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1.0 EXECUTIVE SUMMARY

1.1 Team

e Jason Glidden: Mr. Glidden experience is in developing corporate marketing and
management plans for multi-regional chain restaurants. He has organized, trained, and
managed new restaurant locations. Jason also has an MBA from The University of
Montana and access to a network of social and financial capital.

¢ David Jurenka: Mr. Jurenka 1s a licensed pharmacist with experience operating an
independent pharmacy. David also has relationships with pharmacists, University of
Montana Pharmacy school faculty and access to capital.

¢ Joseph J. Adams; Mr. Adams is a founding member of 5 different start-ups, with
experience managing employees. contractors, and the growth and development of
bustness structure and systems. J.J. also has an MBA from The University of Montana
which he will complete in August 2007, and access to a network of social and financial
capital.

¢« Board of Advisors
While the Board of Advisor selection process has just begun, we have developed a matrix
that will ¢valuate each advisors experience, level of commitment to the project,
knowledge, network, and access to capital. This matrix will be used to select the best
from a promising pool of candidates.

As a unit, this team will meet the goals of stage one and serve as the core unit as the
company accomplishes the goals of phases two and three. J.J. will spearhead finance and
business development. Jason will oversee human resources, marketing, and information
technology. David will contribute technical and operational knowledge specific 1o the
industry. As the company grows, managers will be added.

1.2 Business

Hometown Pharmacy will execute a geographic roilup of Independent Pharmacies. The
company wiil be organized as a “C” corporation to facilitate transfer of ownership and the
eventual Initial Public Offering exit strategy. HomeTown's strengths include education.
experience, social and financial capital, determmation, and youthful enthusiasm. The company’s
weaknesses are limited industry and geographic roll-up expertence.

1.3 Business Opportunity

The wave of aging baby boomers will strain our current healthcare and pharmacy industries and
create many opportunities for profitable pharmacies to thrive. This opportunity is so large that
Walgreens is opening 425 new stores each year, and still failing to mect the growing need of
pharmacies. Furthermore, traditional chains and supermarket pharmacies have yet to enter the
rural market that HomcTown is targeting. This opportunity will peak through the next 17 year
time period as the baby boomers age. This opportunity 1s paired with the increasing number of
independent pharmacies that are currently for sale at or below market value. The majority of




owners are looking to retire with no exit strategy from the business in place. The external threats
present to HomeTown come in the form of chain pharmacies as they expand their geographic
reach and the emergence of the online pharmacies.

1.4 Strategy

HomeTown wili compete in the pharmacy industry by differentiating itself with a unique mix of
community involvement, products and clinical services. The company wil! attract skilled talent
by collaborating with pharmacy schools. providing an above average compensation package,
focusing on customer service and providing new pharmacy graduates an opportunity to utilize
their chinical skills in a community pharmacy setting.

1.5 Competitors

The main competitors in the mdustry that are those which are geographically located within one
hour drive of each of our store locations, and mail order distribution alternatives. These
competitors will likely include Corporate owned chain stores; franchise stores and some
alternatives that offer mail delivery. Appendix 11 reflects the current industry forces. The
demand of pharmacies and pharmacists currently exceeds supply due to a shortage of licensed
pharmacists, and as the number of baby boomers with higher prescription medication needs
grows, this gap is expected to widen. HomeTown will attract pharmacists through university
recruitment and with compensation packages that exceed industry averages.

1.6 Competitive advantage/Core competencies

HomeTown pharmacy will gain advantage through its acquisition model, pharmacist recruitment,
above average compensation, small town branding, and mix of clinical services and durable
medical products, Our pharmacists will be exposed to a level of business training that is not
available with other employers. The company will succeed by utilizing an established customer
base to build brand loyalty within markets that can support a limited amount of competition.

