticipate when embarking on their careers. For those pharmacists
with formal management education and experience, we hope that this book serves as a valuable reference or as a
source of new ideas that can be applied in daily practice.

For educators, this book has been designed as a comprehensive pharmacy management textbook. As a whole,
it is meant to be used in survey courses that cover many areas of pharmacy management. The section format
also allows the book to be used in courses that focus on specific pharmacy management functions or topics. The
sections and content of each chapter are meant not only to provide valuable information that is easy for students
to understand, but also to stimulate further discussion and motivate students to learn more on their own.

WE WOULD LIKE TO HEAR FROM YOU!

Textbooks today have great deal in common with computer software programs. The creators of each have put a
great deal of time and effort into getting their final outputs ready for consumers, but it rarely can be considered a
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“finished product”. Textbooks, like computer software, are “works in progress” that can always be improved. The
best way to improve these products is to seek input from their users. As you use this book, we would like to learn
what you like about it, what could be improved, and what topics or features you would like to see to be included in
the future. Please feel free to share your thoughts at any time by reaching us through pharmacy@megraw-hill.com.
We plan to improve this book over future editions by listening to your feedback and continuing to reflect changes
in the management sciences and pharmacy practice.
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SECTION I

WHY STUDY MANAGEMENT

'Q IN PHARMACY SCHOOL?
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1

PHARMACEUTICAL CARE AS A
MANAGEMENT MOVEMENT

Shane P Desselle

bout the Author: Dr. Desselle is Professor, Associate Dean for Tulsa Programs, and
A Chair, Department of Pharmacy: Clinical and Administrative Sciences—Tulsa at the

University of Oklahoma College of Pharmacy. Dr. Desselle received a B.S. degree in
pharmacy and a Ph.D. in pharmacy administration from the University of Louisiana at Monroe.
He has practice experience in both community and hospital pharmacy settings. Dr. Desselle
teaches courses in American health care systems, health care economics, social and behavioral
aspects of pharmacy practice, and research methods. His research interests include performance
appraisal systems in pharmacy, quality of work life among pharmacy technicians, direct-to-
consumer prescription drug advertising, Web-based pharmacy services, and pharmacy benefit
design. Dr. Desselle won the Duquesne University School of Pharmacy’s President’s Award for
Teaching in 2003 and President’s Award for Scholarship in 2004 and was recognized for his
contributions to pharmacy by being named a Fellow of the American Pharmacists Association
in 2006.

LEARNING OBJECTIVES

After completing this chapter, students should be able to

1. Identify changes in the roles of pharmacists since the early 1900s.

2. Describe how pharmacy practitioners and educators viewed the need for manage-
ment skills as the roles of pharmacists evolved.

3. Identify principal domains of pharmacy care. Describe the practices of pharma-
ceutical care and medication therapy management as a series of management
functions.

4. Identify myths surrounding the practice of pharmacy and health care as a business.

5. Evaluate the need for a management perspective to better serve patients and im-
prove outcomes to drug therapy.

6. List the managerial sciences, and describe their use as tools to assist pharmacists
in practice.

Copyright © 2009 by The McGraw-Hill Companies, Inc. Click here for terms of use.




4 WHY STUDY MANAGEMENT IN PHARMACY SCHOOL?

SCENARIO

Mary Quint has just completed the first 2 years of
a doctor of pharmacy curriculum, and despite many
long hours of hard work and a few anxious moments
preparing for examinations, she has been pleased with
her educational experience thus far. She also perceives
that as she continues progressing through the curricu-
lum, the upcoming courses will be more integrated
and directly applicable to pharmacy practice. She is es-
pecially excited about taking courses in pharmacology
and therapeutics so that she can “really learn about
how to be a pharmacist.” She glances down at her
schedule and sees that she is enrolled in a required
course in pharmacy management, and her enthusiasm
becomes somewhat tempered. She immediately con-
sults with fellow students on what they have heard
about the course, and they tell her that the course is
about “finance, accounting, and marketing.” Despite
some positive comments provided by students having
already completed the course, she is concerned. “What
do T have to take this course for? I did not come to
pharmacy school for this. I'm very good at science. If I
liked this kind of stuff, I would have majored in busi-
ness. How is this going to help me to become a better
pharmacist?” she asks herself.

After some thought, she comes to realize that, at
worst, taking this course will not be the end of the
world, and even better, it simply might be a moderate
intrusion in her Monday-Wednesday-Friday routine.
She begins to focus on other issues, such as her part-
time job at Middletown South Pharmacy. Lately, she
has dreaded going to work there. The staff consistently
seems rushed and impatient. There always seems to be
conflict among the employees, and as soon as one fire
has been put out, another larger one begins to burn.
She regrets her decision to quit her job at Middletown
North Pharmacy 3 months ago, even though it took
20 minutes longer to get there. Things always seemed
to run smoothly at Middletown North.

CHAPTER QUESTIONS

1. How have pharmacists’ roles in delivering pharma-
ceutical products and services evolved over the past

few decades? What roles and functions do pharma-
cists perform today?

2. What is the significance of management within the
context of the pharmaceutical care and medication
therapy management movements? Why has its sig-
nificance typically been overlooked by pharmacists
and pharmacy students?

3. What are some of the myths surrounding the con-
fluence of business practices and the provision of
patient care by pharmacists?

4. What evidence exists that a business perspective is
critical to providing effective pharmacy services to
patients?

5. What are the managerial sciences, and how can
pharmacy practitioners use them effectively?

INTRODUCTION

The preceding scenario, though perhaps overly sim-
plistic, properly captures the feelings of many students
who select pharmacy as a major. They generally are in-
terested in science, have a desire to help people in need,
and prefer a career offering long-term financial secu-
rity. Given that the pharmacy curriculum consists of
courses that apply knowledge from physics, chemistry,
anatomy, physiology, and therapeutics, most pharmacy
students achieved success in science and math courses
throughout their prepharmacy studies. Second, stu-
dents selecting pharmacy as a major typically are at-
tracted to health care fields and may have contem-
plated nursing, medicine, or other health professions.
Research has demonstrated that people in health care
are caring and empathic and seek personal reward and
self-actualization through the helping of others (Bell,
McElnay, and Hughes, 2000; Carmel and Glick, 2001;
Fjortoft and Zgarrick, 2003; Kunyk and Olsen, 2001).
Finally, many pharmacy students have also considered
the relatively high salaries of their chosen profession
prior to making their 6-year educational commitment.
While few fields guarantee graduates a job, and cer-
tainly not one with entry-level salaries approaching
a six-digit figure, pharmacy students take comfort in
knowing that employment in their profession will pro-
vide them with a generous and steady stream of income.
It comes as no surprise that pharmacists and pharmacy
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students have been shown to be risk-averse individuals
who do not deal with uncertainties particularly well
(Curtiss, 1980; Gaither, 1998a; Latif, 2000). This fur-
ther explains their gravitation toward science-oriented
courses that offer straightforward solutions to prob-
lems.

Unbeknown to many pharmacy students is that
the actual practice of pharmacy does not present a
succession of problems that can be resolved along
such clear demarcations. While the sequential pro-
cesses involved in community pharmacy practice have
remained the same—patients present with prescrip-
tions, pharmacy personnel fill them, and the necessary
counseling is offered or provided by the pharmacist—a
careful introspection reveals that the profession has un-
dergone a rapid, head-turning transformation over just
the past few decades. Pharmacists now are increasingly
involved with providing services in addition to medica-
tions and are taking greater responsibility for patients
outcomes arising from drug therapy. Pharmacists have
become more integrated into health care delivery teams
that coordinate patient care through the implementa-
tion of guidelines and treatment algorithms. Pharma-
cists operate as part of a health care delivery system
largely driven by reimbursements from third-party pay-
ers who insist on obtaining high-quality patient care at
the lowest possible cost.

For pharmacy students to better understand the
way that pharmacy is practiced today, time should be
devoted to understanding the major forces that have
shaped the profession. This chapter begins with a brief
history of the evolution of pharmacy practice in the
twentieth century. This history, coupled with a snap-
shot of contemporary pharmacy practice, will make
it clear that the pharmaceutical care and medication
therapy management movements are as much about
management as they are about clinical pharmacy prac-
tice. The chapter proceeds by pointing out some myths
about the exclusivity of the pharmacy business and pa-
tient outcomes and by providing evidence that what is
best for the operation of a pharmacy business often is
what is best for the patients that it serves. The chap-
ter concludes with a brief discussion of the managerial
sciences—tools that every practitioner will find useful
at one point or another regardless of the practice set-

ting. This chapter and all succeeding chapters use an
evidence-based approach to discuss pharmacy manage-
ment, relying on recent literature and research findings
to describe and explain what is happening in practice
today. Students are encouraged to explore readings of
interest among the references cited throughout the text.

A BRIEF HISTORICAL
OVERVIEW OF PHARMACY
PRACTICE

Pharmacy Practice Prior to the 1940s

There have been several noteworthy efforts to describe
the evolution of pharmacy practice. Some have de-
scribed the process within the context of “waves,” or
shifts, in educational and industrial forces (Hepler,
1987), another through identifying stages of profes-
sional identity (Hepler and Strand, 1990), and still
another through describing momentous occurrences
in the health care delivery system whose effects rip-
pled throughout the pharmacy profession (Broeseker
and Janke, 1998). While these approaches appear quite
disparate, their descriptions of the principal drivers of
change closely mirror one another. The approach taken
here is simply to describe these changes in the early,
middle, and late twentieth century.

Pharmacy in the Early Twentieth Century

Pharmacy in the United States began in the twentieth
century much like it existed in the latter 1800s. Phar-
macy was, at best, a “marginal” profession. Most prac-
titioners entered the occupation through apprentice-
ship rather than formal education. The pharmacist’s
principal job function was described as the “daily
handling and preparing of remedies in common use”
(Sonnedecker, 1963, p. 204). Pharmacists, or “apothe-
caries,” often were engaged in the wholesale manufac-
ture and distribution of medicinal products. Pharma-
cists’ roles during this time were considerably different
from what they are today. In the early twentieth cen-
tury, pharmacists’ primary roles were to procure raw
ingredients and extemporaneously compound them
into drug products for consumer use. While pharma-
cists had not yet achieved recognition as health care



6 WHY STUDY MANAGEMENT IN PHARMACY SCHOOL?

professionals, they often had considerable autonomy in
their practice. There was no clear distinction between
“prescription” and “nonprescription” drugs. Although
physicians were engaged in the process of writing pre-
scriptions, pharmacists were not precluded from dis-
pensing preparations without a physician’s order. Con-
sumers commonly relied on their pharmacists’ advice
on minor ailments and often entrusted the nickname
of “doc” to their neighborhood pharmacist (Hepler,
1987).

Pharmacists had little choice but to have sharp
business acumen to survive. Because few of the
products they dispensed were prefabricated by man-
ufacturers, pharmacists had to be adept at managing
inventories of bulk chemicals and supplies used in com-
pounding the preparations they dispensed. They also
had to have a keen sense of how to manage time and
people to accomplish a series of complex tasks through-
out the workday.

A series of studies commissioned by the U.S. gov-
ernment in the early 1900s produced what became
known as the Flexner Reports in 1915. These reports
were critical of health care professionals and their edu-
cation, including pharmacists. The reports questioned
the validity and necessity of pharmacists as health care
professionals. Shortly thereafter, the American Associ-
ation of Colleges of Pharmacy (AACP) commissioned
a study directed by W. W. Charters that ultimately
served as the basis for requiring a 4-year baccalaureate
degree program for all colleges of pharmacy (Hepler,
1987). These and other forces led to dramatic changes
in pharmacy in the coming years.

Pharmacy in the Middle of the
Twentieth Century

The 1940s through the 1960s often have been referred
to as the “era of expansion” in health care (Relman,
1988). The Flexner Reports paved the way for a
more scientifically sound, empirically based allopathic
branch of medicine to become the basis by which health
care was practiced and organized. The federal govern-
ment invested significant funds to expand the quan-
tity and quality of health care services. The Hospital

Survey and Construction (Hill-Burton) Act of 1946
provided considerable funding for the renovation and
expansion of existing hospitals and the construction
of new ones, primarily in underserved inner-city and
rural areas (Torrens, 1993).

Ironically, pharmacists began to see their roles di-
minish during this era of expansion. Among the factors
responsible for this decline were advances in technology
and the pharmaceutical sciences and societal demands
that drug products become uniform in their composi-
tion. These brought changes about the mass produc-
tion of prefabricated drug products in tablet, capsule,
syrup, and elixir dosage forms, thus significantly reduc-
ing the need for pharmacists to compound prescrip-
tion orders. The passage of the Durham-Humphrey
Amendment to the Food, Drug, and Cosmetic Act in
1951 created a prescription, or “legend,” category of
drugs. Pharmacists did not have the ability to dispense
these drugs without an order from a licensed prescriber.
Finally, pharmacy’s own Code of Ethics, promulgated
by the American Pharmaceutical Association (APhA),
stated that pharmacists were not to discuss the thera-
peutic effects or composition of a prescription with a
patient (Buerki and Vottero, 1994, p. 93). This com-
bination of forces relegated the role of the pharmacist
largely to a dispenser of preprepared drug products.

The response of schools and colleges of pharmacy
to these diminishing roles was the creation of curric-
ula that were more technical, scientific, and content-
driven. A fifth year of education was added to the 4-year
baccalaureate degree by colleges and schools of phar-
macy during the late 1940s and early 1950s following
the AACP Committee on Curriculum report entitled,
“The Pharmaceutical Curriculum” (Hepler, 1987). It
was during this time that pharmacology, pharmaceu-
tics, and physical chemistry matured as disciplines and
became the fabric of pharmacy education. Pharmacy
students were required to memorize an abundance of
information about the physical and chemical nature
of drug products and dosage forms. Courses in the
business aspects of pharmacy took a secondary role,
whereas education in patient care (e.g., communica-
tions and therapeutics) was for all intents and purposes
nonexistent.
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With the Code of Ethics suggesting that phar-
macists not discuss drug therapies with their patients,
the profession lost sight of the need for pharmacists to
communicate effectively with patients and other health
care professionals. As the number of hospital and chain
pharmacies expanded, resulting in pharmacists being
more likely to be employees rather than business own-
ers, the importance of practice management skills was
not stressed in schools of pharmacy. Ironically, studies
such as the Dichter Report commissioned by the APhA
revealed that consumers regarded pharmacists more as
merchants than as health care professionals (Maine and

Penna, 1996).

Pharmacy in the Latter Part of the
Twentieth Century

The era of expansion slowed in the 1970s when soci-
ety began experiencing “sticker shock” from the monies
being spent on health care. Congress passed the Health
Maintenance Act of 1973, which helped to pave the
way for health maintenance organizations (HMOs) to
become an integral player in the delivery of health care
services. Governments, rather than the private sector,
took the lead in attempting to curb costs when they im-
plemented a prospective payment system of reimburse-
ment for Medicare hospitalizations based on categories
of diagnosis-related groups (Pink, 1991).

The Millis Commission’s report in 1975, Pharma-
cists for the Future: The Report of the Study Commission
on Pharmacy (Millis, 1975), suggested that pharma-
cists were inadequately prepared in systems analysis
and management skills and had particular deficien-
cies in communicating with patients, physicians, and
other health care professionals. A subsequent report
suggested including more of the behavioral and social
sciences in pharmacy curricula and encouraged more
faculty participation and research in real problems of
practice (Millis, 1976).

Prior to these reports, the American Society of
Hospital Pharmacists had published Mirror to Hospital
Pharmacy, stating that pharmacy had lost its purpose,
falling short of producing health care professionals ca-
pable of engendering change and noting that frustra-

tion and dissatisfaction among practitioners was be-
ginning to affect students (Hepler, 1987, p. 371). The
clinical pharmacy movement evolved in the 1970s to
capture the essence of the drug use control concept for-
warded by Brodie (1967) and promoted the pharma-
cist’s role as therapeutic advisor. The clinical pharmacy
movement brought about changes in pharmacy edu-
cation and practice. After being introduced in 1948,
the 6-year Doctor of Pharmacy (Pharm.D.) degree be-
came the only entry-level degree offered by a small
number of colleges of pharmacy during as early as
the late 1960s and early 1970s. The additional year
was devoted mostly to therapeutics or “disease-oriented
courses” and experiential education. Eventually, the
Doctor of Pharmacy degree become the entry-level
degree into the profession, and colleges of pharmacy
eventually began to phase out baccalaureate programs
(American Association of Colleges of Pharmacy, 1996).

The trends begun by leaders and academicians
in the field toward a more clinical practice approach
may appear to be an ill-conceived response to recent
changes in the delivery of health care. These changes
emphasize a heightened concern over spiraling costs
and have resulted in the deinstitutionalization of pa-
tients and the standardization of care using such tools
as protocols, treatment algorithms, and critical path-
ways. It also may appear to fly in the face of changes
in the organization of the pharmacy workforce and
current market for pharmaceuticals. With the propor-
tion of independently owned community pharmacies
at an all-time low in the year 2000, chain, supermar-
ket, and mass-merchandiser pharmacies had garnered
nearly 64 percent of the outpatient prescription drug
market (National Association of Chain Drug Stores,
2003). Studies have long suggested that pharmacists
willing and clinically knowledgeable enough to pro-
vide pharmaceutical care face significant barriers when
practicing in a chain environment (Miller and Ort-
meier, 1995). Additionally, two relatively new venues
for outpatient pharmacy services that virtually exclude
face-to-face consultation with patients have evolved.
In the year 2005, mail-order pharmacy operations had
secured 19.1 percent of the market share (in sales
revenue) for outpatient prescription drugs (National



8§ WHY STUDY MANAGEMENT IN PHARMACY SCHOOL?

Association of Chain Drug Stores, 2006). The new
millennium also saw the implementation of Internet
pharmacy sites, many of which are owned and oper-
ated by traditional “brick and mortar” chain pharmacy
corporations.

PHARMACEUTICAL CARE AS
A MANAGEMENT
MOVEMENT?

With these changes in mind, adopting pharmaceuti-
cal care as a practice philosophy would appear “a day
late and a dollar short” for both the profession and
the patients it serves. Indeed, this may be the case if
the concept of pharmaceutical care were entirely clini-
cal in nature. The originators of the concept fervently
stressed that pharmaceutical care is not simply a list
of clinically oriented activities to perform for each and
every patient but is, in fact, a new mission and way of
thinking that takes advantage of pharmacists’ accessi-
bility and the frequency to which they are engaged by
patients—a way of thinking that engenders the phar-
macist to take responsibility for managing a patient’s
pharmacotherapy to resolve current and prevent future
problems related to their medications.

It has been argued that the focus on preventing
and resolving medication-related problems is simply an
extension of risk management (Wiederholt and Wieder-
holt, 1997; see also Chapter 28). Risks are an inherent
part of any business activity, including the provision of
pharmacy services. Common risks to business practice
include fire, natural disasters, theft, economic down-
turns, and employee turnover, as well as the fact that
there is no guarantee that consumers will accept or
adopt any good or service that is offered to them. The
practice of pharmacy involves additional risks, specifi-
cally the risk that patients will suffer untoward events
as a result of their drug therapy.

These events are significant because they may re-
sult in significant harm and even death to a patient
and can also pose serious detriments to pharmacists,
such as feelings of guilt and stress, the potential for
litigation from patients and their families, the threat

of punitive action by state boards of pharmacy, and
the loss of social esteem enjoyed by the profession as a
whole. Risk management suggests that risk cannot be
avoided entirely but rather that it should be assessed,
measured, and reduced to the extent feasible (Tootelian
and Gaedeke, 1993, p. 163).

The idea that pharmaceutical care should be
viewed strictly as a clinical movement has been called
into question (Wilkin, 1999). Evidence that pharma-
ceutical care exists in part as a management movement
was provided in a recent study that sought to identify
standards of practice for providing pharmaceutical care
(Desselle and Rappaport, 1996). A nationwide panel
of experts identified 52 standards of pharmacy prac-
tice, only to have a statewide sample of pharmacists
judge many of them as infeasible to implement in ev-
eryday practice (Desselle, 1997). Of the practice stan-
dards that were judged to be feasible, further research
yielded a system of “factors” or “domains” in which
these standards could be classified (Desselle and Rap-
paport, 1995). These practice domains can be found
in Table 1-1. Figuring very prominently into this clas-
sification was the “risk management” domain, which
included activities related to documentation, drug re-
view, triage, and dosage calculations. However, the con-
tributions of the managerial sciences do not stop there.
The remaining four domains connote significant in-
volvement by pharmacists into managerial processes.
Two of the domains (“services marketing” and “busi-
ness management”) are named specifically after man-
agerial functions.

FROM PHARMACEUTICAL
CARE TO MEDICATION
THERAPY MANAGEMENT

While the pharmaceutical care movement made an in-
delible mark on the profession, its terminology is be-
ing replaced with more contemporary language that
reflects pharmacists’ growing roles in the provision of
public health services. In recognizing the morbidity
and mortality resulting from medication errors as a

public health problem, the profession has begun to
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Table 1-1. Pharmaceutical Care Practice Domains

|. Risk management
Devise system of data collection
Perform prospective drug utilization review

Document therapeutic interventions and activities

Obtain over-the-counter medication history

Calculate dosages for drugs with a narrow therapeutic index

Report adverse drug events to FDA
Triage patients’ needs for proper referral

Remain abreast of newly uncovered adverse effects and drug—drug interactions

Il. Patient advocacy

Serve as patient advocate with respect to social, economic, and psychological barriers to drug

therapy

Attempt to change patients’ medication orders when barriers to compliance exist
Counsel patients on new and refill medications as necessary

Promote patient wellness

Maintain caring, friendly relationship with patients

Telephone patients to obtain medication orders called in and not picked up

I1l. Disease management

Provide information to patients on how to manage their disease state/condition
Monitor patients’ progress resulting from pharmacotherapy
Carry inventory of products necessary for patients to execute a therapeutic plan (e.g., inhalers,

nebulizers, glucose monitors, etc.)

Supply patients with information on support and educational groups (e.g., American Diabetes

Association, Multiple Sclerosis Society)
IV. Pharmaceutical care services marketing

Meet prominent prescribers in the local area of practice

Be an active member of professional associations that support the concept of pharmaceutical care
Make available an area for private consultation services for patients as necessary

Identify software that facilitates pharmacists’ patient care—related activities

V. Business management

Use technicians and other staff to free up the pharmacist’s time

embrace the concept of medication therapy manage-
ment (MTM). MTM represents a comprehensive and
proactive approach to help patients maximize the ben-
efits from drug therapy and includes services aimed to
facilitate or improve patient compliance to drug ther-
apy, educate entire populations of persons, conduct
wellness programs, and become more intimately in-
volved in disease management and monitoring. The

MTM movement has been especially strengthened by
language in the Medicare Prescription Drug, Improve-
ment and Modernization Act (MMA) of 2003 (Pub-
lic Law Number 108-173), which mandates payment
for MTM services and proffers pharmacists as viable
health professionals who may offer such services. As
such, MTM is now considered a key component in
the provision of pharmacy care services.
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MYTHS CONCERNING THE
CONFLUENCE OF BUSINESS
PRACTICE AND PHARMACY

Despite evidence that would suggest otherwise, the
need for a management perspective in pharmacy is of-
ten overlooked and even shunned by some pharmacy
students and practitioners. Common misconceptions
about the need for a management perspective have been

documented (Tootelian and Gaedeke, 1993, p. 23):

o The practice of pharmacy is ethically inconsistent with
good business. The origin of this myth probably
evolved from the unethical business practices of some
organizations. Scandals involving abuses by corpo-
rate executives at large international firms in the
early 2000s have done little to mitigate these percep-
tions. The incident involving a pharmacist in Kansas
City, Missouri, diluting chemotherapeutic drugs to
spare inventory costs demonstrated that health care
professions are not without unscrupulous members
(Stafford, 2002). Furthermore, some people believe
that companies involved in the sale of health care
goods and services should be philanthropic in nature
and are upset that companies profit from consumers’
medical needs. Despite occasional examples of mis-
conduct, most companies and persons involved in
business operations conduct themselves in an ap-
propriate manner.

