Marketing 5333:  June 6, 2002

Homework 2:  Prescription Drugs, Due June 10

The two sections below (3& 4) have two parts (A & B).  Confine your answer to two double-spaced pages (1” margins) for each section, so that A & B ‘compete’ for space.

Section 3:  Drug store variety, gross margins and intertype competition

A.
Use the Edgar feature (www.sec.gov) to examine the 10-K reports one of the drug store chains in the file “drug stores.xls.” Create a simple table that includes sales, cost of goods sold, gross margins, percent gross margins, and if available, inventory and GMROI.  I would suggest a table where the rows form the years (use most recent), and the variables above are the columns.  Some of these reports provide the share of chain’s sales by product line (prescriptions, health and beauty, food, etc.). Include this, if possible.  Write a paragraph or two that discusses any trends or relationships that are apparent. (1 page)

B.
Use the Excel file ml97.xls to discuss the variety of lines carried by drug stores.  The columns that begin with N show the number of stores carrying the line, those beginning with S show the total sales (all lines) of the stores carrying this line, with the column beginning ML showing the sales of the line in the row.  Without spending too much time examining this (no more than 30 minutes), discuss the relative profitability of the broad lines carried by drugs stores with respect to prescription drugs.  How would you rank them in percent gross margin or gross margin return on inventory (GMROI) given only the information in the table? (1 page)
Section 4:  Consumer search, competition, and drug store margins

A.
Suppose 80% of all prescription sold are part of an insurance plan, whereas the consumer pays a standard co-payment on any prescription of $10-20.  (1) How will this affect consumer search for the lowest priced prescription, and the (2) distribution of prescription prices in the market?  Does the increasing number of persons insured through drug plans benefit the drug store industry?  Discuss. 

B.
Drug manufacturers are reporting an “Average Wholesale Price” (AWP) different from what might be the prices paid.  Who does this benefit and why?  Suppose you were an administrator for a state’s Medicaid reimbursement program.  What information would you need to eliminate waste with regard to this in your program?  Who would provide this information?







