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A
s commercial advis-
ors, we’re interested 
in the alchemy of 
how investors and 
firms turn healthcare 
opportunities into 
real money. We’ve 

been asked a number of times if it’s 
possible to make money out of investing 
in UK pharmacies, otherwise known as 
your local chemist. Are there similar 
opportunities as others have found in vets 
or dentists?

However we’ve found that discussion 

quickly gets bogged down by the 
complexity of how individual pharmacies 
work as businesses. The NHS system is 
not simple and its implications need to be 
understood before we can discuss whether 
there’s opportunity for investment. 

A profession of shopkeepers
Pharmacists comprise a profession, 
established in law, with demanding 
professional standards but uniquely 
expected to be actively seeking profits 
through trading. Ordering and packaging 
a prescription can be delegated to a highly 

trained pharmacy technician or a robot, 
but the pharmacist’s deep knowledge and 
contextual understanding is required. 
Pharmacists create clinical value through 
helping to persuade patients to use their 
drugs optimally and safely, and just 
requiring their sign-off avoids over 40,000 
serious medication errors a year in the UK. 

Barriers to entry
These broader benefits for society have 
long persuaded governments to both 
regulate and protect pharmacies from 
competition. Unusually for Europe, the UK 
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Activity Money flow Income

NHS

~85%-90% for 
an independent 

outlet, anecdotally 
10-15 percentage 
points more than 
10-15 years ago

�� Dispensing items on 
NHS prescriptions to 
patients

– Wholesalers deliver 
lower volume items 
1-2x a day

�� Specific advice or 
tests, often initiated 
by the pharmacist, 
under different NHS 
contacts, both central 
and local

�� Payments made for 
‘Essential’ and ‘Advanced’ 
services under NHS 
Community Pharmacy 
Contract (see figure 2)

�� Prescription fee charged 
to the minority one sixth 
of non-exempt patients, 
netted off above payments

�� Medicines bought at a 
discount to listed price 
from wholesalers

�� NHS Business Services 
Authority pays for all 
dispensed items at 
reimbursement rates

�� NHS pays most in 30 days, 
final settlement in 60

�� Complicated as 
profitability is controlled 
on two levels

– NHS contractual 
payments banded by 
size. This moderates, 
but does not 
completely remove 
greater revenue impact 
of more prescriptions
– Reimbursement rates 
are adjusted each year 
to retrospectively “claw 
back” any annual sector 
dispensing profits 
greater than £500 
million

Counter

~10 - 15%
for an

independent
outlet

�� P medicines’, always 
sold with medical 
advice, to walk in 
customers

��‘GSL’ medicines
�� Toiletries, cosmetics, 

baby and health food; 
anything benefitting 
from “halo effect” of a 
caring environment

�� Convenience and 
impulse purchases, 
often travel related 
such as sunglasses

�� Standard retailer 
economics 

�� Dependent on offering 
and retail tactical skill

�� The impact of 
supermarket and 
more recently online 
competition has seen 
OTC shares decline for 
independents

FIGURE 1
COMMUNITY PHARMACY REVENUE MODEL

Source: Mansfield view
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FIGURE 2
REMUNERATION FOR SERVICES

Source: Pharmaceutical Services Negotiating Committee, Chemist and Druggist Magazine

NHS Community Pharmacy Contract*
� 90 pence/item (medicine or appliance)

Essential services –
all pharmacies 
provide (see figure 
3)

Advanced services –
all can provide (but 
not all do), requires 
accreditation

‘Dispensing fees’

‘Establishment 
payment’

‘Practice payment’

Repeat dispensing 
(annual payment)

New medicine service 
(asthma, diabetes, 
anti-coagulant, 
hypertension)

Medicine/appliance 
customisation

Stoma appliance 
customisation

Item fees

Additional fees

‘Expensive item’ fees � 2% of net ingredient cost of items dispensed costing 
>£100

Only pharmacies dispensing > 2,430 items/month
Can be adjusted by a small ‘top- up’ if volumes in one month fall into a lower 
threshold than average volumes over a six month period

All pharmacies receive this. Three levels of payment, proportional to volumes dispensed
Required minimum staffing levels
Average of 66 pence per item (Q2 2013) but shortfall of 7 pence compared to Q3 2012

Paid to all pharmacy contractors: £1,500/year

£55 million annual funding, started in March 2011, A ‘value for money’ review is due mid 
2014 (so it might end 2014/15)
Designed to improve patient compliance and allows for intervention in medicine 
regimens.
£20-£28 per completed review: comprises engagement Æ intervention (day 14) Æ
follow up (day 28)
Medicine Usage Review (consultation) £28/patient, limited to 33 reviews/month
Appliance Usage Revew (consultation) £28/patient (x2 for home visit), limited to 
1/35th of number of appliances dispensed

£4.32 per stoma item dispensed (e.g. colostomy bag, skin protectors, etc.)