® Business is not a profession guided by ethical standards.
Pharmacists and pharmacy students generally are
cognizant of the vast number of rules and regula-
tions that govern pharmacy but are less aware of the
standards governing practice in advertising, account-
ing, and interstate commerce. Many of the rules and
regulations governing pharmacy practice were bor-
rowed from legislation existing in sectors other than
health care.

* [n business, quality of care is secondary to generating
profits. This misconception likely results from the
efforts by payers of health care and by managers to
control costs. In light of the fact that in 2005 health
care accounted for approximately 16 percent of the

nation’s gross national product and cost over $5000
per person (Kaiser Family Foundation, 2005), health
care consumers have little choice but to become more
discerning shoppers of health care services. Because
resources are limited, the number of services and
products provided to consumers cannot be bound-
less. Conscientiousness in the allocation of resources
helps to ensure that more of the right people re-
ceive the right goods and services at the right time
and place. Many people do not stop to think that
if a company in the health care business is not able
to pay its own workforce and cover its other costs
of doing business, it will have little choice but to
close its doors, leaving a void in the array of services
previously afforded to consumers. Even nonprofit
entities have to pay the bills because if they can-
not break even, they too have to shut down opera-
tions. Students may be surprised to learn that most
nonprofit companies in health care compete quite
fiercely against companies that are structured on a
for-profit basis.

The good pharmacist is one who is a “clinical purist.”
This is perhaps a manifestation of the other mis-
conceptions, in addition to a false pretense that the
complexities of modern drug therapy do not allow
time for concern with other matters. On the con-
trary, a lack of knowledge on how to manage re-
sources and a lack of understanding on how to work
within the current system of health care delivery
will only impede the pharmacist’s goal to provide
MTM services. Pharmacists who “don’t want to be
bothered with management” face the same logisti-
cal constraints, such as formularies, generic substi-
tution, prior authorizations, limited networks, em-
ployee conflict and lack of productivity, breakdowns
in computer hardware and software, budgetary lim-
itations, and changes in policy that all other phar-
macists face. The problem with the “don’t want to
be bothered with management” pharmacists is that
they will be less likely to operate efficiently within
the system, becoming frustrated and ultimately less
clinically effective than the pharmacists who accept
these challenges as part of their practice.
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The United States has been facing an acute short-
age of pharmacists in the wake of an ever-increasing
number of prescription drugs dispensed (Gershon,
Cultice, and Knapp, 2000). At the same time, the pro-
fession has come under more intense pressure to reduce
the incidence of medication errors in both institutional
and ambulatory settings (Thompson, 2001; Institute
of Medicine, 20006). This is placing a burden on phar-
macists to be especially productive, efficient, and error-
free. Productivity is a function of a pharmacist’s ability
to manage workflow, technology, the quality and ef-
ficiency of support personnel, phone calls, and other
problems that arise in day-to-day practice.

Moreover, pharmacy administrators reward phar-
macists who can manage a pharmacy practice. New
graduates often obtain entry-level administrative posi-
tions (e.g., pharmacy department manager, area man-
ager, or clinical coordinator) after just 2 to 3 years in
practice. It is not uncommon to see pharmacy grad-
uates move up into even higher-level administrative
positions (e.g., district or regional manager of a chain
or associate director or director of a hospital pharmacy
department) within 5 to 10 years of graduation. Phar-
macists who can manage a practice successfully (i.e.,
increase volume, reduce errors, engender customer sat-
isfaction, improve profitability, and reduce employee
turnover) are in the best position for promotions.

A final point to consider is that even if a pharma-
cist does not ascend to an administrative position, he
or she inherently “manages” a practice the instant he or
she takes a position as a pharmacist. Staff pharmacists
in every practice setting manage technicians and clerks
every hour of every day. They also manage the flow
of work through their sites and the use of medications
by patients. Closely tied to this issue is the issue of
personal job satisfaction. The pressures on the modern
pharmacist are unmistakable. Satisfaction with one’s
job and career is important because they are closely re-
lated to one’s satisfaction with life (Sumer and Knight,
2001). Pharmacists ability to manage their work envi-
ronment can have a significant impact on their ability
to cope with the daily stressors of practice, increas-
ing job satisfaction, and diminishing the likelihood of

career burnout or impairment through the abuse of
alcohol and drugs.

GOOD MANAGEMENT
PRACTICE AND
MEDICATION THERAPY
MANAGEMENT—A WINNING
COMBINATION

Evidence of the success of a management perspective
in pharmacy practice abounds. A series of studies ex-
amined the use of strategic planning by pharmacists
in both community and hospital settings (Harrison
and Bootman, 1994; Harrison and Ortmeier, 1995,
1996). These studies showed that among community
pharmacy owners, those who fully incorporated strate-
gic planning saw higher sales volume and profitability
than did those who did not or who did so just partially.
Pharmacies owned by “strategic planners” also were sig-
nificantly more likely to offer clinical or value-added
services than pharmacies run by owners who were not.
Likewise, better administrative, distributive, and clin-
ical performance among hospital pharmacies also was
associated with their respective directors” involvement
in the strategic planning process.

Another study pointed out that support from su-
pervisors and colleagues had a positive impact on the
commitment that pharmacists display toward their
respective organizations, thus enhancing the likeli-
hood that these pharmacists would not quit their jobs
(Gaither, 1998b). Other studies suggest that pharma-
cists’ perceived ability to adhere to standards of phar-
macy practice hinged considerably on the effectiveness
of supervisors to provide them with feedback and facil-
itate their satisfaction on the job (Desselle and Tipton,
2001). The same study also demonstrated that phar-
macists designating themselves as “managers” were less
satisfied with their own jobs, likely as a result of their
lack of training in such areas.

Surveys of pharmacists commonly indicate that
looking at their practices today, they wish they had
more training in management during their professional
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education. One study suggested that a business/work
orientation was the skill most critical in implement-
ing a successful practice (Speedie, Palumbo, and Leav-
itt, 1980). It was suggested in another survey that
lack of time and poor communication were primary
obstacles to delivering pharmacy care services (Cian-
canglini, Waterhouse, and D’Elia, 1994). Still another
study concluded that it would benefit practicing phar-
macists to seek continuing education in management,
health care systems and policy, and pharmacotherapeu-
tics (Desselle and Alafris, 1999). It has been argued that
to achieve excellence in the implementation of MTM
services, pharmacists must obtain and properly allocate
resources, design efficient distribution systems, select
and train adequate support staff, develop systems for
disseminating knowledge on new drugs and technol-
ogy, and document and evaluate the cost-effectiveness
of the services provided—all of which are tasks that
require management skills (Smith, 1988).

Table 1-2 summarizes many of the principal fac-
tors that affect the delivery of pharmacy care services
and is used to further illustrate the existing synergy be-
tween pharmacy care and good business practice. First,
the demographic composition of the patient popula-
tion has changed dramatically. The mean age of Ameri-
cans continues to increase, as does their life expectancy.
This results in a greater proportion of patients present-
ing with multiple disease states and complex therapeu-
tic regimens. Although many of our nation’s seniors
lead normal, productive lives, their visual acuity, hear-
ing, mobility, and ability to use and/or obtain viable
transportation may be comprised. Pharmacists must
take on additional responsibilities in managing these
patients’ care and coordinating their services. Also, the
population of patients that pharmacists serve is becom-
ing more ethnically diverse. Good pharmacy managers
will benefit from a heightened sensitivity toward the
needs of all patients and efforts to carry products that
appeal to specific populations.

The shift in the demographic composition of pa-
tients also brings to bear the varying beliefs people have
about treating their disease states and taking medica-
tions and their trust in the health care delivery system.
All the clinical and scientific knowledge in the world

Table 1-2. Factors Affecting the Delivery of
Pharmacy Products and Services

Patient demographics
Aging population
Females as decision makers
Ethnic composition of patients
Attitudes and belief systems
Beliefs about disease, sick role, and
medication-taking
Trust in the health care delivery system
Direct-to-consumer advertising of prescription
drugs
Third-party payers and coverage issues
Complexity/differences among payers’ policies
Formularies
Limited networks
Limited access for some patients
Lack of knowledge by patients
Competitive markets
Diminished margins
Diversity in the types of providers offering
products and services
Technology
Software
Automated dispensing technology

is rendered useless if pharmacists lack basic knowledge
about the patients whom they serve. Even the most
carefully devised and therapeutically correct pharma-
ceutical care plan will not work if the patient does not
put faith in the pharmacist’s recommendations. Good
pharmacists are able to relate to patients of all persua-
sions and convince them to put faith in the consulta-
tion they provide. An additional consideration is the
increased marketing of health care products directly to
consumers. This has resulted inevitably in an increase
in the frequency of medication-specific queries from
patients. Good pharmacists do not bias their answers
but are able to triage their patients’ requests with ap-
propriate information and recommendations.

A management perspective is indispensable when
it comes to issues dealing with third-party payers (e.g.,
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private insurers, government-sponsored programs; see
Chapter 16). Unlike other countries, whose health care
systems are founded on single-payer reimbursement
structures, practitioners in the United States face a
mix of payers, including individual patients, private in-
surers, employers, and government health plans. Each
payer differs in its formularies (list of approved drugs),
rules for reimbursement, and the network of pharma-
cists qualified to accept its coverage. The management-
minded pharmacist is able to identify payers that
afford the pharmacy the opportunity to provide qual-
ity patient care while maintaining an appropriate level
of profit. Pharmacists must provide appropriate infor-
mation about coverage to patients, who often do not
know about the intricacies of their plans and the health
care system (Fronstin, 2000). Additionally, pharma-
cists must coordinate therapeutic plans for cash-paying
patients whose financial situation may preclude them
from receiving certain therapies and services.

An additional challenge facing pharmacies and
pharmacists is that of shrinking profit margins. A phar-
macy’s profit margin is the excess of revenues after cov-
ering expenses that it secures as a percentage of its total
revenues. As the percentage of prescriptions paid for by
sources other than patients has increased, profit mar-
gins have decreased. In addition to selecting the right
mix of plans in which to participate, the management-
minded pharmacist looks for other opportunities to
bring in additional revenues and decrease expenses,
such as implementing cognitive services, selling an-
cillary products, effectively purchasing and maintain-
ing proper levels of inventory, effective marketing, and
having the appropriate amount and type of person-
nel needed to do the job. This is especially important
in light of the fact that consumers have more choices
than ever in seeking health care solutions, ranging from
nontraditional sources (e.g., complementary and al-
ternative medicine) to more traditional sources (e.g.,
grocery stores, convenience stores, gift shops, and the
Internet).

The management-minded pharmacist also main-
tains software and automated dispensing technologies
that free up time formerly spent in the dispensing pro-
cess. This gives pharmacists more time to provide pa-

tient care and perform other practice and management
functions.

The arrival on the scene of MTM and the com-
plexities of Medicare legislation further underscore the
need for practice management skills among pharma-
cists. In addition to knowledge required to help patients
navigate the health care system, pharmacists must be
able to maximize efficiency in human, capital, and tech-
nological resources to serve patients, provide services,
and take advantage of the unique opportunities to gain
reimbursement for MTM services.

THE MANAGERIAL SCIENCES

Although mentioned throughout this chapter, a more
formal examination of the managerial sciences should
put into perspective their use as tools to implement
pharmacy services effectively. The managerial sciences
are summarized in Table 1-3. The reason they are re-
ferred to as sciences is because their proper application
stems from the scientific process of inquiry, much the
same as with other pharmaceutical sciences. The sci-
ence of accounting (see Chapter 15) involves “keeping
the books,” or adequately keeping track of the busi-
ness’s transactions, such as sales revenues, wages paid to
employees, prescription product purchases from sup-
pliers, rent, and udility bills. This must be done to
ensure that the company is meeting its debts and
achieving its financial goals. Accounting is also used to
determine the amount of taxes owed, to make reports
to external agencies and/or auditors, and to identify
areas where the company’s assets could be managed
more efficiently. While accounting is used to evaluate
a company’s financial position, finance is more con-
cerned with the sources and uses of funds (e.g., Where
will the money come from to pay for new and exist-
ing services? Which services are most likely to enhance
profitability for a pharmacy?).

The other managerial science commonly associ-
ated with managing money is economics. However, the
use of economics transcends financial considerations.
Economicsisa tool to evaluate the inputsand outcomes
of any number of processes. It can be used to determine
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Table 1-3. The Managerial Sciences

Accounting

Keep the books

Record financial transactions

Prepare financial statements

Manage cash flows

Analysis of profitability

Determine business strengths and weaknesses

Compute taxes owed to federal, state, and local
governments

Finance

Determine financial needs
Identify sources of capital
Develop operating budgets
Invest profits

Manage assets

Economics

Determine optimal mix of labor and capital

Determine optimal output

Determine optimal hours of business operation

Determine levels of investment into risk
management

Human resources management

Conduct job analyses

Hire personnel

Orient and train personnel

Motivate personnel for performance

Appraise personnel performance

Allocate organizational rewards

Terminate employment

Marketing

Identify competitive advantages

Implement competitive advantages

Identify target markets

Evaluate promotional strategies

Implement promotional strategies

Evaluate promotional strategies

Select proper mix of merchandise

Properly arrange and merchandise products

Price goods and services

Operations management

Design workflow

Control purchasing and inventory

Perform quality assurance initiatives

the right mix of personnel and automated dispensing
technologies, the optimal number of prescriptions dis-
pensed given current staffing levels, whether or not a
pharmacy should remain open for additional hours of
business, and how much to invest in theft deterrence. It
is also used to determine the most appropriate drugs to
place on a formulary or to include in a critical pathway.

Human resources management (see Chapter 9) is
used to optimize the productivity of any pharmacy’s
most critical asset—its people. It involves determin-
ing the jobs that need to be done, recruiting people for
those jobs, hiring the right persons for those jobs, train-
ing them appropriately, appraising their performance,
motivating them, and seeing that they are justly re-
warded for their efforts. It also involves issues such as
determining the right mix of fringe benefits and retire-
ment programs, setting vacation and absentee policies,
assistance with career planning, ensuring employees’
on-the-job safety, and complying with laws and rules
established by regulatory bodies.

It may be easy to assume that marketing is simply
another word for advertising (see Chapters 20 and 21).
However, while promotional activities are a significant
component of marketing, its activities include iden-
tifying the company’s strengths over its competitors,
properly identifying consumer bases to which market-
ing strategies will be directed, carrying the right mix of
goods and services, arranging these products for opti-
mal “visual selling,” and establishing the right prices for
goods and services. Price setting is critical not only for
products but also especially for services. It is here that
pharmacists often make mistakes when trying to estab-
lish cognitive or value-added services. Services priced
too low are unprofitable, perhaps even a money-losing
proposition, whereas services priced too high will fail
to attract customers.

Operations management (see Chapter 5) involves
establishing policy delineating the activities of each
employee on a day-to-day basis, what tools they will
use to accomplish their tasks, and where those tasks
will be performed (i.e., workflow design). It also en-
tails maintaining the proper inventory of prescription
and nonprescription products so that, on the one hand,
the pharmacy is not consistently running out of drug
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products that patients need and, on the other hand,
there are not excess amounts of products reaching their
expiration date prior to sale or otherwise taking up
valuable space that could be used for other purposes.

“SMOOTH OPERATIONS”—
REVISITING THE SCENARIO

The preceding discussion of the managerial sciences,
especially the issue of workflow design in operations
management, brings us back to the scenario involving
Mary Quint. Pharmacy students questioning the sig-
nificance of management and the importance of hav-
ing a management perspective need not look much
further than this case. Mary is faced with a dilemma
probably all too common to pharmacy students and
practitioners. Students who have worked in numerous
environments probably can recall that in some of these
places things just seemed to be “going well.” Both the
customers and the employers were happy, and it was
not completely unpleasant to have to show up at work.
At other places, there always appears to be a crisis. Im-
mediately on waking up in the morning, one’s first
thoughts are of dread at having to go to work that day.
While this may be somewhat of an oversimplification,
the latter places are not being managed well, whereas
the former ones probably are. The tremendous vari-
ability that exists from one workplace to another is
indicative of how critical management is for both the
employees working there and the patients they serve.
Now ask yourself, Where do you think that you would
rather work, and where do you think that patients are
receiving the best care, Middletown North Pharmacy
or Middletown South Pharmacy?

CONCLUSION

Contrary to popular belief, good business and good pa-
tient care are not mutually exclusive. In fact, they are
almost entirely mutually dependent. Superior patient
care and the implementation of clinical services are
made possible by pharmacists who are skilled in man-
agement. Pharmacists must be attuned to the internal

and external forces that shape the practice of phar-
macy. The managerial sciences of accounting, finance,
economics, human resources management, marketing,
and operations management are indispensable tools for
today’s practitioner.

QUESTIONS FOR FURTHER
DISCUSSION

1. Would you be willing to extend your commute or
make other similar sacrifices to work ata place where
you enjoyed your job? Why or why not?

2. How do you feel about the role that management
plays in the practice of pharmacy?

3. Can you identify someone in a managerial position
who is very good at what he or she does? What is it
that makes him or her effective?

4. Do you believe that you are going to be an effective
pharmacist? What makes you think so?

5. Do you think that you are going to ascend even-
tually to a managerial position? Why or why
not?
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LEARNING OBJECTIVES

After completing this chapter, students should be able to

1. Define the terms management and manager. Describe how concepts in manage-
ment figure into our everyday lives.

2. Compare and contrast management and leadership.

Compare and contrast classical views of management with modern views.

LN

Describe the management process within the contexts of what managers do, re-
sources they manage, and levels at which managers perform their roles.

5. Integrate modern views of management with the management process.

6. Apply the management process to all personal and professional activities.

SCENARIO

Krista Connelly is a second-year pharmacy student. Like most second-year students, she de-
scribes her life as “incredibly stressed out.” A typical day consists of getting up at 6 a.m., getting

19
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dressed and running out the door by 7 a.m., and driving
to school to get to her first class by 8 a.m. (making sure
to avoid the accident on the expressway that she heard
about on her way out the door). While at school, she
finds time to squeeze in cups of coffee and snack bars
between the lectures, labs, and workshops that usually
last until at least 4 p.m. She also makes a point to go to
the library to prepare upcoming assignments, as well
as to meet with her professors to review how she did
on her exams.

After class today, Krista has an Academy of Stu-
dents of Pharmacy (ASP) meeting. Krista is the vice
president of her chapter. As vice president, she is in
charge of working with all the committee chairs. In the
past few weeks she has had to help the new professional
service chairperson develop a brown bag seminar, talk
her fund-raising chairperson out of quitting, and write
a report on each committee’s activities for the chapter
Web site. While she really enjoys her leadership role in
ASD, she finds some of the people she works with to be
frustrating and wonders how she can motivate them to
do a better job.

After her meeting, Krista drives to a fast-food
restaurant to grab a quick dinner on her way to her
part-time pharmacy technician job. If she’s not work-
ing, she’ll head to a friend’s house to study for an up-
coming exam. She usually gets back to her apartment
by 10 p.m. and mentally prepares for what she needs
to do in the next few days. She might catch a little bit
of TV before heading to bed by midnight.

On weekends, Krista catches up on what one
might call “activities of daily living.” She’ll do her laun-
dry, pay her bills, surf the Internet, call her parents and
friends back home, and get together with her friends
on Saturday night. When Kirista and her friends (most
of whom are also pharmacy students) go out, they’ll
often talk about their plans after they graduate from
pharmacy school. They talk about how exciting it will
be to counsel patients, work with other health care pro-
fessionals, and finally start making those high salaries
they have heard so much about. None of them says
that they want to be pharmacy managers. “The phar-
macy manager at my store is always on my case about
coming in late or having to arrange my hours around

my exam schedule,” said Krista. “I don’t see how being
a manager can help me do the things I want to as a
pharmacist.”

CHAPTER QUESTIONS

1. Why is it that all pharmacists should be considered
managers regardless of their titles or positions?

2. Why should pharmacy students study manage-
ment?

3. What is the difference between management and
leadership?

4. How does management affect every aspect of our
daily lives?

5. Will the same approach to management be effective
for all types of situations encountered by pharma-
cists?

WHAT IS MANAGEMENT?

For many people, a distinct set of images comes to
mind when they hear the word management. First and
foremost, they think of a person (or possibly a group
of people) who is “the boss” to whom they report at
work. While some people view their relationships with
management as positive, many of us have had expe-
riences where this has not been the case. This is why
when you ask people what they think of management,
they often provide negative views and experiences. Ask
pharmacy students what they think about entering ca-
reers in pharmacy management, and you’ll likely get
answers similar to those provided by Krista Connelly
and her friends in the scenario.

Perhaps it may be better to start by looking a bit
more closely at the term management. The stem of the
word is manage, which according to Webster’s Dictio-
nary is a verb meaning “to control the movement or
behavior of, to lead or direct, or to succeed in accom-
plishing” (Allee, 1990). Think about how this defini-
tion applies to your daily life. Have you ever controlled
the movement or behavior of someone or something
(even if it was just yourself)? Have you ever succeeded
in accomplishing a task (even if it was just getting to
an examination on time)?
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According to Tootelian and Gaedeke (1993), man-
agement is “a process which brings together resources
and unites them in such a way that, collectively, they
achieve goals or objectives in the most efficient man-
ner possible.” Contrary to what many people believe,
management is a process, which is simply a method of
doing something. Processes are used to perform simple
everyday tasks (e.g., swinging a golf club or driving to
school) as well as more complex activities (e.g., hiring
a pharmacy technician or dosing an aminoglycoside
drug). People perform processes because they want to
achieve a goal or objective. Goals and objectives can
be personal (e.g., a low golf score or getting to school
on time) or professional (e.g., a smoothly operating
pharmacy or high-quality patient care). Because pro-
cesses require resources, and resources are scarce (they
are not present in unlimited supply), it is important
that resources be used in such a way as to achieve goals
and objectives in the most efficient manner possible.
While one could achieve one’s goal of getting to school
on time by driving 90 miles an hour, one also could
argue that this would not be the most efficient use of
the driver’s resources, especially if there is a sharp turn
ahead or a police officer waiting around the corner.

Managers are simply people who perform man-
agement activities. While people whom we think of
as “the boss” and those with administrative appoint-
ments within an organization certainly are managers,
the fact is that anyone who has a task to accomplish or a
goal to achieve is a manager as well. Pharmacy students
and pharmacists who say that they do not want to be
managers may not desire the authority and responsi-
bilities of having an administrative position, but there
is no getting around their need to use resources effi-
ciently to perform the tasks related to their jobs. Thus
all pharmacists, regardless of their job responsibilities
or position, should view themselves as managers.

Another term that is used commonly when think-
ing about management is leadership. While some peo-
ple use the terms interchangeably to describe charac-
teristics that are expected of people who are “in charge”
of organizations, leadership is a distinctly different skill
from management. Leadership involves the ability to
inspire or direct others. While it certainly is desirable

that all managers also have leadership skills, they do
not necessarily go hand in hand.

CLASSICAL AND MODERN
VIEWS OF MANAGEMENT

While management and managers have been with us
since humans have had tasks to perform and goals to
accomplish (e.g., gathering food or finding shelter),
the study of management as a scientific and academic
curriculum is relatively new. Before the industrial rev-
olution of the eighteenth and nineteenth centuries,
most people lived and worked alone or in small groups.
While people at that time still had goals and objectives
that needed to be accomplished efficiently, there was
little formal study of the best ways to do so. The advent
of the industrial revolution brought together groups of
hundreds and thousands of people who shared a com-
mon objective. In order to get large groups of people to
work together effectively, industrialists and academics
established hierarchies and systems that allowed large
industrial organizations to accomplish their goals (es-
pecially those related to growth and profitability).
Around the turn of the twentieth century, an
American industrialist and a French engineer began to
publish observations in what would become known as
the classical, or administrative, school of management
thought. E W. Taylor, an executive with Bethlehem
Steel, published 7he Principles of Scientific Management
in 1911. He was among the first to espouse applying
scientific principles to management of the workplace.
Henri Fayol, a French mining engineer and corporate
executive, published Administration Industrielle et
Generalein 1916. Both Taylor and Fayol argued that all
organizations, regardless of size or objective, had to per-
form a standard set of functions to operate efficiently.
Fayol’s five management functions (i.e., forecasting
and planning, organizing, commanding, coordinating,
and controlling) became widely accepted throughout
the industrialized world. Both Fayol’s five management
functions and 14 principles for organizational design
(Table 2-1) are still used by managers today. For
example, while in the scenario Krista Connelly has
the responsibility for working with her ASP chapter’s
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Table 2-1. Classical Management Theory (Fayol)

Fayol’'s 5 management functions:

a b w N

. Forecast and plan
. Organize

. Command

. Coordinate

. Control

Fayol’'s 14 principles for organizational design and effective administration:

Specialization/division of labor. People should perform tasks specific to their skills. No one person should
be expected to perform all the skills needed to run an organization.

Authority with corresponding responsibility. People with responsibility also have sufficient authority within
an organization to ensure that a task is performed.

Discipline. People should follow rules, with consequences for not following rules.

Unity of command. The organization has an administrator who is recognized as having the ultimate
authority (e.g., CEO or president).

Unity of direction. The organization has a sense of direction or vision that is recognized by all members
(e.g., mission statement).

Subordination of individual interest to general interest. The goals of the organization supercede the goals
of any individuals within the organization.

Remuneration of staff. Employees should be paid appropriately given the market for their skills and their
level of responsibility.

Centralization. Performing similar tasks at a single location is more effective than performing these tasks

at multiple locations.

e Scalar chain/line of authority. Each employee has one, and only one, direct supervisor.

e Order. Tasks should be performed in a systematic fashion.

e Equity. Supervisors should treat employees with a sense of fairness.

o Stability of tenure. Benefits should go to employees who have stayed with an organization longer.
¢ [nitiative. Organizations and employees are more effective when they are proactive, not reactive.

e Esprit de corps. Teamwork, harmony.

committee chairs, she cannot be effective in her ability
to carry out her responsibilities unless her position
provides her with authority that is recognized by the
committee chairs. Chapter 8 provides more informa-
tion on Fayol’s principles of organizational design.
Much of Taylor’s and Fayol’s work was developed
based on the workplace conditions of the eighteenth,
nineteenth, and early twentieth centuries. The great in-
dustries of those times focused primarily on the mass
production of tangible goods. Very few people were ed-
ucated beyond grammar school. The few people with

higher levels of education (almost always men) gen-
erally were given administrative positions. They were
expected to supervise large numbers of less educated
production-line employees. In this hierarchy, the role
of administrators generally was to command and con-
trol their employees, and the role of workers was to
carry out the tasks at hand without question.

On the other hand, the workforce and workplace
of the late twentieth and early twenty-first centuries
have evolved into something quite different. According
to the U.S Bureau of Labor Statistics (2007), more than
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five times the number of people are involved in the
provision of services than in the production of tangible
goods. Today’s workforce is much better educated and
more highly skilled than workers had been in the past.
In many cases, today’s administrators have less formal
education and fewer technical skills than the people
they are supervising.

These trends have led many to question the rel-
evance of classical management theories in today’s
rapidly changing world. Walk down the “Business”
aisle of practically any bookstore and you’ll find liter-
ally hundreds of books written by management “gurus”
such as Covey, Drucker, Peters, and many others es-
pousing modern management techniques and offering
“hands on” advice about how to deal with day-to-day
workplace issues. Researchers apply scientific methods
to the study of managementand publish their results in
scholarly journals, similar to what we see in pharmacy
and medicine. These books and research studies make
important contributions to management science, given
the continued need to use scarce resources to achieve
goals and objectives in an ever-changing business cli-
mate. However, as will be discussed below, classical
management theory still has a place in today’s pharma-
cies, as well as in our personal lives.

THE MANAGEMENT
PROCESS

Figure 2-1 describes one way in which Fayol’s man-
agement functions can be adapted to describe what
managers do in today’s world. There are three dimen-
sions of management: (1) activities that managers per-
form, (2) resources that managers need, and (3) levels
at which managers make decisions. Every action taken
by a manager involves at least one aspect of each of the
three dimensions.

Management Activities

Fayol’s five management functions have been adapted
to describe four activities that all managers perform.
While managers who hold administrative positions in
their organizations may have formal ways of perform-
ing these activities (and are evaluated on their ability

Individual

Interpersonal / /

Organizationa)

Plan
Organize

Lead

Control /

Money People Time Materials Info

Figure 2-1. The management process.

to get them done), all managers (which means all of
us!) perform each of these activities every day, whether
we are thinking of them or not.

The first of these four activities is planning. Plan-
ningis predetermining a course of action based on one’s
goals and objectives. Managers must consider many
factors when planning, including their internal and ex-
ternal environments. The chief pharmacist at a com-
munity pharmacy or the director of a hospital phar-
macy will develop plans to predetermine which drug
products he wishes to carry or what professional ser-
vices he might offer. Some pharmacists will even go so
far as to develop formal strategic and business plans for
their pharmacies (see Chapters 5, 6, and 24 through
27). On the other hand, planning can also be very infor-
mal. Anyone who goes to work or school in the morn-
ing develops a plan for how they will get there (i.e.,
What time do I need to arrive? What form of trans-
portation should I take? What route should I follow?).

The next management activity is organizing. Or-
ganizing is the arrangement and relationship of activ-
ities and resources necessary for the effective accom-
plishment of a goal or objective. Once a pharmacist
has decided which drug products or services she should
offer, she needs to ask herself whar resources she needs
to provide them, how she will go about obtaining these
resources, and then determine when she will need to ob-
tain them. Once the person going to work or school has
a plan, he needs to think about what else he may need
to do to accomplish his goal (e.g., check the weather
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and traffic reports, get gas in his car, drop his kids off
with a child care provider, etc.).

The next step is the leading or directing step. This
step combines Fayol’s command and coordinate steps
to provide a better description of what managers actu-
ally do in today’s world. Leading or directing involves
bringing about purposeful action toward some desired
outcome. It can take the form of actually doing some-
thing yourself (the person going to work or school just
needs to get up and go) or working with others to lead
them to where you want your organization to be. A
pharmacist eventually may offer the goods and services
described in her plans, but almost certainly she will
need to work with a number of other people within her
organization to accomplish this task. In the scenario,
Krista Connelly, in her role has vice president of her
ASP chapter, is responsible for seeing that the chapter’s
committees work effectively to accomplish their ob-
jectives. Working with others often requires leadership
skills, which will be discussed in Chapter 14.

The fourth step is the control or evaluation step.
Control or evaluation involves reviewing the progress
that has been made toward the objectives that were set
out in the plan. This step involves not only determin-
ing whar actually happened but also why it happened.
Performing quality-control checks to help ensure that
patients are receiving the desired medication in the
appropriate manner is a very important function of
a pharmacy practice. Pharmacists can also ask them-
selves if the goods and services they offered met their
goals. These goals can be from the perspective of their
patients (e.g., Did the goods and services result in high-
quality patient care or improved clinical outcomes?),
as well as from other perspectives (e.g., Did the ser-
vice improve the pharmacist’s job satisfaction? Did it
improve the profitability of the pharmacy or organiza-
tion?). The person going to work or school not only
should ask himself if he arrived on time but should
also know why he did or did not (e.g., the traffic acci-
dent on the expressway, hitting the snooze button that
third time before getting up, etc.). Chapters 9 and 28
review some of the methods that pharmacists use to
help ensure the quality of their operations and reduce
the occurrence of medication errors.

s |

Control Organize

C.d

Figure 2-2. Management activities cycle.

Management activities should be performed in
order, starting with the planning step. They are also
meant to be cyclic, meaning that what a manager learns
in the control and evaluation step should be incorpo-
rated into the planning step the next time she needs
to accomplish that objective (Fig. 2-2). For example,
if a pharmacy student receives a score on an examina-
tion that did not meet his goal, he should use what he
learned in the evaluation step (e.g., what questions he
got wrong, time spent studying, etc.) to help him plan
for the next examination.

Resources That Are Managed

Regardless of their level or position within an organiza-
tion, managers must use resources to achieve their goals
and objectives. Keep in mind that resources are scarce,
meaning that they are notavailable in unlimited supply.
Both organizations and individuals must use resources
efficiently to achieve their goals and objectives.

The first resource that many managers think of is
money. Customers generally provide money to phar-
macies and pharmacists in exchange for goods and ser-
vices. Employers generally pay their employees money
in exchange for the services they provide to the organi-
zation. Managing money is important to any organi-
zation or individual, and several chapters of this book
are dedicated to explaining how pharmacies and phar-
macists manage money and use economic informa-
tion to make decisions (see Chapters 15 through 19).
Money in and of itself can be an important yardstick for
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measuring the success of an organization or an individ-
ual. However, most managers value money for its abil-
ity to allow them to obtain additional resources that
are necessary to achieve other goals and objectives.

Another resource that is very important to man-
agers is people. In pharmacy practice, there is very
lictle chat any one person can accomplish on his or
her own, regardless of the practice setting. Pharmacists
must work with other employees in their pharmacies,
other health care professionals, and especially the pa-
tients and customers they serve. Given the importance
of this topic, an entire section of this book (Chapters 8
through 14) is dedicated to the management of people.

How many times have you heard someone say,
“I'd have got that done if I'd have had more time”? Of
all the resources managers have at their disposal, time
can be the most limiting. After all, there are only 24
hours in a day! Time management is essential for to-
day’s busy pharmacist, as well as for most other people.
In the scenario, Krista Connelly is a great example of
a pharmacy student who could benefit from time and
stress management. Chapters 13 and 14 are dedicated
to time management, stress management, and organi-
zational skills that can help you to get the most out of
this precious resource.

When many people think of pharmacy, they still
think of a pharmacist standing behind a counter com-
pounding drug products and dispensing prescriptions.
While pharmacy practice continues to evolve from a
product to a patient orientation, managing material re-
sources is still a very important function in a pharmacy.
Community pharmacies filled 3.4 billion prescriptions
in 2005, an increase of almost 70 percent over the past
decade (NACDS, 2000). The costs of these drug prod-
ucts, as well as the costs of the equipment and supplies
necessary to dispense them safely and efficiently to pa-
tients, continues to rise in all practice settings. Just as
people need to assess their needs and supplies of ma-
terial goods (e.g., food, clothing, household supplies,
etc.) before going on a shopping trip, pharmacies need
to make the same assessments before purchasing drug
products, equipment, and supplies. Chapters 7, 22,
and 23 are all designed to help readers learn more about
managing material resources.

While the eighteenth and nineteenth centuries
were known as the time of the industrial revolution,
the twenty-first century certainly will be known as the
information age. The advent of the computer and the
Internet in the late twentieth century has resulted in
an explosion of information that is literally at most
people’s fingertips. This already has had a tremendous
impact on pharmacy practice, providing pharmacists
with information about drugs and patients that they
did not have only a few years ago. While it is not certain
what implications this will have for pharmacy practice
in the future, it is certain that information manage-
ment is becoming an important job for pharmacists.
Chapter 8 provides an overview of technologies that
pharmacists use to manage information, as well as in-
sights into what role information management may
have in the future of pharmacy practice.

Levels of Management

When managers perform management activities, they
can do so at a number of levels with a variety of dif-
ferent purposes in mind. While some people think of
management activities as only occurring at a corporate
or organizational level, management activities occur
much more frequently at lower levels.

There is not a person reading this book who has
not performed self-management activities. Just the fact
that you are a pharmacy student or pharmacist attests to
the fact that you have performed a number of activities
on your own just to get to this point. Self-management
is the most frequently occurring level of management, if
for no other reason than that practically every decision
we make every day (both professional and personal)
requires self-management. For example, pharmacists
must prioritize and manage their time efficiently so
that they can accomplish the wide variety of tasks, from
ensuring that every prescription is dispensed accurately
to making sure that they have time to counsel their
patients.

Next to self-management, the most frequent level
on which managers find themselves performing is the
interpersonal level. Interpersonal management occurs
between the manager and one other person. In a phar-
macy, this might involve a pharmacist counseling a
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patient about a medication or training a technician on
how to adjudicate a claim with a third-party payer. Our
personal lives are full of interpersonal relationships, in-
cluding those with our parents, siblings, spouse, chil-
dren, friends, and significant others.

The level of management that occurs less fre-
quently is organizational management. This involves
actions that affect groups of people. We frequently
think of this occurring at work, especially when a phar-
macist needs to develop a policy or make a decision that
may affect many people at the pharmacy. High-level
administrators in large organizations (e.g., pharmacy
chains, hospitals, etc.) often make decisions that affect
everyone within the organization. Keep in mind that
people who hold administrative positions are not the
only ones who perform organizational management.
Anyone who has ever had to make an “executive de-
cision” among a group of classmates who are studying
for an examination or deciding where to go for lunch
can relate to the kinds of organizational-level decisions
that business leaders make every day.

INTEGRATING MODERN
AND CLASSICAL VIEWS OF
MANAGEMENT

Much of what was first described by Taylor and Fayol
at the beginning of the twentieth century is still applied
today by managers at all levels of administration in all
types of organizations. However, much has changed in
both pharmacy practice and the workplace over that
time, and management science has exploded to keep
up with those changes.

One hundred years ago, the relationship between
an administrator and a worker was very hierarchical.
The authority of the administrator generally went un-
questioned, and workers simply did what they were
told. In today’s workplace, there is much more of a part-
nership between administrators and workers. While
administrators are still responsible for achieving or-
ganizational goals and objectives, workers generally
expect to have input as to how goals and objectives
will be accomplished and also expect to share in the
rewards when those goals are accomplished.

Health care organizations such as hospitals and
pharmacies present a number of managerial challenges
to administrators. Unlike the workers of Taylor’s and
Fayol’s day, most health care workers are highly edu-
cated and skilled professionals. Trends toward special-
ization among health care professionals often create
situations where staff-level health care workers have
more knowledge and expertise of their particular area
than their administrators. As you can imagine, admin-
istrators of health care professionals who attempt to use
their authority to command and control these employ-
ees may find this not to be an effective way to achieve
organizational goals and objectives.

Modern views of management suggest that man-
agers must adapt their management activities to their
workers. These functions generally occur in addition
to the classical management functions. According to
Nelson and Economy (2003), today’s manager also
needs to

* Energize. Today’s managers need to have a vision of
what they want to create and the energy to make
it happen. When you think of good managers with
whom you have worked in the past, they are probably
not the kind of people who just want to keep doing
the same thing every day for the rest of their lives.
They generally have ideas about what they would
like to see their organizations become in the future
and the energy to attract others who want to join
in. They are always trying to make the best of what
often can be stressful situations, especially when the
level of resources available may be less than they de-
sire. In pharmacy today, good managers are often
pharmacists who want to see the profession move
forward by developing new professional services and
opportunities to provide pharmaceutical care. Their
energy and enthusiasm generally attract motivated
pharmacists and other personnel who share their vi-
sion and want to work with them. These managers
also seem to find the resources they need to carry
out their vision or make the most of what they al-
ready have. Not only does the power of energy and
enthusiasm work for pharmacists, but it also benefits
pharmacy students as well. Do you think that Krista
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Connelly would be as an effective leader if she did
not have a high level of energy and enthusiasm for
ASP’s goals and objectives?

Empower. If you are a highly educated and skilled
health professional, the last thing you probably want
is to have an administrator questioning your deci-
sions and telling you how you should do your job.
In today’s environment, managers should empower
their employees to do what needs to be done. In
many ways, today’s manager is very much like the
coach of a team. Coaches develop a game plan; se-
lect players; provide them with training, resources,
and advice; and then step back and let the players
execute the game plan. Good coaches empower their
players to carry out their game plan. Managers who
empower their employees provide them with train-
ing, resources, and advice and then let the employ-
ees get the job done. Krista Connelly can empower
her ASP committee chairpersons by providing them
with goals, resources, and advice and then letting
them get to work.

This is not to say that managers do not need to
supervise their employees. Managers are still respon-
sible for seeing that their organizations goalsare met,
which may mean having to intervene with workers.
Just as coaches need to provide resources and advice
to their players during a game, and occasionally re-
place a player who is not executing the game plan,
managers need to provide resources, advice, and oc-
casionally discipline to see that their organizations’
goals are met.

Support. After a manager has empowered her em-
ployees to do their jobs, she should not just leave
them on their own, especially when things start to
go wrong. Today, good managers need to be coaches,
collaborators, and sometimes even cheerleaders for
their employees. Providing support for employees
does not mean that managers should be willing to
do their employees’ work or always agree with the
decisions their employees make on the job. It does
mean that managers need to provide their employees
with the training, resources, and authority needed to
do their jobs. Managers also need to be good coaches,
letting their employees know when they have done

a good job, as well as helping them to learn when
things are not going so well. Even pharmacy students
like Krista Connelly know that a few kind words to
her committee chairpersons will help her ASP chap-
ter in the long run.

In providing support, managers must also be
mindful to balance the needs and resources of their
organizations with what their employees need. As
much as a manager may wish to give a valued em-
ployee a big raise, the manager must also consider
how much money is available for a raise and other
potential uses of his financial resources.

o Communicate. In today’s information-laden environ-

ment, communication between managers and em-
ployees is more important than ever. While man-
agers can energize, empower, and support their
employees, if they cannot communicate their mes-
sages, they will not be effective, and their organiza-
tions will suffer. The cornerstone of communications
in any environment is trust. If employees feel that
they can bring up any question or concern to a man-
ager, they probably will be much more receptive to
what the manager has to say.

One major challenge for managers and employ-
ees today is the vast number of ways in which they
can communicate with each other. Communication
that used to take place between managers and em-
ployees in person now can take place over the tele-
phone, via voice mail, or even by means of text mes-
saging and e-mail. While these additional methods
can make it easier for managers and employees to
communicate with each other, care must be taken in
using these methods. As you can imagine, not every
method of communication is appropriate for every
type of message (e.g., disciplining or firing an em-
ployee in a text message on a cell phone is nota good

idea).

WHY SHOULD I STUDY
MANAGEMENT?

After reading the first two chapters of this book, you

still may be asking yourself, “Why should I study
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management?” You may think that being a good man-
ager just involves using your common sense and apply-
ing the Golden Rule (act toward others as you would
have others act toward you). After all, you probably
have done a good job managing yourself up to this
point without taking a management course or reading
a management textbook. Can managing a pharmacy
practice be that much different?

While there is certainly a role for applying self-
management skills, most pharmacy managers agree
that managing a pharmacy practice successfully re-
quires a unique set of skills. Some of these skills can be
quite technical [e.g., financial management (see Chap-
ters 15 through 19) and marketing (see Chapters 20
through 23)], requiring a knowledge base that goes be-
yond what many pharmacists bring to their practices.
These skills should be studied just as one would study
medicinal chemistry, pharmacology, or therapeutics.

Something else to keep in mind is that in today’s
workplace, what might be common sense to you may
not make sense at all to the other people you encounter.
Pharmacists today work with employees, other health
professionals, and especially patients who come from a
wide variety of racial, ethnic, cultural, and educational
backgrounds. People from diverse backgrounds bring
with them an incredible amount of insight and expe-
rience. Pharmacists who do not take this into account
when working with diverse groups of people may find
themselves frustrated and not able to achieve their goals
and objectives effectively.

In this book we make an effort to present material
that is relevant to both pharmacy students and phar-
macists. Pharmacy students who use this book will find
that many of the scenarios that start each chapter are
directed toward experiences to which they can relate.
There may be some of you right now who think that
your life has a lot in common with Krista Connelly’s.
We anticipate that this is the case. The information
provided in each chapter not only will help students
to better deal with management issues they are cur-
rently experiencing but will also help to prepare them
for what to expect in the future as pharmacists.

Pharmacists who use this book often have a good
idea of why they need to have management skills. After

all, they are living pharmacy practice management on
a daily basis! The information provided in this book
should help to provide pharmacists with the skills they
will need to better meet the challenges they face every
day. In addition, the last four chapters of this book
(Chapters 31 through 34) describe how pharmacists in
a variety of practice settings apply management skills
on a daily basis.

QUESTIONS FOR FURTHER
DISCUSSION

Listed below are three scenarios that represent how
pharmacists use the management process on a daily
basis. For each scenario, please describe (1) the level of
management being performed, (2) the type of manage-
ment activity being performed, and (3) the resources
that the pharmacist needs to perform this activity.

Scenario 1: Sabin Patel, R.Ph., is trying to decide what
form of education (nontraditional Pharm.D., cer-
tificate program, continuing education) would best
allow her to maintain her practice skills.

Scenario 2: Doug Danforth, Pharm.D., is training a
technician regarding information that needs to be
collected during an initial patient interview.

Scenario 3: Casey Kulpinski, Pharm.D., is reviewing
her pharmacy’s financial statements to determine if
her diabetes care center met her chain’s financial
goals.
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LEARNING OBJECTIVES

After completing this chapter, students should be able to

1. Provide an overview of planning activities conducted by pharmacy and health care
organizations.
Describe the general process common to all types of planning.

N

3. Describe the purpose of strategic planning, and illustrate the specific steps to
develop a strategic plan.

31
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4. Differentiate a vision statement from a mission statement.

5. Highlight examples of strategic planning in pharmacy organizations.
6. Identify barriers and limitations to planning.

SCENARIO

Ted Thompson graduated from pharmacy school
magna cum laude 2 years ago with a doctor of phar-
macy degree and successfully passed the licensing ex-
amination, making him a registered pharmacist. After
graduation, Ted completed a pharmacy practice res-
idency at a prestigious teaching hospital with a rep-
utation for having an excellent pharmacy department
and advanced clinical pharmacy services. Following his
residency, Ted took a job as a clinical pharmacist in a
community hospital in his hometown. In hiring Ted,
the hospital pharmacy department fulfilled an interim
objective toward their goal of developing contempo-
rary pharmacy services.

The hospital is located in a town of approximately
100,000 people, and a large portion of the population
is elderly. Partly because of both the favorable payer mix
(mostly Medicare) and the fiscal savvy of the chief fi-
nancial officer (CFO),! the hospital has done very well
from clinical and economic perspectives. The pharma-
cy department has a good drug distribution system and
a director of pharmacy (DOP) who, while not trained
clinically, understands the value of these services.

The hospital is growing rapidly and, as such, has
become increasingly reliant of pharmacy services. Be-
cause of the many opportunities that confront the phar-
macy department, the DOP has decided that the de-
partment should develop a plan to guide its priorities

"In a business or organization, the CFO is the individual
who is responsible for the financial decisions and invest-
ments made by the company. In a hospital or health system,
the CFO is likely to have several departments and functions
reporting to him or her, including general accounting, ac-
counts receivable and accounts payable, payroll, budgeting,
and finance.

over the next 5 years. To accomplish this, the DOP
has determined that over the next several months, the
department will undergo a strategic planning effort.
This effort will begin with a selected group of indi-
viduals from within the department, each represent-
ing key functions and constituencies. Ted was asked to
be part of this group because of his clinical role and
expertise and because expansion of the clinical phar-
macy services provided by the department is recog-
nized as a goal that likely will be part of this strategic
plan.

Having no real management training or experi-
ence, Ted recognized the need to learn more about the
purpose of strategic planning and the process that will
be required to develop the departmental strategic plan.

CHAPTER QUESTIONS

1. What are the different activities that pharmacies
and health care organizations engage in when they
plan for the future?