*All paid by NHS England since April 2013. ‘Enhanced’ services such as smoking cessation can be organised and 
paid for by local Clinicial Commissioning Groups

does not restrict ownership to pharmacists, 
with the three top chains comprising 
about one third of the market (Alliance 
Boots, Lloyds and the Co-operative.) 
UK product restrictions also only apply 
to those ‘P-Medicines’ where there is a 
safety concern regarding sale without a 
pharmacist’s oversight. Before the previous 
NHS pharmacy contract was introduced 
in 1987, there were no absolute barriers 
to new builds for qualified pharmacists. 
Established pharmacies are now somewhat 
more protected by the requirement to 
show ‘a local need.’ This barrier has 
strengthened recently again, after chains 
and supermarkets took full advantage of 
a period when new builds were allowed if 
committed to opening 100 hours a week. 
This is no longer as simple. 

Suppliers
Pharmacists also create value for society 

by seeking cheaper drugs from their 
wholesalers. Prices for prescription-only 
medicines prices are set and paid by the 
NHS, but they are bought at a negotiated 
discount. Voluntary trading groups 
(‘virtual chains’) such as Numark and 
Nucare allow independents to achieve 
better buying power. Buying power goes 
to margin, since the price is irrelevant to 
the patient when prescribed. 

Over the counter drugs (OTC) are 
not price controlled (see figure 5 for a 
glossary of terms). Until May 2001, 
they were price controlled under ‘retail 
price maintenance’ and the last decade 
has seen pharmacists struggle on price 
against supermarkets and drugstores 
which have also taken much of their 
previous toiletries and nappies business.

Pharmacies purchase drugs from 
national or regional wholesalers, who 
deliver once or twice daily. Wholesalers 

provide almost 80% of patented 
drugs, the rest are sold directly by 
manufacturers. 

‘Full-line’ wholesalers offer a complete 
product range and protect their share 
with total volume discounts. ‘Short-
line’ wholesalers compete fiercely on 
price for a limited number of high 
turnover generics. The two largest 
national wholesalers are AAH and 
Alliance Healthcare. There are clearly 
no disincentives to vertical integration, 
since the former have been long been 
co-owned with Lloyds Pharmacies by 
Celesio (now owned by McKesson) and 
the latter is part of Alliance Boots. 
Phoenix is in third place (formed in 
1998 from several regionals.) 

Buyers
Patients choose the pharmacist for 

their prescriptions and show the same 
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£2,754

£4,500

£7,200£2,026

£3,310

£5,296

£2,092

£2,092

£2,092

£289

£473

£757

£125

£125

£125

3,060 5,000 8,000

£7,286

£10,500

£15,470

Repeat dispensing fee

Special fees and allowances

Establishment payment

Practice payments

Item fee

No. of items dispensed

Increasing the volumes by 2.6x
(3000 to 8000) only increases
remuneration by 2.1x (£7,286 to
£15,470). Therefore income is
therefore not directly proportional
to volumes dispensed since the
establishment payment is capped
at £2,092 / month for volumes >
3,000 items

More pharmacies are now in the
higher bands, because since 2006
establishment and practice
payment thresholds have
increased about 3% annually
versus volume growth of 5.9%
each year.

FIGURE 3
ESSENTIAL SERVICES INCOME – TYPICAL PHARMACY EXAMPLE

Source: Pharmaceutical Services Negotiating Committee, Chemist and Druggist Magazine

Monthly income from essential services only, by volume 
of items dispensed by that site

‘site loyalty’ as they do for services such 
as dentists. The NHS Business Services 
Authority pays most of the bills (figure 1) 
including for ‘essential services’ provided 
by all pharmacies and ‘advanced 
services’ from pharmacies who choose 
to participate (figure 2). Local authorities 
can also choose to pay for ‘enhanced 
services’ such as smoking cessation 
advice, supervised administration 
of medicines and minor ailments 
services to reduce pressure on A&E. We 
understand the revenue potential here but 
unfortunately only from client work. 

Profits
Gross profit levels on NHS dispensing 
activity is estimated from public data 
to be just short of 20%. Gross margin 
is higher in counter sales at 23-33% 
(average 30%), though this may be a little 
higher on agency cosmetics. Wholesalers 

may give a 1% discount for prompt 
payment.

Crucially, the gross profit is increased 
by more prescriptions, but is not directly 
proportional to volumes dispensed 
(figure 3). The ‘prescription mix’ is 
also important since larger prescribed 
amounts per script (for a longer period 
in nursing homes or rural areas) generate 
lower item fees relative to prescription 
value. The opposite situation exists 
where a pharmacy supplies very many 
small prescriptions to drug rehabilitation 
centres. 

The ‘clawback’ – the downside to 
a regulated sector with barriers to 
entry
Pharmacies are reimbursed for dispensed 
drugs at tariff rates, which are readjusted 
every six months to provide the pharmacy 
sector with a gross profit total on 

purchasing drugs of £500 million. This 
is the ‘retained medicines margin’ and 
is retro-active in that if it exceeds the 
£500 million target, tariffs are lowered to 
compensate. 