2. What is the purpose of strategic planning, and how
is it different from other types of planning?

3. What are the steps typically taken by a pharmacy
organization when developing a strategic plan?

4. What is a vision statement, and for whom is it writ-
ten?

5. What is a mission statement, and for whom is it
written?

6. What are the barriers or limitations associated with
planning that should be kept in mind while under-
taking this process?

INTRODUCTION

The scenario illustrates an important activity within
pharmacies and health care organizations that is rarely
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considered by new pharmacy graduates. In this sce-
nario, Ted is asked to participate in the development
of a strategic plan. Strategic planning is one of the most
common types of planning that is conducted by health
care organizations. However, strategic planning is not
unique to pharmacies or health care organizations; in
fact, it represents a core management activity that is
employed by all businesses.

This chapter begins with a general discussion
of management planning by pharmacy organizations.
Pharmacies and health care organizations, like many
businesses, are involved in, or should be involved in,
many different types of planning for different pur-
poses within the organization. This chapter provides
an understanding of where the responsibility of plan-
ning lies within organizations and the general structure
or process involved in planning efforts. These general
concepts are applicable to all types of planning in all
different types of organizations, including pharmacies.

Next, this chapter discusses one specific type of
planning—strategic planning. The intent of this dis-
cussion is to provide a general understanding of the
role of strategic planning and to identify its key steps
or components. While the material in this chapter is
applicable to almost any type of organization, examples
pertinent to the profession of pharmacy or pharmacy
practice within health care organizations are provided.
For readers interested in a more complete understand-
ing of planning, there are many options for obtaining
information beyond what is presented here. There are
literally hundreds of textbooks addressing both gen-
eral and specific topics within this field. Several good
texts are included in the reference list at the end of this
chapter (Koteen, 1997; Martin, 2002; Porter, 1980,
1985; Stoner, Freeman, Gilbert, 1995; Thompson and
Strickland, 1983).

PLANNING IN GENERAL

In the broadest sense, planning represents the purpose-
ful efforts taken by an organization (for our purposes, a
pharmacy organization) to maximize its future success.
Planning, as it is referred to here, is sometimes called
management planning because it is typically part of the

duties of managers. Planning has been described as
one of the four key functions of managers (along with
organizing, leading, and controlling). In fact, of the
four functions, planning is crucial because it supports
the other three (Stoner, Freeman, and Gilbert, 1995).
However, planning may involve more than just man-
agers at high levels; in fact, in smaller companies or in
companies with fewer levels of management, front-line
employees often are involved in planning.

Many different types of planning activities occur
within pharmacy organizations. The most common
types include business planning, financial planning,
operational planning, resource planning, organiza-
tional planning, and strategic planning. The purpose of
each type of planning is different. It is not the intent of
this chapter to cover all these types of planning. Instead,
a brief description of the purpose and characteristics of
each is outlined in Table 3-1. Some of these types of
planning activities have subtypes within them. For ex-
ample, one type of resource planning deals specifically
with human resources (Smith, 1989). Another type
of resource planning that has gained increasing impor-
tance is information technology planning. This type of
planning focuses specifically on the present and future
information needs of an organization and the tech-
nologies and systems to meet those needs (Wong and
Keller, 1997; Breen and Crawford, 2005).

Because of the importance of effective planning,
many organizations invest significant time and re-
sources in these efforts. Ultimately, the chief execu-
tive officer (CEO) or president of a company is re-
sponsible for making certain that the organization is
successful—ensuring that success largely depends on
planning that occurs within the organization.”? How-
ever, in large companies, given the scope of planning
activities that must take place, much of the work in-
volved in planning is delegated to a special depart-
ment dedicated entirely to planning. Often, outside

2The CEO is the top administrator of an organization, re-
porting only to the board of directors. The CEO is respon-
sible for the overall success of the organization and is the key

decision maker.
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Table 3-1. Types of Planning

Type
Strategic
planning

Operational
planning

Business

planning

Resource
planning

Organizational
planning

Contingency
planning

Purpose
To ensure that the organization is doing the

right things. Addresses what business the
organization is in, or ought to be in,
provides a framework for more detailed
planning and day-to-day decisions.

To ensure that the organization is prepared

perform the immediate tasks and
objectives to meet the goals and strategy
of the organization. To ensure that the
organization is doing things right.

To determine the feasibility of a specific

business or program. Business planning is
used to make a decision about investing
in and moving forward with a program.

To ensure the resources necessary to achieve

the goals and strategy of the organization.
Resource planning can be comprehensive
(all resources needed to achieve goals and
strategic plan of the organization) or can
focus on a specific type of resource.

To ensure that an organization is organized

appropriately to meet the challenges of
the future. Key elements include
reporting relationships, definition of
responsibilities, and definition of
authorities.

To provide a fallback option or direction

should the original strategy of the
organization fail or should something
unexpected occur. Contingency planning
can occur for a specific anticipated
situation, the most common of which are
business-related crises (such as a labor
strike), natural disasters, and changes in
management personnel.

Characteristics

Long term (5-20 years); scope includes
all aspects of the organization;
viewpoint is external—how the
organization interacts with or controls
its environment.

Short term (1-5 years); scope is specific
to the immediate actions that need to
be taken to move the organization
forward; viewpoint is
internal—day-to-day accomplishment
of tasks.

Short term (1-5 years); can be used to
make decisions to start a new
business, expand a business, or
terminate a business.

Midterm (1-10 years); scope is specific
to the resource or resources defined in
the plan—specific resources may
include human resources,
information/technology resources,
financial resources, capital and
facilities, and others; viewpoint is
internal—the resource needs of the
organization.

Midterm (1-10 years); scope specific to
the structural aspects of the
organization including divisions,
reporting relationships, coordination,
control; viewpoint is internal—how
the company organizes itself.

Short to long term (1-20 years); scope is
specific to the particular situation that
may occur; viewpoint is both external
(if the situation is created in the
environment) and internal.
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consultants are employed to assist organizations in their
planning efforts.

The actual process of planning may vary by the
type of planning being conducted and by the size of
the organization or system. Here, the term system refers
to the entity for which planning is being conducted.
That entity may be the entire pharmacy organization
or a program or function within it. Programs can
be considered subunits or specific services within an
organization. An example of a program within a phar-
macy organization would be a clinical pharmacy ser-
vice program. A function is an activity that cuts across
different subunits of an organization. An example of
a function within a pharmacy organization would be
the function of information management.

Regardless of the system for which planning is
being conducted, planning varies in terms of sophisti-
cation. In some cases, planning can be relatively sim-
ple and straightforward. In other cases, it may involve
extensive analyses of data with complicated forecast-
ing, decision-making models, and algorithms. Never-
theless, all planning processes share a few basic charac-
teristics, as shown in Table 3-2.

The eight steps shown in Table 3-2 define the gen-
eral process that is followed in most planning efforts.
These general steps in some cases may be expanded or

Table 3-2. Steps in the Planning Process

1. Define or orient the planning process to a
singular purpose or a desired result (vision/
mission).

. Assess the current situation.

. Establish goals.

. |dentify strategies to reach those goals.

. Establish objectives that support progress
toward those goals.

6. Define responsibilities and timelines for each

objective.

7. Write and communicate the plan.

8. Monitor progress toward meeting goals and

objectives.

o~ wWwN

condensed depending on the situation or presented in
a slightly different fashion. Nevertheless, the key com-
ponents of understanding the purpose, assessing the
situation, establishing goals, and devising a method to
accomplish those goals should be common to all plan-
ning activities.

As shown in the table, the planning process should
begin with consideration of the purpose of the orga-
nization or system and of the planning effort itself.
This is followed by an analysis of the present situation
or status of the system. Next, specific future goals are
determined, and then a strategy for bridging the gap
between the present and future is developed. Interim
objectives that measure progress toward the goals are
then identified, and responsibilities and timelines for
each objective are assigned. The plan then needs to be
communicated, implemented, and monitored.

STRATEGIC PLANNING

The purpose of strategic planning is to ensure that
the organization is doing the right things now and
in the future. Strategic planning addresses what busi-
ness the organization is in or ought to be in and helps
to determine long-term goals for the organization. For
example, what is the business of a particular commu-
nity pharmacy? Does the pharmacy want to be in the
“prescription business” or the “health care business”?
Does a health system want to be in the “hospital busi-
ness” or a “business that provides a continuum of care”?
Obviously, how a pharmacy organization answers these
questions may influence how it views itself and how it
conducts its business, thus providing a framework for
more detailed planning and day-to-day decisions.
Strategic planning has been defined as the process
of selecting an organization’s goals, determining the
policies and programs (strategies) necessary to achieve
specific objectives en route to those goals, and establish-
ing methods necessary to ensure that the policies and
strategic programs are implemented (Steiner, Miner,
and Gray, 1982). More broadly, strategic planning can
be considered an effort that enables the optimal de-
ployment of all organizational resources within cur-
rent and future environmental constraints. The result
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of this optimization is to increase the likelihood that
the organization will survive, and preferably thrive, in
the future.

In evaluating the performance of a company, it
is often informative to look at its strategy histori-
cally over time. While many factors can influence or-
ganizational performance, companies that engage in
long-range strategic planning are often more success-
ful than those that do not. Again, this is true for phar-
macy organizations as well as other types of businesses.
Strategic planning can be either reactive or proactive.
Reactive strategic planning is not the ideal, but it is
often necessary, especially in industries that are chang-
ing rapidly (such as health care). Preferably, proactive
strategic planning enables an organization to control
its environment instead of vice versa.

Beyond proactive planning, organizations that are
able to think and plan in a provocative or “out of the
box” manner may position themselves not only to con-
trol the business environment but also to actually cre-
ate or recreate the business environment. This type of
strategic thinking has been considered the pinnacle of
planning efforts by organizations—ideal for companies
to position themselves to be most competitive. Using
strategy to create an environment that puts the com-
pany at an advantage compared with its competitors is
integral to this effort (Porter, 1980, 1985). An example
outside the health care industry is Apple, Inc., and its
iPod product. The October 2001 introduction of the
iPod was the direct result of Apple’s strategy to create
a whole new category of portable entertainment—a
strategy that obviously has been extremely successful.
A similar example is that of the Web site Facebook,
which, together with similar sites, has developed a new
market for interaction via the Internet that did not exist
previously.

The time horizon of strategic planning helps to
distinguish it from other types of planning. Strategic
planning has also been called long-term planning. The
actual timeline used by organizations may vary or in
some cases may not be known. Because the future is
unknown, it is often difficult to predict with any accu-
racy the amount of time it will take for an organization
to reach its long-term goals. Nevertheless, a key com-

ponent of strategic planning is to identify time periods
within which goals are to be reached.

The time horizon for strategic planning may be as
long as 10 to 20 years or as short as 2 years. In a sur-
vey conducted by the Net Future Institute, managers
were asked what time period they considered to be long
term (Martin, 2002). The most common response was
2 years (40.2 percent), followed by 5 years (32.7 per-
cent) and 1 year (17.9 percent). Admittedly, many of
the companies involved in this survey were in high-tech
industries, where rapid change may impair longer-term
planning. However, health care is also an industry of
rapid change, and thus planning must be done similarly
to that in other fast-growing industries.

The problem with strategic planning, even in
S5-year time periods, is that it is not likely to result
in any truly sustainable competitive advantages or a
significant organizational metamorphosis. Further, be-
cause strategic goals are based on the company’s vision
for the future, goals that incorporate new paradoxes
or visionary changes may be difficult for employees to
believe if the time period for accomplishing those goals
is too short. Nevertheless, these are the types of goals
that should be created in strategic planning, so it is the
time period that must be congruent with these goals,
not vice versa. The worst mistake would be to “dumb
down” the goals to make them consistent with a shorter
time period.

Vision and Mission

An important part of the process of strategic planning is
to create momentum and to motivate personnel within
the pharmacy organization. Strategic planning has a lot
to do with defining what a company is all about and
creating a “story” about the organization. The com-
munication of the organization’s story occurs across a
number of different statements that may be products of
strategic planning. Most essential of these statements
are the vision statement and the mission statement.
The vision is what the pharmacy organization
wants to be at some future time point. The vision
may be complex and multidimensional, but the vision
statement should be short. The vision statement should
make people think and should motivate people to strive
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for something greater. A company vision statement
should inspire employees to create a different future for
the organization. The vision of the organization is used
in the strategic planning process as both the beginn-
ing point and the end point. That is, once the vision
is set, then strategic planning is about how to reach
that end point. The vision is also used to define the
mission of the organization. For example, the vision
statement of Baptist Health Care in Pensacola, Florida,
is “To be the best health system in America” (see www.
elakeviewcenter.org/BHC/Mission.aspx). This vision
drives both the mission of the organization and its
values, and presumably, these together guide the daily
business decisions made by Baptist Health Care.

The mission is the purpose of the company. The
mission statement defines what the company does or
is. It is a statement of the present going ahead into
the near future. It is a document written to create a
sense of purpose for customers and employees. The
mission statement should be short—usually no more
than two sentences. It focuses on the common pur-
pose of the organization and may draw from the values
or beliefs held by the organization. The mission state-
ment should help to differentiate the company from
others that provide the same products or services. Some
organizations include in the mission statement not
only what the company does but also how it does it—
essentially the differentiating point.

The following elements have been suggested in
developing a mission statement for a community phar-
macy: the intended (or target) customers, the core val-
ues of the pharmacy (such as compassion, respect, and
confidentiality), the key services and products provided
by the pharmacy, the benefits incurred by customers
(such as improved health and improved safety), and the
desired public image of the pharmacy (Hagel, 2002).

All pharmacy organizations should have a mission
statement. Kerr Drugs, a chain of pharmacies in
the Carolinas, provides a good example of a mission
statement that focuses on the key services of the orga-
nization. The mission of Kerr Drugs is “To be the most
comprehensive provider of community pharmacy and
related health care services, offering our customers
quality merchendise, value for their money and the

most exceptional customer service in the industry.” (see
www.kerrdrug.com/about_kerr.html). The mission
statement of the Wyeth (www.wyeth.com) Pharma-
ceutical Company emphasizes the benefits incurred to
its customers. It reads, “We bring to the world phar-
maceutical and health care products that improve lives
and deliver outstanding value to our customers and
shareholders.” Similarly, the mission of Novartis (www.
novartis.com/about-novartis/our-mission/index.shtml)
Pharmaceuticals is to “discover, develop and success-
fully market innovative products to prevent and cure
diseases, to ease suffering and to enhance the quality
of life.”

As noted earlier, the mission statement creates a
sense of purpose for both the employees and customers
of the organization. Employees of Kerr Drug know that
their customers will expect reliable and comprehensive
services and therefore that they should strive to provide
that each day. This chapter later discusses how pharma-
cies such as Kerr Drug that have well-defined missions
and that engage in strategic planning are more likely
to be successful.

In addition to the mission statement, some busi-
nesses use a company slogan to convey a message to cus-
tomers about the organization. The company slogan
generally is more marketing-driven than is the mission
statement, but in some cases the company slogan serves
asimilar role. Like the mission statement, the company
slogan sends a message to both customers and employ-
ees, and it must be congruent with the actions of the
organization or else it will not be credible. A great exam-
ple of a company slogan is that of the Nike Company.
The slogan “Just Do It!” has energy and a sense of ac-
tion. It is easy to see how the slogan and the company’s
mission, “To bring inspiration and innovation to every
athlete in the world,” combine to create a powerful
image of what this company is all about. A good ex-
ample of a slogan for a pharmacy organization is that
of the Walgreens Company, which reads, “Walgreens.
The Pharmacy America Trusts.” Again, this slogan is
brief yet conveys a meaningful message.

The vision, mission, and other statements that
form the company story are critical elements in strate-
gic planning. If these elements already exist in the
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organization, then the process of strategic planning
starts with these as its foundation or modifies them as
necessary. If these elements do not already exist, then
the process of strategic planning must include their
conception.

Process of Strategic Planning

The process of strategic planning does not vary sig-
nificantly from the process used in other types of
planning. This chapter highlights only the aspects of
the steps shown in Table 3-2 that are distinctive to
strategic planning compared with other types of plan-
ning efforts.

Preplanning Phase

Preplanning can be defined as the steps necessary to
organize the strategic planning effort—or “planning
for the planning.” Strategic planning is a significant
undertaking that consumes much time and energy. A
pharmacy organization choosing to engage in a strate-
gic planning effort should not take this lightly. Strate-
gic planning is a financial investment—in the person-
nel time required and in the payment of consultants,
if used. These costs should be weighed against the
value to be gained by the effort. If strategic planning is
performed correctly, its value will greatly exceed any
costs. On the other hand, if strategic planning is done
in a superficial or hurried manner, its costs will ex-
ceed its benefits. Preplanning should include a careful
assessment of this balance.

Preplanning should also define the objectives of
the planning efforts and the procedures that will
be used to accomplish those objectives. Preplanning
should define who should be involved, where the plan-
ning process will occur, and how much time will be
allotted to the effort. Preplanning should also consider
any political purposes and ramifications of the under-
taking. In laying out the scope of the planning effort,
preplanning should orient the activity to the vision of
the organization, if one exists.

Planning Phase

In the planning phase of strategic planning, ideas are
actively generated for the pharmacy organization. This
may be referred to as strategizing. As in any planning

process, it is usually best to start with the destination
in mind, as in planning a trip by viewing a map. Once
the destination is clear, one must find the starting place
on the map. The next step is to determine the different
routes or options to get from here to there. Among
the different routes, one should select that which best
meets the needs within the constraints of limited re-
sources. If speed is important, then one selects the
quickest route. If scenery is important, then one selects
the most scenic route. Besides the route, the mode of
transportation needs to be determined. Options might
include taking a train, driving a car, or flying in an
airplane (or a combination of any of these). Once the
route and method of transportation are known, one
selects key milestones, or places to stop, along the way.
Knowing these intermediate points helps to keep the
journey on track. The process of strategic planning
is very similar, except strategic planning is, or should
be, a group effort involving all levels of the organiza-
tion.

In strategic planning, the “destination” is the vi-
sion of the organization in the future. However, it is
also necessary to identify where, what, and how the
organization is in the present. This is called sizuation
analysis, and it should consider both the past perfor-
mance and the current situation. This is the starting
point on the journey. Based on the vision (destination),
along with the present situation (starting point), plan-
ners next should identify the goals for the organization.
These goals could be considered synonymous with the
things considered important in the map example, such
as speed and scenic beauty. Once the goals are identi-
fied, the course is plotted to get from the present to the
future. For this, it is crucial to identify and select pre-
ferred strategies that will accomplish the goals. Strate-
gies are synonymous with the routes and the modes
and costs of transportation in the travel example. Last,
one should determine objectives that will help to reach
the goals. Objectives are like the intermediate points,
or places to pass through on the map. These objectives
provide a shorter-term milestone and, in implemen-
tation, help to measure progress toward the goal. The
relationship between vision, goals, strategy, and objec-
tives is shown graphically in Fig. 3-1.



Strategic Planning in Pharmacy Operations 39

| Goal #1 | |Goal #2| |G0al #3.|..etc.

Objective #1C

Objective #1B
-tasks
-tasks
-tasks

time

»
>

Figure 3-1. Relationship between vision, goals, objectives, strategy, and mission. To reach a certain vision,
or future state, the organization must set and reach one or more goals. Each goal is associated with a specific
strategy or method of reaching that goal. The strategy can be defined by the objectives that are necessary
intermediate accomplishments toward the goal. A set of tasks, or actions, may be associated with each
objective. Collectively, these tasks are also called factics that the organization employs to meet an objective.
(Adapted from Coke, 2001, with permission from the publisher.)

Considering the preceding overview, the steps in
the planning process can be examined more closely.
After crafting a vision statement, planners must ana-
lyze and define the current situation. As is the case with
any system, history helps to define the present. There-
fore, part of the situation analysis is to evaluate the
past performance of the organization. This evaluation
should include all measures of performance, including
customer satisfaction and financial indicators.

The situation analysis also should define the
present. A common method for conducting the sit-
uation analysis is to evaluate the internal strengths
and weakness of the organization and the external op-
portunities and threats to the organization. This is
known as a SWOT (Strength, Weaknesses, Opportunities,
Threats) analysis. Categories of internal strengths and
weaknesses to consider may include profitability, qual-
ity of pharmacy service, customer service, competence
and ability of pharmacy staff, and the efficiency of the
pharmacy operations. Categories of external opportu-
nities and threats to consider may include the extent of

competition from other pharmacy organizations, the
availability of technology, regulations that may help or
hinder the business, availability of reimbursement for
services provided (i.e., clinical or cognitive pharmacy
services), costs incurred by the pharmacy organization,
political issues having an impact on health delivery, and
changes in the market and types of customers served
by the organization.

By comparing the results of the situation analysis
with the desired future state (vision), the extent and
nature of the gap between the two begins to become
clear. The next steps in the planning phase attempt
to bridge that gap. First, strategic planning serves to
define goals for the organization that are consistent
with the vision. These goals should also capitalize on
the organization’s strengths and opportunities while
minimizing the threats and mitigating the weaknesses.

The last part of the planning process deals with or-
ganizing to operationalizethe strategy. Because the goals
and vision are a desired future state that may be un-
achievable in the short term, intermediate objectives are
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needed to help advance toward that target. In the plan-
ning process, the objectives pertinent to each goal are
identified and usually are accomplishable in the short
term (1 year), whereas goals are in the longer term (3
to 5 years). Because objectives are short term, a budget,
schedule, and responsibility can be assigned to each.
There is no common or standard way to organize
the written strategic plan. However, most contain the
following key elements: (1) the organization’s vision,
(2) strategies, (3) goals for each strategy, (4) objectives
required to meet those goals, and (5) tasks or action
plans to compete the objectives. Examples of strategic
plans for pharmacy organizations can be found in the
references listed at the end of this chapter, and Table 3-3
is an excerpt from one of those references (Hutchin-
son, Witte, and Vogel, 1989). The original strategic
plan published by these authors included eight major
strategies with multiple goals for each. Note that the
tasks listed also should include a planned date for com-
pletion of the task and a party responsible for each task.

Postplanning Phase

Once the major pieces of the planning phase have been
developed, the postplanning phase begins. This phase
includes three vitally important steps: (1) communi-
cating the plan, (2) implementing the plan, and (3)
monitoring progress once the plan is implemented.

While strategic planning is a process, the strategic
plan is a document that communicates the plan. The
strategic plan should be written such that it commu-
nicates all aspects of the plan effectively.

The actual implementation of the strategic plan
requires managers and executives of the pharmacy or-
ganization to understand the long-range goals while
at the same time determining and taking the steps
necessary to accomplish the shorter-range objectives.
The process of mapping out the actions necessary to
accomplish short-term objectives is called operational
planning, which focuses on determining the day-to-day
activities that are necessary to achieve the long-term
goals of the organization. One can differentiate strate-
gic planning from operational planning by viewing
the primary focus of each. Strategic planning focuses
on doing the right thing (effectiveness), whereas op-
erational planning focuses on doing things right (effi-

Table 3-3. Example Strategic Plan

Strategy: The department will achieve an organized
approach to cost containment and cost
reduction.

Goal: Develop an ongoing workload-monitoring
system based on a system of pharmacy service
units.

Objectives:

¢ To develop a workload-monitoring system that
identifies distributive and clinical workload by
satellite area

¢ To use the workload statistics to predict staffing
needs

¢ To evaluate overuse and underuse of staff based
on the need for the activities performed

Tasks/action plans:

e Determine what distributive and clinical
indicators will be used

¢ Develop a method for collecting the workload
statistics

e Collect hours worked by staff category and
satellite area

e Develop a monthly productivity report by area

¢ Analyze staffing patterns in comparison with
workload statistics

Source: Adapted from Hutchinson, Witte, and Vogel,
1989, with permission from publisher.

ciency). In other words, strategic planning defines what
to do, and operational planning defines how to do it.
The operational plan is an outline of the tactical
activities or tasks that must occur to support and im-
plement the strategic plan—sometimes called zactics.
The relationship between tasks or tactics (operational
planning) and the key elements of strategic planning
is shown in Fig. 3-1. Managers in an organization fo-
cus their day-to-day work on tactics. Their perspective,
therefore, tends to relate to the short term. Yet it is im-
portant that, on a periodic basis, an attempt be made to
step back from day-to-day activities and reorient one-
self to the bigger picture (the vision, goals, and strategy
of the organization). For example, a pharmacy manager
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may receive a request from a physician or a nurse to
have the department begin to provide a new service in
a hospital. Before agreeing to do so, it is important that
the manager consider how this new service fits into the
vision and goals of the pharmacy department.

Another key element of the postplanning phase is
monitoring. A plan for monitoring should be created.
This monitoring should evaluate the extent of imple-
mentation in comparison with the planned schedule.
Monitoring should also evaluate the effectiveness of the
organization in meeting its objectives and ultimately its
goals, especially in the deployment of limited resources,
both human and financial. In other words, have both
the plan and its implementation been effective? Intrin-
sic to this monitoring process is the possibility that
changes to the plan may be necessitated by changes in
the environment or by changes in the organization. As
such, the strategic plan should be considered a fluid
document.

STRATEGIC PLANNING
EXAMPLES IN PHARMACY
ORGANIZATIONS

There are plenty of published examples and descrip-
tions of strategic planning in pharmacy organizations,
although a majority come from the hospital practice
setting (Anderson, 1986; Birdwell and Pathak, 1989;
Guerrero, Nickman, Bair, 1990; Harrison, 2005, 2006;
Harrison and Bootman, 1994; Harrison and Ormeier,
1996; Hutchinson, Witte, Vogel, 1989; Kelly, 1986;
Linggi and Pelham, 1986; Newberg and Banville,
1989; Portner et al., 1996; Shane and Gouveia, 2000).
For chain drug stores, independent pharmacies, or
other for-profit pharmacy organizations, it would be
counterproductive to publish, and thus make available
to competitors, the company strategy and objectives.
Rather, these plans frequently are guarded fiercely so
that they do not fall into the hands of competitors. Nev-
ertheless, there are some general publications designed
to assist community pharmacies in strategic planning
(Hagel, 2002).

A survey of 1,500 randomly selected commu-
nity pharmacies published in 1996 found that only
a small proportion (30.8 percent) of respondents re-

Table 3-4. Steps Used in the Strategic Planning
Process by Community Pharmacies

Step Percentage*
Develop mission statement 76.9
Identify strengths and weaknesses 94.2
Identify threats and opportunities 90.2
Formulate and select strategies 83.8
Review pharmacy structure and 60.1
systems
Implement strategies 86.1
Evaluate implemented strategies 76.3

*N = 173 community pharmacies that reported use of
strategic planning; values represent the percentage that
incorporate each specific step of the strategic planning
process.

Source: Adapted from Harrison and Ortmeier, 1996,
with permission from the publisher.

ported having conducted strategic planning in their
pharmacies (Harrison and Ormeier, 1996). For those
that did conduct strategic planning, an average of 5.9
(of 7) different steps in the strategic planning process
were used, and 45.7 percent incorporated all seven
steps (Table 3-4). The authors also reported that com-
munity pharmacies that conducted strategic planning
had significantly higher self-rated performance on clin-
ical services, dispensing services, and financial perfor-
mance—suggesting that strategic planning can im-
prove organization success. In 2005, an update of the
survey showed little change. As in the previous sur-
vey, increased use of strategic planning was associated
with improved organizational performance (Harrison,
2005, 2000).

A similar study conducted in the hospital phar-
macy environment found that 63 percent of respon-
dents (hospital pharmacy directors) conducted strate-
gic planning in their pharmacies and followed 4.7 (of
6) steps in the strategic planning process. This sup-
ported the belief that strategic planning within hos-
pital pharmacies is more commonplace than previ-
ously thought (Harrison and Bootman, 1994). In the
hospital environment, many published descriptions of
strategic planning activities have focused specifically on
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planning for clinical pharmacy services (Anderson,
1986; Kelly, 1986; Linggi and Pelham, 1986).

Strategic planning, when used by hospital phar-
macy departments, appears to have positive results. A
study was conducted of pharmacy directors at hos-
pitals in the United States to determine if more so-
phisticated planning resulted in improved departmen-
tal outcomes (Birdwell and Pathak, 1989). Pharmacy
departments were categorized into levels of strategic
planning sophistication based on different steps in that
were employed the planning process. In departments
with high levels of planning, outcomes such as sat-
isfaction by hospital administrators, professional im-
age among hospital administrators, number of clin-
ical pharmacy programs, and the quality of clinical
pharmacy programs were rated higher by pharmacy
directors than in departments with lower levels of so-
phistication in planning. In other industries, strategic
planning also has been shown to improve company
performance and has yielded positive results (Hodges
and Kent, 2006-2007).

Consistent with these findings was another study
that described the impact of strategic planning con-
ducted in the Department of Veterans Affairs Medical
Center pharmacies. Strategic planning resulted in more
Veterans Affairs Medical Centers with increased phar-
macist involvement in patient care, increased involve-
ment in specific types of clinical services, more efficient
drug distribution systems, and increased involvement
in pharmacy education (Portner et al., 1996).

Strategic planning in pharmacy is particularly im-
portant when there are changes that occur in the prac-
tice environment. The Medicare Modernization Act
(MMA) of 2003 is a good example of such a change.
This legislation, which wentinto effectin 2006, created
the Medicare prescription drug benefit (also known as
Medicare Part D) and established the requirement that
medication therapy management (MTM) be provided
to high-risk Medicare beneficiaries (see Chapter 17).
Successful pharmacy organizations used strategic plan-
ning to predict the impact of the MMA and to develop
practice plans for provision of MTM (Lewin Group,
2005). Another example of change in the pharmacy
practice environment is the increased emphasis on

medication errors promoted by the Joint Commission,
the body responsible for accrediting hospitals and other
health care organizations. By monitoring the literature,
successful hospital pharmacy departments were able to
predict this movement and then developed and imple-
mented plans to establish the technologic and human
resources necessary to improve patient safety (Shane
and Gouveia, 2000).

BARRIERS AND
LIMITATIONS TO PLANNING

Effective planning requires a serious commitment of
time and resources. For a variety of reasons, organiza-
tions may not be successful in their planning efforts.
Lack of success may stem from failure to recognize and
minimize common barriers to planning efforts or fail-
ure to understand inherent limitations in planning.

Barriers

Organizations must overcome several barriers to ensure
a successful strategic planning process, as shown in Ta-
ble 3-5. The most serious barrier is lack of endorsement
by the top executive(s). Buy-in and participation by
top corporate executives and the board of directors are

Table 3-5. Barriers to Effective Planning

1. Failure to commit sufficient time to the
planning effort
2. Interpersonal issues such as struggles over
power or politics and individual or group
resistance to change
. Lack of planning skills
. Failure to plan far enough into the future
. Constantly changing environment
. Failure to implement owing to lack of time or
lack of resources
. Failure to monitor progress
8. Lack of support of top executive and/or board of
directors

o O~ Ww
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critical to strategic planning. Without these, the whole
planning effort could be a waste of time and resources.

A frequent barrier to effective planning is fail-
ure to commit sufficient time to the planning process.
Good planning requires significant management and
staff time. Ideally, some of the more creative aspects
of planning should be accomplished during uninter-
rupted time. Pharmacy organizations commonly hold
retreats, where those involved in the planning process
meet in a location outside the usual work environment.
The time and expense associated with such events re-
quire a huge commitment on the part of both the or-
ganization and the personnel involved.

Sometimes interpersonal issues, such as organiza-
tional culture or struggles for power and politics, be-
come barriers to effective planning. Individuals who are
involved in planning or implementation may be resis-
tant to change (for a variety of reasons) and thus con-
sciously or subconsciously sabotage the planning effort.
Likewise, if the organization or personnel lack the skills
necessary to conduct planning, the results may be less
than optimal and even harmful to the organization. In
the same context, failure to plan far enough into the fu-
ture can be problematic, especially for certain types of
planning. Strategic planning in particular is intended
to guide the organization over the long term.

The environment also can pose a barrier to effec-
tive planning. In an environment such as health care,
where things are changing constantly or are ambigu-
ous, effective planning is more difficult and uncertain.
For example, consider all the changes that may affect
pharmacy organizations that make planning for the
future difficult. These include changes in technology
and automation, new drugs and therapies, changes in
payment rates of prescriptions and availability of reim-
bursement for clinical pharmacy services, changes in
regulations, and fluctuations in the labor market for
pharmacists.

Organizations operating in rapidly changing en-
vironments may put off or avoid planning altogether.
Unfortunately, failure to plan, even when it is difficult,
may be even more detrimental in the long term.

Another barrier to the planning effort is failure
to communicate the plan effectively to the employ-

ees of the pharmacy organization. Written plans must
be drafted in such a way that the messages are com-
municated clearly to the appropriate audience. Plan
documents sometimes have the tendency to use jargon
or terminology, so-called plan-speak, that is not consis-
tent with that which would be most beneficial to clear
and accurate interpretation by the audience. Besides
the written document, verbal presentations and other
forms of communication are often important.

The most common barrier to effective planning is
failure to implement, so-called analysis but no action.
Three causes of failure to implement plans include the
unavailability of resources, lack of time, and failure to
monitor or measure progress. Implementation of strat-
egy often involves the mobilization of resources. If or-
ganizations do not have the necessary resources or are
unwilling to commit those resources, then implemen-
tation will be jeopardized. In today’s ever-increasing
speed of business, managers often cannot find the time
to use adequately the results of planning already con-
ducted to guide their daily activities. The term man-
agement by crisis is used often to describe the modus
operandi of busy managers, meaning that their work
is directed more by the problems they face at the im-
mediate moment than by any careful consideration of
the actual goals of the organization. In the long term,
this may result in failure of the company to meet its
goals (Martin, 2002). Finally, the failure to monitor,
for whatever reason, the progress made toward goals
developed in the planning process can be a significant
barrier to success of the planning effort.

Limitations

Besides the barriers to planning just listed, certain
limitations to planning must also be acknowledged.
Managers often are caught up in the notion that plan-
ning is a magic bullet for the ills of an organization.
They must acknowledge the fact that planning is no
cure-all.

First, planning is, to some degree, guesswork
(but educated and experienced guesswork, hopefully).
While decisions are based on evidence available about
the past and the likelihood of events in the future, risk
is still involved. Nothing is certain. Even with good
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data and good strategy, negative things may happen
that were unpredictable and thus unavoidable.

Second, plans and predictions are only as good as
the data and information that go into them. Poor data
will result in poor strategy. What pharmacy organiza-
tions get out of the planning activity will be correlated
directly with the degree of effort, creativity, time, and
resources they put into it. Organizations that adopt
boilerplate or “cookie cutter” approaches to planning
most likely will fail.

Two additional limitations of planning deal with
how an organization implements the plan. Planning is
not a substitute for action. Organizations that are all
about planning but neglect to take the actions dictated
will not be successful. To the opposite extreme, the plan
should not be considered as static or unyielding. Plan-
ning should be a continuous process, and plans should
change as the environment dictates. To follow a plan
blindly without consideration of changes in the envi-
ronment that may make the plan obsolete is foolhardy.

CONCLUSION

The scenario of Ted Thompson that began this chapter
illustrates how knowledge of planning-related concepts
may be applicable to the work activities of a recent phar-
macy graduate. Knowledge of concepts in the chapter
should better position Ted to participate in the strategic
planning initiative being organized by the DOP. Ted
should now clearly appreciate the importance of this
type of planning to the future of the hospital and to
the pharmacy department. Ted should also be able to
anticipate the process that might be followed. Ted also
should anticipate certain questions that will need to be
addressed in the planning process. For example, given
the pharmacy described in the scenario, what might be
a suitable vision for the department? What goals and
objectives might the department establish during its
strategic planning exercise?

The concepts discussed in this chapter become
only more important as one advances through a ca-
reer and assumes higher levels of leadership and re-
sponsibility in a pharmacy or health care organization.
It is also important for students and new practition-

ers to understand the process involved in establishing
and maintaining the viability of the organization for
which they work. A good understanding of manage-
ment concepts, and planning in particular, will allow
the pharmacy practitioner to better appreciate the con-
text from which management operates. This will then
better enable pharmacy practitioners to have inputinto
and be able to influence the direction and decisions of
a pharmacy organization.

QUESTIONS FOR FURTHER
DISCUSSION

1. Select a specific pharmacy practice setting (i.e., hos-
pital practice, community practice, or managed
care). What barriers do you believe would limit the
ability of pharmacists and pharmacy managers to
conduct effective planning in that setting?

2. Write a vision statement for a hypothetical phar-
macy organization. Explain how you selected the
language and message of the statement.

3. Conduct an Internet search of vision and mission
statements of health care organizations. Identify and
compare the statements from at least three different
organizations. What are the strengths and weakness
of these statements?

4. Describe changes that have occurred in the practice
of pharmacy over the past 20 years. How would
strategic planning have enabled a pharmacy orga-
nization to better position itself for those changes?
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After completing this chapter, students should be able to

Describe the purpose of business plan planning.
Discuss the important components of a business plan.
Review important aspects of communicating and implementing a business plan.
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Highlight examples of business plan planning within pharmacy organizations.
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SCENARIO

CHAPTER QUESTIONS

The scenario begun in Chapter 3 continues here. In
brief, Ted Thompson is a clinical pharmacist at a
medium-sized community hospital. Ted has just fin-
ished participating in the process of developing a strate-
gic plan for the pharmacy department. Included in the
5-year plan is a goal for the department to develop suc-
cessful clinical pharmacy service programs and, where
possible, to generate revenue from those programs.

After his first year at the hospital, Ted has formu-
lated several ideas for new clinical pharmacy services
that the department could offer that might generate
revenue. During his annual performance evaluation,
he discusses these ideas with his boss, the director of
pharmacy (DOP). The DOP is happy that Ted has
come forward with his ideas and encourages him to
investigate these options further. One idea that is of
particular interest is to develop a service or business to
provide “consultant pharmacy services” to area nursing
homes.

As a clinical pharmacist serving the general
medicine area of the hospital, Ted has developed a
high level of interest and expertise in the care of the el-
derly. His duties often involve contacts with area nurs-
ing homes, especially when patients are discharged to
these facilities and when there are issues with continu-
ity of drug therapy. Because of this, and because of his
concern for patients, Ted has developed a good repu-
tation with the physicians and nursing staff not only
in the hospital but also within area nursing homes.
Ted tells the DOP that during his contacts with these
homes, he has heard that most are unhappy with the
quality of the medication reviews currently provided by
an outside consultant pharmacist. They have asked re-
peatedly if he or the hospital would consider providing
these services.

The DOP indicates that he thinks that the consul-
tant pharmacy service idea is a good one. He suggests
that Ted develop a “business plan.” Ted has heard of
the term business plan before but really does not know
what it entails. However, he is willing and prepared to
learn and to do whatever is necessary to accomplish the

proposed idea.

1. What is the primary objective of business planning
in the pharmacy environment?

2. What are the important components of a business
plan of a proposed clinical pharmacy service?

3. Whatare the principal factors to include in an anal-
ysis of the potential financial performance of a pro-
posed new program?

4. For whom is a business plan written?

INTRODUCTION

Chapter 3 discussed general concepts of planning by
pharmacy organizations and reviewed a specific type of
planning—strategic planning. This chapter discusses
another key type of planning that is used by phar-
macy organizations. The distinguishing characteristic
of business planning is that it focuses on a specific pro-
gram or business within the organization. Here the
term business is used synonymously with program. For
example, in a pharmacy organization, the business or
program may be a new clinical service. In a large corpo-
ration, such as a chain pharmacy, the business or pro-
gram may be a drive-through prescription service or a
disease management program in selected stores. Busi-
ness planning also can be used for startup companies,
where the proposed program or business comprises the
totality of the organization.

The purpose of business planning is to provide
data and proposed actions necessary to answer a busi-
ness question, usually in the form, “Should we invest
in the proposed business?” As this question illustrates,
business planning is used most commonly when an or-
ganization wishes to project the future risks and bene-
fits of a proposed new business venture. For example, in
the scenario faced by Ted, the business question relates
to the proposed new program that will provide con-
sultant pharmacy services to nursing homes. However,
business planning also may be used to make decisions

about expanding or terminating an existing program. '

"Here it may be useful to distinguish the terms business Plan,
business planning, and business plan planning. Business plan
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As with strategic planning, the process of business
planning produces a written plan. A key point to clarify
here is that the business plan needs to be written with
the “audience” in mind. If the decision maker is the
chief executive officer (CEO) and/or chief financial
officer (CFO), then the plan should be written so that
it is applicable to and appropriate for that audience.
Business plans that do not consider the audience are
less likely to be acted on favorably. A common mistake
by authors of business plans (including pharmacists) is
to write in a manner that is too technical or detailed,
thus failing to hold the attention of executives, who
might be the decision makers.

This chapter will discuss practical issues in the
development of a pharmacy-related business plan. Be-
cause business planning is an activity that is commonly
employed by organizations of all sizes, there are ample
resources on this topic. Some excellent general guides
to business planning are listed in the reference sec-
tion of this chapter (Bangs, 1998; Cohen, 2001; Coke,
2001; O’Hara, 1995; Pinson and Jinnet, 1999). There
are also several references specific to business planning
in pharmacy organizations (Hagel, 2002; Phillips and
Larson, 2002; Schneller, Powell, and Solomon, 1998;
Schumock, Stubbings, and McBride, 2004; Tipton,
2001). A more detailed, workbook-style resource for
business planning for clinical pharmacy services is also
available and may be especially useful to those who are
in the position of developing an actual business plan
(Schumock and Stubbings, 2007).

THE BUSINESS CONCEPT

The practice of pharmacy is a unique combination of
the provision of patient care and the running of a busi-
ness, and there are many opportunities for pharmacists
to create new and innovative services that both fulfill

planning culminates in the development of a business plan
and is the primary topic of this chapter. Business planning
encompasses not only the development of the business plan
but also the ongoing monitoring and review of the success of
a program.

patient needs and generate profits. Pharmacists should
not lose the “entrepreneurial” spirit that is necessary to
promote and nurture pharmacy business and that has
driven many of the advances in the profession. Busi-
ness planning is a means by which pharmacists can do
this.

The place to start with any new business idea is to
conduct a preliminary evaluation. This is called explor-
ing the business concept. The purpose of this preliminary
exploration is to determine if the idea merits the de-
velopment of a complete business plan. As with other
planning processes, business planning is a not a trivial
undertaking. For this reason, it is advisable to be sure
that the concept is one that is reasonable prior to in-
vesting time and energy into developing the business
plan.

The preliminary evaluation usually begins with a
literature search. Literature searches yield the best re-
sults when conducted using electronic databases such
as that of the National Library of Medicine, which can
be searched using PubMed. Other databases and search
engines are also available in most medical libraries.
Search terms should be consistent with the area of inter-
est. For example, to identify articles that describe con-
sultant pharmacy services in nursing homes, Ted (from
the scenario) might use the following search terms: c/in-
ical pharmacy, consultant pharmacy, pharmacy services,
nursing homes, and long-term care. Literature searches
can be made more specific by limiting the search to
certain date ranges, types of articles (i.e., reviews or
descriptive reports), or specific journals of publication
(i.e., pharmacy journals), if appropriate.

Another way to identify primary literature of in-
terest is to obtain systematic literature reviews that have
been published. These reviews usually provide exten-
sive citations and may categorize articles based on types
of pharmacy services or other classifications that are of
interest. A number of very comprehensive reviews have
been published and are included in the reference list
of this chapter (Hatoum and Akhras, 1993; Hatoum
et al., 1986; Plumridge and Wojnar-Horton, 1998;
Schumock et al., 1996, 2003; Willett et al., 1989).

A further source of information is the Internet.
Using the search terms listed earlier, it is possible to
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identify additional resources pertinent to the subject
of interest. For example, by typing consultant phar-
macy services into a search engine such as Google, Ted
will identify the Web site of the American Society of
Consultant Pharmacists (ASCP), which will lead to
a host of resources available on this topic. However,
as most experienced Web users will recognize, Inter-
net searches can produce an inordinate amount of
“noise” in the form of unrelated sites or references and,
from that standpoint, may be inefficient. Some Web
sites will have links to other related sites that are very
helpful.

One Web site that may be particularly useful for
gaining access to information on many different types
of clinical pharmacy services is maintained by the Cen-
ter for Pharmacoeconomic Research at the University
of Illinois at Chicago College of Pharmacy. The site
is called VClinRx, short for “The Value of Clinical
Pharmacy Services,” and it is a searchable database
of literature on clinical pharmacy services. It can
be accessed at http://www.uic.edu/pharmacy/centers/
pharmacoeconomic._research/.

Primary and secondary literature identified in
these searches can provide a variety of information to
assist in exploring the business concept. First, some
publications will serve primarily to describe the expe-
riences of others in providing the program or service.
Other publications may provide an actual evaluation
of the program or service. For example, an article may
evaluate the impact of the service on the health out-
comes of patients or may provide evidence of the finan-
cial impact of the program. Obviously, this type of in-
formation will be extremely valuable to anyone propos-
ing to implement similar services. In fact, part of the
process of exploring the business concept may include
the generalization of results found in the literature. For
example, it is possible to combine the results of pub-
lished studies and estimate the clinical and economic
outcomes that may be expected if the service were to be
implemented in a different setting (Schumock, 2000;
Schumock and Butler, 2003; Schumock, Michaud, and
Guenette, 1999). Resources are also available for devel-
oping and establishing certain types of pharmacy ser-
vices (American College of Clinical Pharmacy, 1994;
Cooper, Saxton, and Cameron, 2004).

Besides gaining experience from literature, explo-
ration of the business concept should consider the size
and receptivity of potential customers of the service.
A preliminary analysis of the demand that may exist
for the service should be conducted. This should in-
clude a clear description of the need for the service and
the number of potential customers that may exist in
the market. Information about the market can come
from a variety of sources. Demographic data related
to trends in the population in the community usually
are available from county or city Web sites or from the
U.S. Census Bureau. Local, state, and federal public
health agencies will be able to provide information on
disease patterns and statistics. Information can even be
gathered from existing or potential customers by con-
ducting interviews or surveys. Consulting companies
also may be available to assist in assessing the market
for the proposed program.

Once information on the market is obtained, it
then can be used to consider the revenue that may
be generated by the program. It should be noted that
some programs will not generate revenue; rather, they
may reduce costs—which can be equally important.
Further, while most programs are required to provide a
financial benefit, in some cases other, nonquantifiable
benefits may be considered of equal or greater impor-
tance (i.e., clinical benefits).

Given that the proposed program appears to have
a potential market and that it may create a financial
benefit (or some other form of benefit) for the organiza-
tion, the remaining issue is the ability of the program to
address a specific goal(s) in the organization’s strategic
plan. For example, if a hospital’s strategic plan includes
a goal of expanding vertically into related health care
markets, such as long-term care, then the pharmacy’s
proposal to initiate a consultant pharmacy service
would be consistent with and supportive of that goal.

Having conducted the preliminary exploration of
the business concept, it is probably prudent to seek
the advice of others before moving forward with the
complete business planning process. Here, Ted may
consider discussing the idea with key stakeholders in
the organization, including the individual or individ-
uals who will make the ultimate decision to more for-
ward with the concept. For example, Ted should broach
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the idea of the consultant pharmacy service proposed in
the scenario with senior executives in the hospital, such
as the CEO and CFO. Ted may also wish to get input
from key stakeholders in the local nursing homes, such
as the physician medical directors, nursing directors,
and administrators of those facilities. If the reception
to the concept is positive, the development of a com-
plete business plan can begin.