The gross profit pool is calculated 
from information from wholesalers on 
volumes and prices for the industry. 
It takes into account the discounts 
achieved and even the likely share of 
‘parallel’ imports from countries with 
controlled and therefore cheaper drug 
prices. Profits are therefore subject to a 
‘clawback’ where gross profits are lower 
the next year.

The target has remained unchanged 
since 2005 (though in 2007/08 it was 
temporarily £532 million.) The spend 
has always substantially exceeded the 
target for the years for which we have 
data so the subsequent reduction cannot 
be completely automatic. However it ڼ



38� +HDOWK,QYHVWRU���0D\�����

pharmacy

Activity Money flow Income

NHS
�� Great prescription 

volume

�� Additional services
- More contracts
- More activity 
within contracts

�� Real impact from 
locating near or in 
a doctor’s surgery – 
location obviously 
essential as only 
convenience differs 
between pharmacies

�� Most pharmacies do not 
take up these contracts

�� Unlike in GP practices, 
where most score highly 
on their ‘QOF’ ratings to 
obtain additional income, 
only a dedicated minority 
maximise the potential 
income available

�� Opportunity limited 
by policy of protecting 
smaller pharmacies by 
lowering payments to 
larger ones

�� Pharmacist attention 
is the key operating 
constraint and 
when directed 
into a consulting 
room to deliver an 
additional service, 
dispensing stops since 
the pharmacist is 
required to sign off all 
prescriptions

Counter
�� More sales volume

�� Improved pricing

�� Independent pharmacists 
have found the relative 
importance of this 
business to have 
dropped over the last 
decade

�� The ending of Retail Price 
Maintenance (RPM) for 
OTC medicines a decade 
ago has made the 
opportunity smaller

�� Supermarkets such 
as Sainsbury’s have 
realised the benefits 
from having a pharmacy 
to draw in additional 
customers

�� Large chains such 
as Boots have done 
this successfully, with 
others such as the Co-
Op less so

FIGURE 4
GROWTH LEVERS

Source: Mansfield view

Site level
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FIGURE 5
GLOSSARY

Source: Mansfield view

UK Pharmacy (‘Dispensing Chemist’) Terminology
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POMs Prescription only medicines – available in licensed formulations (specific 
mixtures and concentrations. If the pharmacist alters this through, for example 
dilution, then it becomes a ‘special’ and pricing can be set by the pharmacist

Patented (’innovative’ or the older terminology of ‘ethical’) drugs, all are 

branded

– Generics (can be branded and non-branded)

OTC Over The Counter medicines sold without a prescription, but sometimes 
prescribed (and paid for by the state)

GSL General Sale List medicines can be sold by any retailer in the UK, unlike in 
most European countries where there are greater limitations and market 
protection for pharmacists

NHS Prescription 
Charge

A charge levied on non-exempt patients for drug or appliances on prescription 
(£8.05 from 1 April 2014)

OR

INCLUDES

CCGs Clinical commissioning groups: GP-led consortia which have now replaced 
former primary care trusts (PCTs). Responsible for spending approximately 
two thirds of the NHS budget.

‘P Medicines’
Can only be sold under the supervision of a pharmacist (and therefore not 
sold in competitors such as drugstores or supermarkets)

AND

* Now often supplied by a third party company, e.g. Martindale, Quantum Pharmaceuticals

does affect pricing dramatically. A very 
profitable year such as 2011/12 apparently 
resulted from fierce discounting of high 
priced generic entrants after a batch of 
patents expired. Then the next year saw an 
attempt to ‘claw back’ 30 pence per item 
dispensed, equating to over £70 million 
less in the profit pool for each quarter. 

Growth levers
There are ways to increase the top 
line at a site-by-site level, as fully 
discussed in figure 4. Location, as for 
any retail business, is king and there is 
a phenomenon called ‘leapfrogging’ as 

new pharmacies seek to get closer to the 
prescribing doctors. Relocation within a 
neighbourhood is allowed under the NHS 
Contract.

So the question of how pharmacists 
make money is all perfectly public, but 
the devil is in the detail. The clawback is 
a highly unusual feature of this market, 
which has so far only attracted investors 
such as KKR in Boots and Cohen Chemists 
in Assura Pharmacy. Both of these 
investments had substantial elements 
beyond their NHS pharmacy activities.

Individual pharmacists we know well 
have found smart ways of making money 

at site level – but they are not scalable 
across many pharmacies. Making money 
as an investor appears to require a very 
specific deal opportunity such as now 
presented by the Co-operative Pharmacy 
chain. This is the third largest chain in the 
country at about 750 sites and is for sale 
following their well-known difficulties. 
A trade sale is possible but not certain 
and some local divestments may be 
required to satisfy the Competition & 
Markets Authority. This would be a rare 
opportunity for a large investment in this 
highly regulated sector. �
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