STEPS IN THE
DEVELOPMENT OF A
BUSINESS PLAN

The process of business planning is similar to other
types of planning and, as such, is consistent with the
general steps discussed in Chapter 3. This section de-
scribes the usual steps taken in the business planning
process.

Define the Business or Program

Aswith other types of planning, the initial step of busi-
ness planning is to define the business or service pro-
posed. After exploring the business concept (see above),
Ted likely already will have developed a clear idea of
the business proposal. To formalize a definition of the
business, he should develop a specific statement of the
purpose of the program. This statement is also called a
mission statement and was discussed in Chapter 3. The
mission will crystallize the aims of the program and
help to steer the direction taken in other steps of the
planning process.

Conduct Market Research and Analysis

The next steps in business planning (evaluating the
market, evaluating competitors, and assessing clini-
cal and quality requirements) are part of the situation
analysis described in the general planning process (see
Chapter 3). The term market refers to the customers of
the program. An analysis of the potential customers of
the business is clearly an important exercise, and this
can be done in a number of ways. First, the market can
be described geographically. For example, the organi-
zation may collect data that would give projections of
the number of customers in different local regions. In

the scenario, Ted would want to identify the different
nursing homes in the region surrounding his hospital.
For each nursing home, he will also want to identify the
number of patients, the types of patients, and the dif-
ferent characteristics of each facility. These homes and
the patients within them will comprise the potential
market for the service.

In addition to the information on area nursing
homes, Ted should also be interested in demograph-
ics of the population in the region. Ted will want to
know the number and percentage of elderly people in
the region and the trends with respect to the age of the
population. If he finds that the people in area are grow-
ing older or that older people are moving into the area,
then this would bode well for the proposed business.

It is important to note that the term customers is
not always synonymous with patients when speaking
of health care programs. In particular, the customers
of pharmacy programs may be something or someone
other than patients. In many cases, the customers of
pharmacy programs are physicians or other health care
professionals. In the scenario, the customers are actu-
ally the individual nursing homes because the proposed
service would be paid for by the homes. In analyzing the
market, Ted should identify the segment of the market
to which the program or business is most apt to appeal.
This is commonly known as the target market. The tar-
get market may be based on a special market niche that
the program fulfills and/or a special customer need.

Conduct Competitor Analysis

A key component of analyzing the external environ-
ment is to identify and gauge potential competitors.
The goal of the competitor analysis is to understand the
characteristics of other providers so that the business
can be positioned favorably compared with competi-
tors. Data about competitors sometimes are difficult to
obtain. Surveys of customers, price comparisons, and
publicly available information (i.e., Web sites) should
be investigated.

A comparison should be made of the character-
istics and market share of each competitor with those
of the proposed program. Characteristics such as years
in business, number of customers, percentage of the
market (i.e., market share), and product or service
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niche should be compared. The strengths and weak-
nesses of each competitor should also be reviewed and
compared with those of the proposed business. Cate-
gories of strengths and weakness to consider include
service quality, staff competence and credentials, cus-
tomer service, customer access, price, technology or
innovation, and delivery mechanisms.

In health care, our definition of competitors some-
times has to be broadened beyond that which is most
obvious. For example, in the hospital environment, a
new pharmacy program actually may compete with
other professions within the hospital. Many of the
advanced clinical services that pharmacists provide
replace functions of other health care professionals,
especially physicians. This is true even in the outpa-
tient environment. For example, a pharmacy-run im-
munization clinic may compete with physician offices
that also administer vaccines.

In the case of the proposed consultant pharmacy
service (scenario), Ted should consider as competitors
any other organizations that provide the same service
(consultant pharmacy service). In the nursinghome en-
vironment, local retail pharmacies or large regional or
national long-term care pharmacies that provide med-
ications to nursing homes may also provide consultant
pharmacy services. In some cases, individual pharma-
cists provide these services to one or two homes on an
independent consultant basis.

Assess Clinical and Quality Requirements

The health care market more than most others is highly
regulated. Clearly, anyone proposing a new business in
aregulated environment must be aware of these regula-
tions and have a plan to comply with them. Thus part
of the business planning process is to analyze applicable
regulations and requirements. This analysis should ex-
tend beyond just the mandatory legal rules or require-
ments. It should include voluntary standards, such as
those endorsed by professional organizations and so-
cieties; it also should include standards of accrediting
bodies and any other guidelines or expectations with
respect to the service proposed. Obviously, pharmacy
is not immune to regulations. On the legal side, there
are federal, state, and city/county ordinances, laws,

statutes, and regulations that must be followed when
applicable.

In the proposed consultant pharmacy service (sce-
nario), there are many different sources of regulatory
guidelines. First, regulations of the Centers for Medi-
care and Medicaid Services (CMS) require that long-
term care facilities employ consultant pharmacy ser-
vices in order to be eligible for Medicare reimburse-
ment. Clearly, this and similar state regulations should
be reviewed. Because the practice of pharmacy is reg-
ulated primarily at the state level, the state pharmacy
practice act must be complied with. Some states pro-
vide regulations that specifically deal with consultant
pharmacy services in nursing homes, whereas others
address the nondispensing services of pharmacists more
generally. Last, the ASCP provides guidelines and other
resource materials (i.e., practice standards or guide-
lines) to it members (Cooper, Saxton, Cameron, 2004).

Assessing clinical and quality requirements of the
proposed program also means planning for how to
comply with these standards. Compliance should be
considered both on an initial basis and over the long
term. Clinical and quality requirements may necessi-
tate the hiring of certain (qualified) staff, the devel-
opment of work processes to monitor quality, and the
implementation of technology or procedures to ensure
compliance.

Define Processes and Operations

The business planning process shifts from the initial
situation analysis to more of a projection and goal-
setting approach in the next four steps. Defining the
details associated with the planned operations of the
business is the first of these steps. This step includes
planning of the optimal organizational structure (with
alink to the larger organization), the staffing levels, per-
sonnel requirements, and the reporting relationships of
the program. Personnel job titles, job descriptions, and
the number of full-time equivalents® (FTEs) needed in
each position should be determined.

2A full-time equivalent (FTE) is a value used to measure
the actual or budgeted work hours in an organization. One
FTE is equal to 2080 hours per year (or 40 hours per week,
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Figure 4-1. Diagram of work area of a proposed pharmacy-run anticoagulation monitoring clinic.

Planning should also elicit the physical structure,
equipment, and resources required to operate the pro-
gram. This includes planning for the types of equip-
ment, physical layout, furniture, and information sys-
tems. Last, the work processes should be planned. This
can be done using flowcharts and other tools to design
the customer interface and delivery of the proposed ser-
vice. Diagrams can be used to show workflow within
a space, if appropriate; an example of a workspace for
a pharmacy-run anticoagulation monitoring clinic is

shown in Fig. 4-1. The planned operations should be

52 weeks per year). Part-time employees are counted as less
than a full FTE. For example, an employee who works 20
hours per week is equal to 0.5 FTE.

sufficient to determine the workload capacities of the
program. From this, strategies should be devised to deal
with extremes in demand (either insufficient or excess
workload).

Planning of the processes and operations helps
to clarify the practical, day-to-day activities that will
occur in the program. This type of planning provides
critical information needed in later steps of the busi-
ness planning process (i.e., for development of financial
projections).

In the consultant pharmacy proposal, planning of
processes and operations will include estimation of the
number and types of pharmacists (or other staff) that
will be needed to provide the proposed services. Ted
will also need to determine the job requirements (i.e.,
must have completed a geriatrics certificate program)
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and have a rough idea of the job descriptions for each
position. With respect to the organizational structure,
hewill need to determine to whom the consultant phar-
macist(s) should report and where within the hospi-
tal pharmacy department organizational structure this
business will reside. The work processes of the consul-
tant pharmacists will need to be defined, along with
any work aids that may be required in this process
(i.e., electronic drug information or documentation
systems). Important policies or procedures that gov-
ern the activities and decision making of the program
and staff also should be determined. Methods for com-
munication between the consultant pharmacist(s) and
the nursing home personnel (i.e., physicians, nurses,
and administrators) should be defined. This planning
process should also include identification of a system
for workload monitoring and for billing the nursing
homes for the services provided. Many other details
of the operation also will need to be developed in this
planning process.

Develop a Marketing Strategy

The second of the goal-setting steps is to define a mar-
keting strategy. The marketing strategy should be based
on information gathered in the previous steps of the
business planning process, especially the market and
competitor analyses. The marketing strategy should
identify the target market for the program and develop
a plan for gaining the business of that market. This
plan should include the means of communicating to
customers and the message that should be communi-
cated to them. The strategy for a new business should
be separated into the initial marketing plan and the
ongoing marketing plan. The initial marketing plan
defines the promotional activities and market goals for
the period directly before and immediately after im-
plementation of the new program. The ongoing mar-
keting plan defines the promotional and market goals
over the longer term. Resources are available to assist in
the development of pharmacy-related marketing plans
(Doucette and McDonough, 2002; Holdford, 2003).

The marketing strategy for the consultant phar-
macy service (scenario) largely will depend on the cur-
rent status of such services in area nursing homes. It is

likely that the market comprises all the nursing homes
in a limited geographic region surrounding the hospi-
tal. However, it may be Ted’s wish to target the service
only to the largest homes (i.e., those over 500 beds)
or to those with the highest acuity (or some other tar-
get characteristic). Usually, nursing home administra-
tors make the decision to contract with a consultant
pharmacy service (with input from medical and nurs-
ing staff); therefore, the communication plan should
focus on those individuals. The best method of com-
municating information about the program likely will
be face-to-face visits by Ted with those administrators
responsible for homes in the target market. The mar-
keting plan may call for obtaining contracts with only
a couple homes in the first 6 months of the program
but then to increase gradually by one home every 6
months. The ongoing marketing strategy would be in
accordance with this.

Develop Financial Projections

Perhaps the most critical step in the business planning
process is the development of financial projections for
the program. Most programs that do not have a posi-
tive benefit-to-cost ratio usually will not be approved.
That is, the program must be profitable. While it is
preferable that programs generate revenue, it is possi-
ble that pharmacy services are justifiable based on re-
ducing expenditures. For example, a clinical pharmacy
antibiotic dosing service in a hospital may reduce ex-
penditures on antibiotics and reduce patient length of
stay but generate no revenue. If the financial benefit of
the dosing service (i.c., reduced expenditures) exceeds
the costs associated with providing the program (i.c.,
pharmacist salary), then the program can be considered
financially viable. Obviously, there may be additional
benefits from the dosing service, such as improved pa-
tient outcomes, that also would favor its approval.
The business planning process must include an
analysis of both the costs that will be incurred to
provide the service and the financial benefits that may
occur as a result of the program. More detailed de-
scriptions of the methods to project these figures are
available elsewhere (Schumock, 2000). The calcula-
tions involved in this planning process may be aided
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by the use of financial spreadsheets. A set of financial
spreadsheets designed for creating financial projections
is available to those in the position of having to develop
a business plan (Schumock and Stubbings, 2007). The
revenue and expense statement, which lists revenue by
category, expenditures by category, and net profit each
year for a 3- to 5-year period, is the most useful of
these. An example of a revenue and expense projection
for consultant pharmacy services (scenario) is shown
in Table 4-1.

In developing the financial projections, revenue
(if it exists) should be based on the anticipated vol-
ume of business, changes to that volume expected over
time, and the income per unit of service. Informa-
tion on billing for pharmacy services may be helpful
in estimating potential revenue of the proposed service
(American College of Clinical Pharmacy, 1999; Lar-
son, Uden and Hadsall 2000; Vogenberg, 2006). Dis-
counts to income (contractual agreements) should be
factored into these calculations, as should future in-
creases in the amount charged for the service. Expen-
ditures must also be projected. If the program requires
significant capital investment, those expenditures
should be depreciated over the life of the item and ac-
counted for appropriately. Other investments required
to initiate the program also should be shown in the
financial estimates. Ongoing costs, such as salaries and
benefits, minor equipment, supplies, rent, and other
overhead, should be categorized and accounted for.
Costs that are considered variable should be increased
proportionate to the changes in volume expected. All
costs should be increased annually based on inflation,
the consumer price index (CPI), or other evidence of
expected increases in the costs of goods or services.

Identify an Action Plan

The next step in the business planning process is to de-
fine major milestones and an action plan of implemen-
tation and operation of the program. This action plan
should detail the start and finish dates and list responsi-
ble individual(s) for each task necessary to accomplish
the objectives of the business plan. The action plan
should include periodic monitoring and assessment of
the performance (i.e., clinical, financial, or other) of

the program. A Gantt chart is one method to depict
the action plan visually. An example of a Gantt chart
for a long-term consultant pharmacy services is shown

in Fig. 4-2.

Assess Ciritical Risks and Opportunities

Another key step in the business planning process is
to determine the critical risks and opportunities of the
proposed program. This is essentially the same as the
SWOT analysis presented in Chapter 3, except that
the business being evaluated is proposed rather than
already existing. While it may seem more reasonable
to conduct the SWOT analysis earlier in the business
planning process, as was done in strategic planning,
because the program is in the proposal stage, some of
the key considerations for this analysis must come from
the previous steps, such as the financial analysis, and
thus it is done later in the process.

An example of a SWOT analysis for a proposed
long-term care consultant pharmacy services program
is shown in Tables 4-2 and 4-3. Strengths and weak-
ness are internal characteristics, whereas opportunities
and threats are characteristics of the external business
environment. A number of factors can be considered
when conducting this analysis. The factors considered
will vary based on the nature of the business and the
business environment.

Establish an Exit Plan

The last step of the planning process is to develop an
exit plan. The exit plan is a formal protocol for deter-
mining when and why a decision would be made to ter-
minate the program. The exit plan also defines the steps
that would be taken if such a decision were to be made.

A decision to exit a program usually is based on
failure of the business to meet predetermined goals (fi-
nancial or otherwise). Typically, any new business is
given a certain amount of time to meet its goals (18 to
24 months). Many organizations fail to have a mech-
anism in place to make a termination decision and in-
stead let the business flounder and perhaps continue to
lose money. It is much more preferable to have a defini-
tive benchmark to which the program can be compared
and a decision made promptly and decisively.
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Table 4-1. Example Revenue and Expense Projections for Consultant Pharmacy Services Program, Most Likely Scenario, Years 1-5

Operating revenue
Patient revenue

Deductions from revenue

Net patient revenue
Operating expenses
Salaries
Employee benefits
Medical director
Medical supplies
Office supplies
Education and travel
Maintenance/repair
Consulting
Contracted services
Marketing

Dues and subscriptions

Rent

Postage

Equipment expense
Utilities/telephone
Insurance

Other expenses

Bad debt expense
Building depreciation

Equipment depreciation
Total operating expenses

Net income (loss)
Net assets at beginning
Net assets at end

Year 1

504,000
0
504,000

312,000
81,100
0

6,000

462,685

41,315
350,000
91,316

Year 2

1,008,000
0
1,008,000

426,400
110,900
0

6,890

582,014
425,986
91,31
817,301

Year 3

1,176,000
0
1,176,000

561,600
146,000
0

7,420

755,489
420,511
817,301
1,237,812

Year 4

1,260,000
0
1,260,000

595,296
154,800
0

7,950

808,419
451,581
1,237,812
1,689,393

Year 5

1,764,000
0
1,764,000

1,017,120
264,500
0

8,500

1,345,111
418,889
1,689,393

Total

5,712,000
0
5,712,000

2,912,416
757,300
0

36,760

3,953,718
1,758,282
4,485,821
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Step Description Duration

1 2 3 4 56

Months 1-18
9 10 11 12 13 14 15 16 17 18

2 month
1 month
2 month

1 Plan service

2 Hire and train staff

3 Implement
information system
for documentation
and billing

4 Contract with first
LTCF

5 Provide service to
first LTCF

6 Measure clinical and
economic outcomes
in first LTCF

7 Measure customer
satisfaction in first
LTCF

8 Market services to
target facilities

9 Contract with second
LTCF

10 Provide service to
second LTCF

11 Hire and train
additional staff

12 Contract with third
and fourth LTCFs

13 Provide service to
third and fourth
LTCFs

14 Compare
performance of
program to objectives

15 Make decision to
continue or
discontinue program
based on
performance to-date

16 If decision in step 15
to continue, then
contract with fifth
LTCF

17 If decision in step 15
is to discontinue,
then inform LTCFs,
notify staff,
discontinue

1 month

Indefinite

1 month

1 month

Indefinite

1 month

Indefinite

1 month

Indefinite

1 month

1 month

1 month

2 months

Figure 4-2. Example of a Gantt chart for a log-term consultant pharmacy services program.

If a decision is made to terminate a program,
then there should be clear actions for how the busi-
ness will be dissolved. First, there should be a plan for
when and how customers will be notified. Further, in
some cases it may be important to provide customers
with information about others who can provide the
service and then schedule a seamless transition. Sec-
ond, there should be a plan for how employees will be
notified. The plan may include efforts to place employ-
ees in other areas of the organization or what, if any,
compensation package may be available. Third, there
should be a plan for how the facilities, equipment, and

other capital (capital will be discussed in Chapter 18)
will be sold or transferred. An exit plan for a program
could involve transferring the control of the program
from one organization or one administrative unit to
another.

COMMUNICATION OF THE
BUSINESS PLAN

Typically, there are two key components to commu-
nicating the work accomplished in planning. The first
is to create a written document—the actual business
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Table 4-2. Internal Strengths and Weaknesses of Consultant Pharmacy Services Program
Factor Strength Weakness
Profitability As a new program associated with a hospital,

overhead expenses are minimal and thus

profitability is high. The program is also

able to share staff with the hospital, thus

reducing salary expenses.
Quality As a new program, the organization has

limited experience specific to the long-term
care environment. This may jeopardize

quality initially.
Customer service

Because the program is small (at least

initially), it will be able to provide more

attention to customers and thus

better-quality service.

Staff Because the pharmacist(s) included in the
program have hospital experience, their
level of clinical knowledge is beyond that
of most competitors.

Operations Because the program is associated with a

hospital, it can rely on the hospital
pharmacy department for backup during

off hours.

plan. The second is to present the business plan orally,
usually as part of a formal decision-making process.

Writing the Business Plan

As stated previously, writing the business plan is an
extremely important part of business planning. The
business plan should be informative and balanced in its
presentation of the proposal. The document should be
written with a specific audience in mind (the financial
decision maker). It should be both easy to read and easy
to understand and therefore must possess proper orga-
nization, grammar, punctuation, and sentence struc-
ture.

The contents of a business plan typically follow
a sequence of items that are unique to this type of
planning. An example of the table of contents of a
simple business plan is shown in Table 4-4. It should
be noted that the contents of the business plan will vary

Because the program is small and
new in this business, efficiency
may be limited.

based on the industry, the business proposed, and the
needs of the organization. More detailed plans may be
required in certain industries.*

The business plan should begin with an executive
summary. This summary should be short (one or two
pages) but should hit the main points of the proposal.
The executive summary needs to capture the attention
of the reader. In a poorly written business plan, the
reader may form a negative opinion of the program

* As another example, the proposed contents of a business
plan for a for-profit venture include executive summary,
introduction/synopsis, venture idea, overall industry, mar-
ket research/competition, production/sourcing plan, service/
delivery plan, marketing/sales plan, management plan, hu-
man resources plan, ownership/organization plan, financial
plan, financing plan, growth/exit plan, implementation plan,

contingency plan, and assessment/evaluation plan.
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Table 4-3. External Opportunities and Threats of Consultant Pharmacy Services Program

Factor Opportunities
Competition

Because the competitors also provides

Threats
Competitors are well established,

Technology

Regulation

Reimbursement

Costs

Market/customers

pharmaceutical products, they
could be considered biased in the
clinical recommendations they
make. Alternatively, the proposed
program does not provide
pharmaceutical products and is
therefore more objective.

Competitors have advanced

information systems and
experience with these systems.

Consultant pharmacy services are

mandated by state law. Thus
nursing homes must contract with a
provider of these services.

With worsening of the economy, both

the federal and state governments
may cut back on Medicare and
Medicaid reimbursement to nursing
homes. Thus these facilities may go
out of business or have insufficient
funds to reimburse us for the
services of the program.

Pharmacist salaries are rising rapidly

due to a labor market shortage.
These salaries will drive up costs,
making it more difficult for the
program to generate profit.

The population continues to age, and

as such, there may be more nursing
homes in the fulture.

large, and financially sound.
Competitors also provide
pharmaceutical products, which
may be desirable. New competitors
may enter the local market in the
future.

and read no further than the executive summary. This
illustrates the importance of a writing style that is en-
gaging and error-free. Because of its position in the
document, the executive summary is clearly the most
critical section of the plan. In addition to the execu-
tive summary, the plan should also begin with a zable
of contents. This will both help the writer organize the
plan and assist the reader in navigating the document.

The second section of the business plan is the back-
ground and description. Here, in a logical sequence, the
plan should define the rationale for the program or
service (i.e., the patient care need) and provide an ex-
planation of why the organization is prepared to fill
this need. The service opportunity provides the reader
with a picture of the purpose of the proposed program
and should lead directly to a description of the formal
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Table 4-4. Typical Table of Contents of the
Business Plan

. Executive summary

. Background and description

. Market analysis and strategy

. Operational structure and processes

. Financial projections

. Milestones, schedule, and action plan

. Critical risks and opportunities

. Exit strategy

. Conclusion

. Supportive documents (include financial
pro forma statements, letters of support)

O OO NO O WN =

—

mission of the business. Last, this section should pro-
vide other details that will help to illustrate the service,
including data that may have been obtained from lit-
erature or other sources.

The next section of the business plan is the mar-
ket analysis and strategy. In some cases, the market
analysis is presented as a separate section from the
marketing strategy. In either case, the market anal-
ysis is part of the situation analysis conducted dur-
ing planning, whereas the marketing strategy is part
of the goal-setting and strategy-development elements
of planning. In the business plan document these are
sometimes presented together because they address the
same general topic.

The fourth major section of the business plan
is the operational structure and processes. In brief, this
section describes how the program will be run. This
section of the document should provide details on how
the service will be provided and by whom—in other
words, the work processes that will occur. It should
include information on how customers will interface
with the program. The organizational structure, num-
ber and types of employees, and equipment and other
resources used in operation of the program should be
described. This section should also include definitions
of the regulatory, clinical, and quality requirements that
may be applicable to the business and a description of
how these requirements will be met.

The fifth major section of the plan is the financial
projectionsor financial pro forma. This section identifies
the estimated expenditures and revenue over the first
3 to 5 years of the program. Investments required to
begin and operate the program should be described
as either startup costs or ongoing costs (or operating
costs) and should be organized by cost categories (e.g.,
salaries, equipment, capital, etc.). The financial data
are best presented in a revenue and expense statement
(sometimes referred to as the profit and loss statement),
as shown in Table 4-1.

The sixth section of the business plan defines the
milestones, schedule, and action plan for the program.
A timeline should be defined that includes the major
accomplishments and goals of the program for imple-
mentation and through the first 3 to 5 years and may
include long-range growth and expansions objectives.
The action plan may also include responsibility assign-
ments and is often presented as a Gantt chart.

The next section of the business plan defines the
critical risks and opportunities of the business. Here, the
plan should outline the major strengths and weakness
of the proposed business and describe the opportunities
and risk associated with the program if implemented
(as formulated in the SWOT analysis). This informa-
tion, both positive and negative, must be presented in
an unbiased manner so that an informed decision can
be made about moving forward with the program.

The business plan should include a brief discus-
sion of what will happen if the business should fail.
This exit strategy or contingency strategy should define
specifically when and how a decision would be made
to exit the business. The section then should outline a
plan for exiting the business. This plan might include
issues such as what to do with existing patients or cus-
tomers (i.e., refer to other providers), what will hap-
pen with existing staff (i.e., reassign to other divisions
of the organization or terminate), and how equipment
and resources may be disposed of.

The last section of the business plan is the conclu-
sion. The conclusion should be short. It should quickly
summarize the document. Most important, the con-
clusion should provide a recommendation with re-
spect to the proposed business decision. Following the
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conclusion are any attachments or additional materials.
Supportive documentation, tables, figures, financial
statements, and/or letters of support should be attached
to the business plan to collaborate the written text or
to present the material in a more detailed fashion.

Presenting the Plan

The oral presentation of the business plan may be as
important as the written document. In most organiza-
tions, those seeking to implement new programs must
present the business plan before a group, usually con-
sisting of senior leaders in the company.

A good oral presentation can go a long way to-
ward garnering positive support for the business plan.
The personal nature of the oral presentation may add
dynamics to the decision-making process that do not
exist with the written document. These issues, which
include politics, group dynamics, and personal inter-
actions, can be either positive or negative. In either
case, these dynamics should be anticipated and either
reinforced or preempted depending on the situation.

CONCLUSION

After reading this chapter, our friend Ted Thompson
should be prepared to address the charge given him in
the scenario. Ted, being an intelligent person, will rec-
ognize quickly that developing a business plan for the
proposed consultant pharmacy services program will be
asignificant undertaking. Ted would be well advised to
seek assistance from others as he begins this planning
process. For example, Ted may want to establish a team
that would include representatives from the hospital
finance department, other pharmacists who might be
involved in the program, and perhaps even a physician
or nurse with experience in long-term care. The assem-
bled team then could begin the business plan planning
process as outlined in this chapter. When this process
is complete, Ted and his boss (the DOP) will need to
follow the appropriate administrative channels within
the organization to gain approval from key hospital
decision makers.

Obviously, business planning is an important tool
for gaining further acceptance and penetration of con-

temporary pharmacy services. New pharmacy gradu-
ates must understand and be able to write business
plans that will justify new or continued investments
in these services. It is very likely that most new grad-
uates will be expected to develop or help to develop a
business plan for a pharmacy program at some point
in their careers. Clearly, the ability to do so will benefit
the pharmacist, the employer, and patients. If accepted,
the new program may be an opportunity to provide
new or unique services—thus heightening job satisfac-
tion. Likewise, the new program may generate revenue
or save costs elsewhere in the system—thus benefiting
the employer. Patients, physicians, nurses, and others
who are the recipients of the program will also benefit.

QUESTIONS FOR FURTHER
DISCUSSION

1. Conduct a literature search to identify articles that
may be pertinent to the business proposal described
in the scenario. How many articles did you find, and
how useful are they to understanding the business
concept?

2. Conduct a hypothetical market and competitor
analysis, and develop a marketing strategy for the
consultant pharmacy services program. What are
the market segments that may be important to this
business? What are the strengths and weaknesses
of the proposed service compared with those of its
potential competitors?

3. What are important costs that would be incurred if
the consultant pharmacy services program were im-
plemented? Classify these costs as fixed or variable.

4. Explain why you think an understanding of busi-
ness planning is important for pharmacists. What
changes are occurring in the health care environ-
ment that make business planning even more im-
portant?
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LEARNING OBJECTIVES

After completing this chapter, students should be able to

1. Describe the concepts of operations and operations management.
Identify typical inputs and outputs involved in pharmacy operations.
3. Describe the operations used by a pharmacy to transform inputs into out-

N

puts.
4. Identify decisions that need to be made in typical pharmacy operations.
5. Describe the relationship between efficient operations and profitability.

SCENARIO

Marie Lassiter just left her doctor and does not feel well. She stops at Cataldo’s Pharmacy to
have the prescription that the doctor wrote for her filled. Joe Cataldo is a pharmacist who
owns Cataldo’s Pharmacy. The pharmacy fills prescriptions for patients, helps diabetic patients
manage their disease, offers a full line of durable medical equipment, and fills prescriptions

63
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for a local nursing home. Joe or one of his two
staff pharmacists order their goods from a wholesaler.
The wholesaler delivers these goods—over-the-counter
(OTC) products, prescription drugs, and the other
products sold in the pharmacy—on a daily basis. When
the medications are delivered, the prescription medi-
cations are placed on the shelf by one of the pharmacy
technicians. One of the three store clerks places the
OTCitems on the displays in the front of the pharmacy.
When Marie enters the pharmacy to have a prescrip-
tion filled, she approaches the counter and is greeted
by a clerk. The clerk gathers information from her and
gives the information and written prescription to the
technician. The technician enters the information into
the computer, which connects to another computer to
verify Marie’s insurance coverage and the amount of
money that she should pay. The pharmacy’s computer
then prints a label that will be placed on the prescrip-
tion vial, which is placed in a staging area to be filled.
In this instance, Marie’s prescription is a compounded
prescription, a prescription that must be prepared by
mixing several ingredients together. One of the phar-
macists prepares the prescription and places it into a
special vial. The pharmacist then checks it for accuracy
and assurance that what was prepared matches what
was ordered on the written prescription. The phar-
macist then gives Marie the prescription and provides
information about how to use the medication properly
while the clerk rings her up and processes her credit
card.

CHAPTER QUESTIONS

1. What is the importance of operations management
in pharmacy practices today?

2. What resources are used in the process of creating
goods and services?

3. What categories are helpful in devising strategies to
manage the resources used in operations?

4. How do the differences between goods and services
influence the decisions made in operations manage-
ment?

5. How does scheduling affect the profitability of a
pharmacy?

INTRODUCTION

Businesses exist to offer goods and services to con-
sumers.” Busineses must use resources (inputs) to create
the goods and services (outputs) that are offered. This
creation process is referred to as transformation (Heizer
and Render, 1999; Johnson, 1998). The resources are
transformed into things that are needed, wanted, and
demanded by consumers. Consumers then pay for
these outputs because the desire to satisfy their want
or need is equal to or greater than the amount of value
they place on the money used to buy it. This process of
creating goods and services is referred to as operations.
It encompasses the activities or operations performed
by the organization to transform resources into valued,
profit-generating goods and services. To manage these
activities is to perform operations management.

THE LINK BETWEEN
OPERATIONS AND
PROFITABILITY

Given that businesses perform many operations to pro-
duce goods and services, the efficiency of those oper-
ations will affect the profitability associated with the
goods and services offered by the business. It costs
money to develop/create goods, and it costs money to
provide services. In the scenario, the pharmacy is com-
pounding a product from multiple active ingredients.
It is evident that there are a multitude of inputs, all of
which have associated costs. The pharmacy must pay
for the

e Ingredients, both active and inactive
e Container that will hold the final compound

*These goods and services, also called offerings, can be divided
into five categories, including pure tangible good, tangible
good with accompanying services, hybrid, major service with
accompanying goods and services, and pure service (Kotler
and Keller, 2006). There is some debate about the usefulness
of distinguishing goods from services, particularly for the
purposes of marketing the offerings of a business (Vargo and
Lusch, 2004). For the purposes of this chapter, the terms
goods and services are used in their classic sense.
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e Computer that creates the label and bills the insur-
ance company

e Software run by the computer

o Fee charged to verify and bill the prescription over
the phone line

e Bag that the prescription is placed in so that the
patient can carry it home

* Cost of electricity that lights, heats, and cools the
work area

¢ Rent on the facility in which the prescriptions are
prepared

e Salary and benefits for the pharmacist who com-
pounds the prescription

o Salary and benefits for the technician who enters the
prescription order into the computer

e Salary and benefits for the clerk who rings up the
prescription

This is not a complete list, but it demonstrates
that there are a number of costs associated with cre-
ating a product that is then sold to a patient. The
pharmacy covers these costs by collecting money for
the goods and services it produces. Simply put, after
deducting all the costs or expenses associated with op-
erating and creating the goods and services that are
sold, the money left over is profiz. If the owners, man-
agers, and employees are not prudent in the purchasing
and managing the inputs used to create the goods and
services sold by the pharmacy, the pharmacy will not
be as profitable. However, being profitable is not just
about finding the inputs with the lowest cost, and it is
not a matter of simply raising the prices to cover the
costs.

Maximizing the efficiency of creating goods and
services sold by a pharmacy requires careful planning,
analysis, and management. If the pharmacist uses infe-
rior ingredients or vials, the patient may never return
to the pharmacy for another prescription. If the phar-
macist is paid too little, she may not take pride in her
work, she may not be as efficient as she could be, or she
may end up taking more sick days—all these cause the
pharmacy to pay the salary of the pharmacist without
benefiting from her productivity. If an inferior com-
puter system is purchased at a lower cost and it crashes
regularly, preventing the pharmacist from being able

to fill prescriptions, this decreases the profitability of
the pharmacy. This connection to profitability makes
operations management a critical, multifaceted area of
interest to any business.

TYPICAL PHARMACY
OUTPUTS (GOODS AND
SERVICES)

The scenario refers to the creation of a product for
Marie Lassiter. The concept of managing operations
for a business that creates goods is relatively easy to
comprehend. The inputs are tangible; one can see them
and touch them, and often their quality can be evalu-
ated. This is not to say that management of operations
to create goods is simple, as will soon become apparent.
Instead, the concept of managing the operations used
to assemble a product is more comprehensible. As
the scenario illustrates, even in the creation of goods,
there are many intangible, nonproduct inputs. In this
example, the speed and proficiency with which the
pharmacist, clerk, and technician can perform their
duties will influence how many prescriptions can be
compounded by the pharmacy in a day. Their inter-
actions with the patients who are having prescriptions
filled will influence whether the patients return to
have prescriptions filled in the future. Their ability to
interact with patients will be influenced by how much
assistance they have in filling the prescriptions. The
scenario refers to the creation of a product, one that did
not exist prior to the transformation performed by the
pharmacist with the assistance of the technician and the
clerk.

A common example of a service in a commu-
nity pharmacy is the filling of a prescription that is
not compounded. In this case, a pharmacist, with the
assistance of technicians and clerks, is adding value
to the product that was made by a pharmaceuti-
cal company. The pharmacist is packaging the ex-
act amount needed by the patient, adding informa-
tion that will help the patient to take it appropriately,
and billing the patient’s insurance company for the
cost of the prescription. Pharmacists may add addi-
tional value to this product, and these value-added
services illustrate the similarities to product creation.
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Resources also must be expended to provide services,
and pharmacists still should be concerned about their
quality.

The transformation of resources to create services
is not always as easily understood. This is so in part
because the transformation of resources may not be
tangible. For example, think about the transformation
that takes place to provide information to a patient.
The pharmacist must recall the information or look
it up in a reference, understand its relevance to the
situation and the patient, and communicate this in-
formation to the patient in a way that the patient will
understand.

Managing the operations of a pharmacy to cre-
ate the highest-quality goods and services for the low-
est cost requires some knowledge of typical pharmacy
inputs and outputs. While the outputs created by a
business are the final step in operations, it is useful
to learn about the typical pharmacy outputs at this
point to fully appreciate the resources used to create
those outputs. In other words, with knowledge of these
outputs, the operations that take place within a phar-
macy will be more easily understood, and the strategies
used to manage those operations will have more mean-
ing.

Community and institutional pharmacy practices
generally offer a variety of medication-related goods
and services. A representative list can be found in Table
5-1. The list of goods and services given in this table
is by no means comprehensive. Some pharmacies have
ice cream parlors, some have nail salons, and some sell
gifts and collectibles. So how does one choose what
goods and services a business should offer?

The outputs of the business justify the existence of
the business. While this leads some consumers to iden-
tify the business by its goods and services, this is not
to say that it defines the business. The company BASE
for example, is a chemical company that identified it-
self as a company that adds value. The company ran an
advertising campaign in the late 1990s that made the
claim, “We don’t make many of the things you buy.
We make many of the things you buy better.” This
advertising campaign did not make consumers believe
that the company made chemicals, but rather it com-

Table 5-1. Typical Pharmacy Outputs

Community pharmacy practice

Filling of prescription medications based on
physicians’ orders

Compounding of prescription medications

Over-the-counter medications

Nutritional supplements

Offering and fitting durable medical equipment

Information about prescriptions medications

Information about OTC medications

Information about nutritional supplementation

Health and beauty aids

Greeting cards

Disease-state management

Prospective drug utilization review

Counseling on prescription drug use

Adjudication of claims with third-party payers

Provision of medications to nursing home
residents

Special convenience packaging (e.g., bubble
packs)

Screening for drug interactions

Institutional pharmacy practice

Filling of prescription medications based on
physicians’ orders

Compounding of prescription medications

Preparation of intravenous medications and
solutions

Delivery of medications to floors

Oversight and inventory of controlled
substances

Collection of orders from hospital floors

Drug event monitoring

Formulary management

Therapeutic interchange

Prescription medication counseling

Medication use evaluation

Filling of prescription medication carts

Drug information to physicians and other
health care providers

Total parenteral and enteral nutrition

Stocking of emergency crash carts

Pharmacokinetic dosing

Clinical drug trials
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municated to consumers that BASF was a company
that added value to the everyday goods that consumers
used. Despite the fact that companies can influence
the perceptions of their businesses and their goods and
services through marketing, many consumers catego-
rize businesses by what they provide. Pharmacies fill
prescriptions, fast-food restaurants serve inexpensive
food quickly, pharmaceutical companies make drugs,
and car dealers sell cars. This consumer-driven cate-
gorization of businesses can lure one to believe that
goods and services offered by a business are predeter-
mined based on the category of business. Instead, the
goods and services are driven by decisions made by
the people who own or operate the business. Certainly,
the owners or decision makers of businesses consider
consumer opinions about their businesses, and yet the
outputs that a business will offer are under the control
of the owners or decision makers. The mission of the
business is the basis for these decisions. The mission
defines the business’s reason for existence. It delineates
what the business does and communicates the unique
advantages it has in creating the goods and services that
it offers.

Opportunities to decide which products and ser-
vices to offer are available to both community and in-
stitutional pharmacies. The environments are slightly
different, and the decisions are important in both set-
tings. For example, hospital pharmacies frequently are
within larger infrastructures of the hospitals they serve.
Many, however, still function to add value to various in-
puts. They serve patients and internal customers—the
physicians, nurses, and other health care professionals
who practice in the institution.

As a result, owners or operators of businesses can
add, enhance, eliminate, or change the goods and ser-
vices offered. To make these decisions, a process of
strategic planning should be used. This process of plan-
ning can assist in identifying the internal and external
factors—the strengths, weaknesses, opportunities, and
threats—faced by a business. Once these factors are
understood adequately, a pharmacy can more easily
choose goods and services that have the best chance of
being profitable for the business in a given geographic

area (see Chapters 3 and 4).

TYPICAL PHARMACY INPUTS
(RESOURCES)

Operations are the activities performed to transform
resources (inputs) into valued, profitable goods and ser-
vices. In the scenario, what are the resources that went
into the filling of Marie’s prescription? The obvious
resources are the several active ingredients produced
by pharmaceutical manufacturers that were mixed to-
gether to formulate the prescription. However, these
constitute only one of the many resources that were
used to fill the prescription.

Others are listed in Table 5-2, and this is not a
comprehensive list. As you can see, many resources are
used to fill a prescription, and not all of them are as

Table 5-2. Resources Used to Fill Marie Lassiter’s
Prescription

e Prescription medications

¢ Pharmacist who ordered the prescription
medications

o Delivery service provided by the wholesaler

e Technician who placed them on the shelf in
the pharmacy in a place where the pharmacist
would find them

e Shelf that they sat on until the pharmacist
used them

e Vial in which the pharmacist placed the
finished proeduct

o Computers used to process the prescription

o Adjudication service offered by the insurance
company

o |abel printed by the computer

o Software used by the computer

e Phone line used to connect the computers for
the purpose of adjudication

o Clerk who rung the prescription up

o Register used by the clerk to ring it up

o Counter that the register sits on

e Facility that houses the pharmacy

o Electricity and other utilities that are available
in the pharmacy



68 MANAGING OPERATIONS

obvious as others. However, they each play a critical
role in being able to transform the medication received
from the wholesaler into a medication that Marie can
take appropriately. Many of these resources are trans-
parent to or are taken for granted by the ultimate con-
sumers of the product or service, and this does not
diminish their importance to activities involved in fill-
ing the prescription. A pharmacist only has to have the
electricity go out once to learn how critical this resource
is to the service of filling prescriptions. The lights will
go out, the computer will not be able to process or
adjudicate the prescription, and the cash register will
not function. Some of these activities can be performed
even when the electricity is out. The pharmacist can
use battery-operated emergency lights or a flashlight
to see. He can use reference materials to look up in-
teractions. He can use a manual typewriter to create a
label. He cannot, however, determine the amount of
the patient’s copay, which is calculated during the ad-
judication process. If the pharmacy uses a register that
determines the prices of goods by scanning the Univer-
sal Product Code (UPC) of the product (POS system),
then he may not even know how much to charge the
patient for the goods in the store. This resource in-
fluences the efficiency of and ability to perform the
activities in filling the prescription.

It is evident that electricity contributes to the ef-
ficiency of filling prescriptions. By powering the com-
puter, it makes checking interactions, storing patient
information, and printing labels much more efficient.
However, it also is critical to filling prescriptions be-
cause without it some of the activities necessary to cre-
ate the output of the process are not possible (e.g.,
real-time adjudication). Other resources in this pro-
cess may not be critical to the process but increase
the efficiency of the process. For example, the shelv-
ing units chosen to hold the stock prescription bottles
come in different forms. Choices can range from not
having shelving at all and simply stacking goods on
the floor in big piles to using shelving that maximizes
storage space and access to the bottles. Without any
shelving, which would save the pharmacy the expense
of shelves, the process would be terribly inefficient. Can

you imagine digging around in piles of bottles looking
for the correct stock bottle of medication? While the
pharmacy would save money by not buying shelves, it
would cost the pharmacy money because extra phar-
macists and technicians would have to be hired just to
dig through the piles and pull out the correct medica-
tion. On the other end of the spectrum, the expense
of having shelves that maximize storage space and ac-
cess, as compared with simple, standard shelves, may
not be warranted if the floor space of the pharmacy
is conducive to having simple shelving that does not
detract from efficiency. This example, although sim-
ple, illustrates how even a resource as basic as shelv-
ing can influence efficiency and, ultimately, profit-
ability.

Each of these resources can be grouped or cate-
gorized according to many different strategies. They
can be grouped into categories based on whether they
are a product or service, for example. Using this cat-
egorization scheme, goods are tangible and would in-
clude (and are not limited to) shelving, computers,
prescription vials, labels, software, and drugs. Services
can include the tasks performed by the people involved,
the wholesaler’s service, the phone service, and the ad-
judication service. This broad categorization scheme,
while illustrative, may not be helpful to the manager
or owner in deciding how to choose the resources used
in creating the goods and services of the business and
determining how to maximize the efficiency of the pro-
cess. Instead, operations management uses more spe-
cific categories to describe, analyze, and manage the
operations of a business. One strategy is to consider the
issues faced in operations as strategies or tactics (Mantel
and Evans, 1992). Also, different businesses will cate-
gorize resources differently for purposes of managing
them. While a uniform categorization scheme would
be helpful, it is not necessary in understanding how
various strategies can be employed to manage these re-
sources to maximize their efficiency in the operations
of the business. Instead, it is helpful to think of opera-
tions management in terms of the critical decisions that
need to be made by operations managers (Heizer and
Render, 1999). The 10 decisions under the purview of
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operations management are the following (Heizer and

Render, 1999):

¢ Designing goods and services
® Process strategies

® Managing quality

¢ Location strategies

® Layout strategies

e Human resources

e Scheduling

¢ Supply-chain management

¢ Inventory management

e Maintenance

If you reconsider the scenario, it is possible to
see the influence that these decisions will have on the
breadth of activities involved in the operations of a
pharmacy. The design of goods and services that are
needed and wanted by consumers (and that offer a
competitive advantage over other pharmacies) must be
created. Once the goods and services are designed, the
processes that will be used to create and offer them
must be implemented and managed. The quality of the
goods created and services offered must be maintained.
The location and layout of the pharmacy need to be
conducive and appropriate given the goods and ser-
vices offered. Pharmacies rely heavily on personnel; hu-
man resources management and scheduling of those re-
sources are important parts of operations management
of a pharmacy. Supply-chain management is manage-
ment of the supply of inputs used to create the outputs.
Having an efficient supply of prescription products is
critical to the service of filling prescriptions. And once
the products are delivered, the inventory must be man-
aged to minimize the costs associated with having an
inventory necessary to fill prescriptions and offer OTC
products. Finally, maintenance of the resources that go
into operations must be considered and managed. If
the resources are not functioning properly, this can
create inefficiencies that decrease profitability. Each of
these factors and the strategies that can be employed to
maximize their efficiency are relevant to both commu-
nity and institutional pharmacies. These decisions and

the strategies used to make good decisions in each of
these areas are covered in more detail in other chapters.
Before going into depth, however, it is helpful to un-
derstand how these areas of operations management
are related to the resources used in pharmacy opera-
tions and how these operations decisions can influence

profitability.

DESIGNING GOODS AND
SERVICES

Designing goods and services that are in line with
the needs and wants of consumers requires analy-
sis and planning. As indicated previously, goods are
tangible—they can be held and touched. Services are
not tangible—they are experienced by the consumer.
Except in the instance of compounded prescriptions,
the design of the good is largely up to the manufacturer;
however, with the advent of medication therapy man-
agement (MTM), there are increased opportunities to
design innovative and creative services to accomplish
these objectives. Services can be designed to have three
different approaches—customer service, product ser-
vice, and service products. These approaches are similar
and have differences that influence how they are im-
plemented, managed, and marketed. Customer service
is aimed at improving the customer’s experience with
the pharmacy and is geared toward improving over-
all sales. As a result, these are perceived as overhead
costs (Mathieu, 2001). Product services are linked to
a specific product, add value to the product, and are
offered in an effort to enhance sales of that product.
This type of service is consumed after the product is
purchased (Mathieu, 2001). The final category is a ser-
vice product. This is a service that is independent of
the company’s tangible offerings and can be consumed
separately.

Planning will play a critical role in the develop-
ment of new goods and services. Analyses of the inter-
nal and external environments will play a role in deter-
mining the capabilities of the pharmacy and the needs
in the market. Offering goods and services thatare con-
sistent with consumer needs and wants will increase the
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chances of profitability. The offering of services will af-
fect multiple aspects of the pharmacy’s operations, in-
cluding marketing, production, delivery, and internal
communications (Brax, 2005). Each of these has the
potential to influence the day-to-day processes used to
offer the goods and services to customers.

PROCESS STRATEGIES

The operations process involves many steps. The sce-
nario at the beginning of this chapter can be broken
down into over a dozen steps. The order in which those
steps are performed will influence the efficiency of op-
erations and, ultimately, the quality of the goods and
services produced. As a result, it will influence the prof-
itability of the pharmacy. For example, if a pharmacist
tries to fill a prescription with a medication that has
not been placed on the shelf yet, she may find her-
self digging through totes full of medications that were
delivered from the wholesaler. In this instance, the pro-
cess of filling prescriptions is affected by the inventory,
when the order was placed, when the order was de-
livered, and when the order was put on the shelves.
Similarly, prescriptions that are brought in by patients
who will wait to have them filled need to be filled be-
fore prescriptions that are not going to be picked up
until the next day. Patients will be influenced directly
by the efficiency of this process. In processes used to
create goods, the customer is not likely to be involved.
In services, however, the customer may be integrally in-
volved, as is the case with the customer service provided
to patients who are waiting to have their prescriptions
filled. Often patients will express their dissatisfaction
at having to wait a long time to have their prescriptions
filled, and this may affect whether they come again to
have their prescriptions filled. Whether the patient is
involved or not, decisions about the process used to cre-
ate goods and services need to be designed to maximize
efficiency.

The processes used by the pharmacy to create
goods and provide services have specific capacities. For
example, technicians can enter only so many prescrip-
tions into a computer in an hour, and pharmacists can
fill only so many prescriptions in an hour. Capacity is

determined by the resource that imposes the greatest
limitation on the process (Bruner, Eakes, and Free-
man, 1998). This limiting resource is referred to as the
bottleneck. To increase capacity, the bottleneck must
be identified and eliminated. For example, if Marie
entered the pharmacy at a time when another phar-
macist was on duty, the other pharmacist might come
over to fill prescriptions while the first pharmacist com-
pounds Marie’s prescription. This would preventa bot-
tleneck in filling other prescriptions that are dropped
off while Marie’s prescription is being prepared. Bottle-
necks and other obstacles to efficient creation of a good
or provision of a service will influence profitability by
decreasing the quantity of a good created or limiting
the number of services provided. For example, when
Dr. Michael Kim realized that many patients were
waiting for refills in the limited space in his phar-
macy, he implemented a refill system. In this sys-
tem, a report is generated of the upcoming refills. Pa-
tients are contacted to determine if the medication is
needed. Prescriptions for medications that are needed
by patients are filled and scheduled for delivery. This
process change decreased the traffic in his store and
allows the pharmacists to focus on the new prescrip-
tions presented by patients who visit the pharmacy
(Wilkin, 2006). Stanley Devine and Robert Beardain
of Winona, Mississippi, take this process change a step
further. They line up each patient’s medication refills
so that the patient can get all his or her medications
once a month, and they contact every patient before the
prescriptions are due to be filled. This affords them the
opportunity to discuss with their patients any prob-
lems or issues that the patients may be experiencing
with their medications. It also decreases the need to
maintain a large inventory because the medications
can be ordered just in time to refill the prescriptions
for patients, affords them more control over the pace
at which they fill prescriptions, increases their contact
with patients, and significantly decreases the patient
traffic in the pharmacy (Wilkin, 2006).

A flowchart of the process that is used by the busi-
ness to create its offerings can be helpful in analyzing
and designing the process. A flowchart is a diagram of
the steps involved in creating the good or offering the
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Figure 5-1. Operations performed in a community pharmacy to fill prescriptions.

service. This visual representation can be helpful in an-
alyzing the resources used in the transformation process
and can be used to improve the processes performed
within the pharmacy. To diagram the process, geomet-
ric shapes are used to represent each of the steps in the
process (Robson, 1991). The operations performed to
fill prescriptions are depicted in Fig. 5-1. The level of
detail within a flowchart can vary. This depiction out-
lines a series of operations thatare performed within the
transformation process of filling prescriptions. Multi-
ple tasks are performed within each of these operations,
and these tasks will use a number of different individ-
uals and resources. The more detailed the diagram is,
the easier it will be to evaluate the time and resources
necessary at each step of the process.

The flowchart is a helpful tool in identifying and
evaluating the capacities of each element of the process
and areas of the process that can be improved (e.g., areas
that are causing bottlenecks for improved efficiency). A

clear understanding of the process used to create all the
product and service offerings of the business is not only
important in identifying areas where efficiency can be
improved, but it can also be used to manage quality.

MANAGING QUALITY

Being able to offer goods and services that are of high
quality to customers is important to any business. En-
suring quality, more specifically, measuring quality, will
differ depending on whether a product or service is
being created. The decisions made about the quality
of a product produced by pharmacy operations can
be based on objective standards. For example, a com-
pounded prescription should have a certain amount of
the active ingredient in the product. The quality of a
product can be evaluated by measuring the quantity
of the active ingredient and using other objective stan-
dards. The quality of a service, on the other hand, is
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determined by more subjective standards. Marie Las-
siter, in the scenario, may be assessing the quality of the
information she was provided. This is likely to be based
on her subjective assessment of the information and
the manner in which it was communicated. Services,
despite their intangible nature, still need to be evalu-
ated to determine if the intended outcomes are being
achieved.

There are two types of costs associated with
quality—the cost of maintaining quality and the cost
associated with poor quality (Mudie and Cottam,
1999). In maintaining good quality, there are preven-
tion costs and appraisal costs. Prevention costs result
from the use of resources (time and personnel) to pre-
vent errors from occurring. For example, these can in-
clude the cost of training employees and the cost of
technologies (e.g., robotics, computers, and software)
used to decrease the likelihood of errors. In addition
to prevention costs, there are appraisal costs. Appraisal
costs result from the use of resources to inspect, test,
and audit to identify a drop in the quality of a service
or product. In addition to these costs of maintaining
good quality, there are costs associated with poor service
quality. These costs result from internal and external
failures. Internal failures are errors or defects that are
identified and rectified before consumers receive the
product or service. For example, if a pharmacist places
brand-name medication in a bottle that is labeled to
contain the generic medication, realizes the mistake,
and corrects it, this would be considered an internal
failure. It cost the pharmacy money because it con-
sumed the pharmacist’s time to correct the problem.
The managers of the pharmacy would be wise to de-
termine what factors led to the internal failure, take
steps to eliminate or modify those factors, and prevent
it from occurring again. External failures are errors or
defects in goods or services that are actually delivered
to consumers. Frequently, external failures are the ones
identified by consumers. For example, if a consumer re-
alizes that she has received a different medication than
the one indicated on the label, this is an external failure.
More often than not, this will take much more time
and money to correct than an internal failure. It may

involve delivery of a new medication to the patient, loss
of the product that was dispensed incorrectly because
it will have to be discarded, and a potential lawsuit
if harm was done to the patient (see Chapter 11 for
more information on service failures). Production of
quality goods and services does not occur in a vacuum.
Instead, it is closely tied to the processes employed to
create those goods and services.

LOCATION

The location of the pharmacy can affect several aspects
of operations. The location of the pharmacy can affect
the following:

* How easily and efficiently the inputs for operations
can be acquired

® How easily the outputs of operations can be trans-
ferred to the consumers of those outputs

* Which outputs are chosen to be offered by a given
business (designing of goods and services)

In a pharmacy, there are certain skilled positions
that need to be taken into consideration when locat-
ing the business. Operating a pharmacy in a location
that is conducive to attracting qualified pharmacists
to work there is important. The pharmacy must also
be able to receive deliveries of the various products
sold by the pharmacy. Proximity to consumers and the
preferences of consumers will play a role in how easily
the pharmacy’s goods and services are transferred to
the consumers of those services. For example, a chain
pharmacy in a busy metroplex whose customers rely on
public transportation to get to the pharmacy to have
their prescriptions filled will be greatly inconvenienced
if the pharmacy does not have in stock all the medica-
tions necessary to fill their prescriptions. This, there-
fore, affects the operations of the pharmacy. It may
cause the pharmacy to have a larger inventory than
otherwise needed or a delivery service to minimize the
inefficiency or customer dissatisfaction that may result
from not being able to fill the prescriptions while pa-
tients wait. Or the pharmacy could be located in an
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area with a large population of people who want to
pick up their medications at a drive-through window
(e.g., mothers with sick infants).

The market factors that are influenced by loca-
tion will influence the operations of the pharmacy. The
goods and services themselves also may make one loca-
tion more profitable than another. The design of goods
and services is part of operations, and if a business
is located near people who want and need its prod-
ucts and services, it may enhance the business’s chance
of attracting them to the store. For example, a phar-
macy located in an ethnic neighborhood that has a
population of people who rely on natural products to
maintain health might decide to offer such products
to those consumers. The proximity of these people to
the store and their desire to have such products may
increase the chance of those items being profitable for
the pharmacy. The location of the pharmacy certainly
can affect operations, and so can the location of various
goods and services within the pharmacy.

PHARMACY LAYOUT

A pharmacy needs to be designed to maximize the ef-
ficiency of the processes conducted to create the goods
and services. For example, when filling a prescription,
the path that the prescription takes from the patient to
the pharmacist who will fill it needs to be efficient. A
layout that decreases efficiency is likely to contribute to
decreased profitability. Steps that require the prescrip-
tion to “backtrack in the process” need to be eliminated
or minimized by designing an efficient layout. The lay-
out can also affect the efficiency with which services are
provided. Having a counseling area that is readily ac-
cessible to the pharmacist and patients will increase the
efficiency of providing information to patients. And it
even may increase the likelihood that patients will ask
for information when they need it.

In addition to the efficient operations of the phar-
macy, the layout of the pharmacy will affect the pa-
tients’ movement through the store. This has implica-
tions for product placement and pharmacy design (see
Chapter 23).

HUMAN RESOURCES

Human resources are one of the most important re-
sources in a pharmacy. The goods and services offered
by pharmacies are transformed using personnel. These
individuals perform the operations of the business and
rely heavily on technologies to increase the efficiency
of their tasks (e.g., computers, robotics, counting ma-
chines, and software programs). Their efficiency and
ability to interact with patients will influence the effi-
ciency of pharmacy operations. Many factors need to
be evaluated when determining the human resources
needed to accomplish the operations of the pharmacy.
To conduct these evaluations, many tools (e.g., job
design and job analyses) are available to make good
decisions about the human resources needs of specific
operations. The human resources and the ability to
acquire them will also be affected by environmental
factors. The supply and demand for pharmacists, for
example, may preventa pharmacy from finding enough
pharmacists to perform the operations of the pharmacy
efficiently. This may cause owners and managers to seek
other mechanisms to increase the efficiency of the staff
that they have (e.g., robotics or increased use of readily
available personnel). These environmental factors also
may cause businesses to offer higher salaries, more at-
tractive working hours, and better benefits. However,
these items need to be evaluated in light of how they
will affect the profitability of the pharmacy.

The types of people attracted to work at the busi-
ness also will affect operations. Motivated, productive,
and competent individuals are likely to contribute to
greater profitability than unmotivated, unproductive,
and incompetent individuals. Hiring just the right peo-
ple for the operations within the pharmacy is impor-
tant. Training those people on their responsibilities is
just as important. If the phone rings and no one thinks
that it is their job to answer it, the pharmacy may lose a
sale. Likewise, if the phone rings and the staff begin to
argue over whose turn it is to answer it, this contributes
to a lack of efficiency and possibly to customer dissatis-
faction. In a pharmacy, human resources play a big role
in the transformation of inputs to outputs. This makes
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human resources management an important aspect of
operations management.

SCHEDULING

Given this heavy reliance on human resources, schedul-
ing of personnel is a critical aspect of operations. Regu-
lations state that a licensed pharmacist must be present
when the pharmacy is open to fill prescriptions. This
makes scheduling of pharmacists coincide with the
hours that the prescription department is open. Other
considerations need to be given to the pharmacists
preferences for work schedules. Given the importance
of this resource and the costs associated with replacing
a pharmacist, the schedule should be created in light
of individuals’ work preferences to whatever extent it is
possible. The scheduling of support staff, for example,
technicians and clerks, should be driven by the de-
mand for goods and services. Ideally, the pharmacists
will have the most help when the demand for having
prescriptions filled is at its greatest. This takes careful
planning and evaluation of sales and volume trends.
Graphic and charting methods can be used to deter-
mine the demand for having prescriptions filled and for
receiving disease-state management services. To chart
the demand, however, the pharmacy must collect the
data. Most computer systems will allow decision mak-
ers to track the number of prescriptions filled on a given
day, and some will allow them to track the number by
sales volume. By looking at the number of prescriptions
filled at given times during the day, a manager can plan
to have enough help to meet the demand efficiently.
Many pharmacies use what is called a chase strar-
egy (Heizer and Render, 1999). In essence, they chase
the demand by having personnel available to han-
dle the demand when they predict the demand will
be the greatest. For example, if a pharmacy predicts
that the Monday after a holiday weekend will be bus-
ier than usual, then more pharmacists and support help
are scheduled to work. If the prediction is wrong and
the demand is not as high as was predicted, then the
pharmacy overspends and cuts into profitability. Some-
times the influence of this error on profitability can be
offset by having the “extra” staff perform tasks that

could help increase efficiency at other times—for ex-
ample, pull outdated drugs off the shelves and return
them for credit. If the demand is in excess of what was
predicted, this is no less problematic. In this case, the
staff is overworked, patients wait a long time to have
their prescriptions filled with the potential of harming
customer relations, and the likelihood of mistakes may
increase. This inefficiency can also lead to job dissatis-
faction for the personnel involved. If the prediction is
right, then the demand is met efficiently.

Another scheduling strategy is called level schedul-
ing (Heizer and Render, 1999). This strategy is used to
provide a level amount of production so that a constant
workforce can be employed to handle the demand day
after day and week after week. This method is em-
ployed more easily in the creation of goods where the
business can create surplus in times of low demand. For
example, an institutional pharmacy can compound a
constant number of intravenous solutions that are used
commonly in the hospital. The demand for the so-
lutions will change over the course of the day or the
week, but as long as the supply produced does not grow
too small (so that the pharmacy runs out) or too large
(so that the prepared solutions start to expire before
they are used), this strategy can be employed effec-
tively. This is not as easily employed in a service such
as filling prescriptions. Through marketing and tech-
nology, however, a pharmacy may be able to encourage
its customers to call in prescription refills during off-
peak hours and even to come in at a particular time in
an attempt to level off the demand across the course
of the day. By lining up the prescription refill dates
and contacting patients before refills are due, the phar-
macy will be able to schedule the refilling of prescrip-
tions, schedule the delivery of inventory, and schedule
the other resources necessary to handle the demand.
All these strategies rely on having a good estimate of
demand.

Demand can be estimated using forecasting. “Fore-
casting is a necessary prerequisite for many of the meth-
ods and procedures used in operations management”
(Lewis, 1981, p. 241). Forecasting demand for goods
and services requires the use of information, mathe-
matical functions, and statistical analyses.
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Equally important as personnel scheduling is the
scheduling of the resources used to create goods and
provide services. In community and institutional phar-
macy settings, the scheduling of product delivery is im-
portant. Ideally, the goods will be sitting on the shelves
where they can be accessed efficiently when the orders
for prescriptions come in. Scheduling of the delivery
of these orders so that they come in at times when the
demand is not at its peak will ensure that staff mem-
bers are available to put the inventory in its proper
place. Some businesses go so far as to schedule deliv-
ery and restocking of shelves at night when the store
is either closed or not busy. To schedule deliveries in a
manner that helps pharmacies to be efficient requires
relationships with suppliers.

SUPPLY-CHAIN
MANAGEMENT

The supply chain is the chain of businesses that sup-
ply pharmacies with necessary inputs. It is important
to build relationships and have agreements with other
companies that will maximize the efficiency of receiv-
ing the goods needed to fill prescriptions. Wholesalers
are the primary vendors for pharmacies (Lobb et al.,
2002). They distribute the majority of prescription
drugs in the United States. Some chain pharmacies
receive goods from distributors that they own and also
have relationships with wholesalers. This is done so
that they can get goods that may not be available from
their own distributors or so that they can get goods
quickly if the wholesaler delivers more frequently than
their own distributors. These relationships need to be
established with reputable companies that can provide
reliable service particularly in times of need, such as
during natural disasters. These relationships can take
different forms and entail different levels of service.
By signing a contract with a pharmacy, a wholesaler
agrees to provide the pharmacy with products and ser-
vices that may help the pharmacy to operate efficiently.
These services can include electronic order submission,
next-day delivery service, private-label programs, co-
operative advertising programs, special-handling ser-
vices, pharmacy computer systems, pricing, and store

planning. Management of the supply chain is of great
importance in the creation of goods or the provision
of services that involve goods. The key elements of the
decision in choosing suppliers for the pharmacy are the
timely delivery of needed and properly stored medica-
tions by a licensed and reputable wholesaler at the best
price. In making this decision, there are a number of
wholesalers from which to choose.

According to the Healthcare Distribution Man-
agement Association (HDMA—formerly the National
Wholesale Druggists’ Association), there are thousands
of wholesalers. Fewer than a half dozen are respon-
sible for a majority of sales. These full-line or full-
service wholesalers obtain medications directly from
the manufacturers and distribute the medications to
pharmacies (both independent and chains), institu-
tions, and other wholesalers. Some chain pharmacies
have regional or local distribution centers that receive
medications from the wholesaler in large quantities and
repackage the medications into package sizes that are
more feasible at the store level.

Large, full-service wholesalers are only one type
of wholesaler available to supply pharmacies and other
health care institutions with medications. There are
also regional wholesalers, smaller wholesalers, and sec-
ondary wholesalers (Eastern Research Group, 2001).
The main distinguishing features of the different types
of wholesalers include services provided, their autho-
rization status according to the Prescription Drug Mar-
keting Act (21 CFR Parts 203 and 205), and their sales
volume. Under strict interpretation of 21 CFR Parts
203 and 205, only the large, full-service wholesalers
are authorized. This designation is reserved for dis-
tributors who have formal, written distribution con-
tracts with the manufacturers and conduct more than
two transactions with the manufacturers in any 24-
month period of time. The other types of wholesalers
may conduct business with the manufacturers and do
not have formal, written distribution contracts. If not
authorized, they must provide documentation of the
products’ pedigree as stipulated in 21 CFR Part 203.

Different types of wholesalers may be used to meet
different needs within the pharmacy. For example, one
wholesaler may offer a better delivery schedule, a more
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efficient service, or better pricing. Additionally, the
smaller and secondary wholesalers may not be able to
meet all the needs of a pharmacy with regard to prod-
uct line and in times of emergency. Once the inputs
are obtained from suppliers, managing the inventory
of those goods is important in a pharmacy.

INVENTORY MANAGEMENT

Inventory is the largest expense thata community phar-
macy has (as measured as a percentage of sales) (West,
2002). This makes the management of inventory par-
ticularly important to a pharmacy. Too much inven-
tory is seen as money sitting on the shelf, and too little
causes inefficiency in the system. Imagine a scenario
in which you are paid on a weekly basis. You go the
grocery store to buy food. Would you buy all the milk
that you would need to get through the entire month?
Probably not, because it might go sour before you use
it, and why would you spend money to buy all that
milk when you are probably going to get paid again
before you need to buy milk again. You could use the
money for something other than for milk that is going
to sit on your shelf for a whole month. Now imag-
ine similar situations with medications costing more
than a gallon of milk. The management of inventory
will receive more extensive treatment in Chapter 22,
but it is important to see the connection between the
operations used to provide goods and services and the
efficient management of inventory. Having money sit-
ting on the shelf in the form of inventory may prevent
a pharmacy from being able to pay for other resources
within the business. This inability to pay may cause
the pharmacy to incur additional charges that then de-
crease the profitability of the business.

MAINTENANCE

Maintenance of the resources used to create goods and
provide services must be provided, or the risk of re-
source failure in operations increases. It is easy to un-
derstand how the maintenance of a machine used to
create goods could be linked directly to the efficiency

of operations. If the machine breaks down and requires
costly repairs, profitability suffers. The link to services
is not quite as clear, but it is just as important. When
you walk into a restaurant, do you want to eat at a dirty,
wobbly table? The answer is most likely no. Patients do
not want to buy goods that are covered with dust. They
do not want to walk up to a counter to learn how to
test their blood glucose level on a test device that has
not been cleaned properly or that is not functioning
properly. Maintenance of the areas in which services
are provided will affect the satisfaction of patients and
ultimately affect the patronage of the business for its
offerings.

CONCLUSION

When Marie Lassiter walked into the pharmacy to have
her prescription filled, it is not likely that she consid-
ered the multitude of resources that had been assem-
bled to provide her with that service. She is not likely
to appreciate the complexity of operations that go into
providing her with that service, and Marie does not
necessarily have to know, ever. Pharmacists, particu-
larly those in positions to make operations decisions,
not only need to be aware of these issues, but they also
stand to be more profitable by knowing how to analyze
these issues and manage them effectively.

QUESTIONS FOR FURTHER
DISCUSSION

1. Are the following business outputs goods or ser-
vices?
a. Filling a prescription

b. Compounding a prescription

c. Selling OTC medications

d. Helping a patient to understand how to manage
his illness
e. Helping a patient to understand how to take her

medication

2. How does one choose whether to offer a product

or service when it has the potential to be profitable
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but might be harmful to the health of the patients
(e.g., selling alcohol or tobacco)?

. Think about filling a prescription as being a service.
How does a pharmacist add value? How has the
product been changed by the pharmacy?

. Categorize the services provided by a community
pharmacy into the following three categories—
customer setvice, product service, and service prod-
uct.

. List the personnel who play a role in the profitability
of a community pharmacy.

. List the personnel who play a role in the profitability
of an institutional pharmacy.

SMALL GROUP DISCUSSION
TOPICS

. Consider the following scenario in an institutional
setting. Develop a process diagram for the following
scenario. What are the key resources used in each
step of the process? What operations management
opportunities to do you see?

Marie is not feeling well, and on examina-
tion by her physician, she is admitted to the
local hospital. The physician stops by and or-
ders some prescriptions for Marie. He writes
an order for the prescriptions on a duplicate
form. One is placed in a bin and picked up
by a pharmacy technician; the other is placed
in Marie’s chart. Once the order arrives at the
pharmacy, a pharmacist enters the order into
the computer, and the medication is pulled
from inventory to be sent to the floor on the
next round of floor deliveries. The next day,
this order for Marie’s medications, along with
all the other medication orders for the pa-
tients in the hospital, is printed so that a cart
can be filled with that day’s medications. A
technician fills the bins in the cart, and a phar-
macist checks the filled bins. After the bins
are checked, the cart is delivered to the floor.
That afternoon the clinical pharmacist visits

Marie in her room to go over the medications
that she is receiving.

2. The scenario in the chapter is illustrative of the
inputs and outputs consumed and managed when
filling a compounded prescription. What are the
resources and outcomes that might be associated
with providing a disease-state management service
to diabetic patients? Can each of these be managed?
Prioritize them based on which inputs add the most
value to the output of this service. How did you
decide which had the most value?

3. Pick a disease-state management service. Develop a
process diagram for this service. What stages of this
process do you expect to create bottlenecks? What
resources would be necessary in each step of the
process?
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LEARNING OBJECTIVES

After completing this chapter, students should be able to

1. Understand the importance of technology and automation in managing the information
that pharmacists use in practice.

2. Identify technology needs and a process that can be used for selecting appropriate vendors

for technology products.

Identify key components of pharmacy support technology.

. Identify the roles of technology at the point of care.

B

5. Describe the functions and purposes of the Internet that facilitate management of a pharmacy
care practice.
6. Understand the need for and evaluation of information on the Internet.

™~

Evaluate the need for technology and automation in the practice of pharmacy.
8. Understand the importance of integration in systems used in the practice of pharmacy.
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SCENARIO

CHAPTER QUESTIONS

Jennifer Russo completed the doctor of pharmacy cur-
riculum and then went on to complete a pharmacy
practice residency and a specialty residency in infec-
tious disease. She has just accepted a position as a
clinical specialist with a large teaching hospital. She
took this particular job because she wanted to have a
direct impact on appropriate medication use to im-
prove patient outcomes through educating physicians
and other prescribers. Her primary responsibility is
to implement an antimicrobial stewardship program
in collaboration with the chief of infectious disease.
She writes orders to obtain cultures and sensitivities
to antibiotics, makes recommendations on appropri-
ate drug and dose, educates physicians on appropriate
drug use, and writes orders for dosage adjustments for
patients in the institution. She also oversees the charg-
ing of patients and maintains an inventory of the drugs
used. To accomplish these tasks effectively, she must
bounce back and forth between five different com-
puter systems. One system houses data on laboratory
levels, another is used for hospital billing, and a third
has a drug inventory database. She has a pharmacoki-
netic software program that assists her in calculating
doses and estimating frequency intervals for obtain-
ing the next drug level and also contains a drug in-
formation database. She then must enter data from
these four systems into a pharmacy-based system that
the central pharmacy uses for patient management.
Relevant data then are extracted from this applica-
tion and housed on a health information exchange
(HIE) repository that enables other providers who see
this patient to have pharmacy information available
for decision making. She spends hours per day ac-
cessing and collecting data from the various databases
and even more time entering orders and combining
data from the different sources into the central 