1.7 Economics of the business & Exit Strategy

Although prescription medications are generally low margin products, the high volume in which
they are sold generates a large profit, accounting for the majority of a pharmacy’s profits.
HomeTown Pharmacy will provide over-the-counter medications, durable medical supplies and
clinical services which have higher profit margins. HomeTown is using 25 percent as its
estimated gross profit margin, which is the average gross profit margin of the top 25 percent of
independent pharmacies 1n 2005, and is relatively conservative for a pharmacy that will provide
these goods and services.! HomeTown Pharmacy stores can expect a gross profit margin
exceeding 25 percent. Breakeven wiil be reached in 5 years for each store and positive cash flow
will be reached in two years, and profits will be re-invested to fund growth. Once a company
valuation ot $200 million is reached, the company will have an Initial Public Offering of
common shares that will allow stakeholders to negotiate their ownership on the open market.

1.8 Proposed offering

We are looking for a partner(s) who understand the model, share the vision, have industry
knowledge, and can meet the social and financial capital needs of the company. Investors

' West DS. 2006 NCPA-Pfizer Digest. National Community Pharmacist Association. Oclober 06.



interested in putting up part of the $910k of cash necessary to fund Phase One have been
identified. Social and human capital accounts for an additional $910k of mitial equity ownership
reserved in the company (see section 5.1) such that the company is valued at $1.82k. Initial
equity investors (1.e., $910k) will receive stock immediately in HomeTown pharmacy. All other
equity ownership must be vested and will not be distributed until the goals of Phase one are
complete. The timeline illustrated in the “Growth Strategy” section of this document will begin
in 6 months, which means that by the end of 3 years we will have to raise an additional $1.5
million necessary to accomplish the goals of Phase Two. This will constitute a second round of
outside financing.

2.0 THE BUSINESS

HomeTown Pharmacy will utilize a geographic rollup strategy to acquire independent
pharmacies, and in doing so capture economtes of scale and scope otherwise only atforded to
large chams. HomeTown Pharmacy stores will provide a variety of medical services including
prescription filling, durable medical supplies sales, and clinical services to rural customers.

In order to “roll up” independent pharmacies and make them more profitable, HomeTown
Pharmacy will provide an “exit strategy” for existing independent pharmacy owners that wiil
allow for a comfortable retirement and piece of mind that the pharmacy will remain in the
community. HomeTown will offer new pharmacists a competitive salary and offer business and
climcal training to attract and retain their services.

2.1 Opportunity

2.1.1 A Generation Getting Older

The great generation of “Baby Boomers” 1s reaching the age of retirement. In the United States,
over 7,900 people reach the age of 60 each day. The U.S. population age 65 and over is going to
double by the year 2030. This will mean that 1 in 5 Americans will be over the age of 65 in 25
years or less. As this generation, which is estimated to be over 78.2 million” continues to age, its
need for prescription drugs increases. Although the health of this new generation of retirees is
improving, a large number still suffer from chronic conditions such as heart disease or diabetes.
Patients with chronic diseases such as these may take upwards of five daily medications, and as
this population grows, the burden on the healthcare system will grow as well.  This will lead to
an increase in not only the size of the potential pharmaceutical market but also increase revenues
through out the industry.

2.1.2 Independent Pharmacists Getting Older

Sixty percent of independent pharmacists are over the age of 50, Many of these pharmacists
have spent thetr entire life creating a business that they had hoped would financially support

them in retirement. Some of these businesses never find a buyer and simply close their doors
when the time comes for the owners to retire. The closing of these independent pharmacies 1s

? US Census Bureau, *Oldest Baby Boomers Turn 607, January 3, 2006
" Tony DeNicola. Owning an Independent Pharmacy Can Be a Fulfilling Experience. National Community
Pharmacist Associalion. Available at: NCPA org. Accessed April 24, 2007,



creating a shortage of medical services in rural areas across the United States. Many people are
forced to travel over 50 miles to fill prescriptions and receive simple medical services.
HomeTown Pharmacies will be able to acquire rural pharmacies from the retiring owners for a
price at or below market value. At the same time by being located in rural areas, HomeTown
Pharmacies will be less likely to have to compete with larger chain pharmacies found in larger
metropolitan areas.

2.2 Strategy

The strategy of Hometown Pharmacy 1s to create a chain of pharmacies that will add value to an
existing customer base. In doing so, HomeTown will provide existing pharmacy owners looking
towards retirement with a sound exit strategy from their business. As the number of store
locations increase, so will the operational effectiveness and efficiencies associated from
operating multiple units in a geographic cluster. Hometown Pharmacy will differentiate its brand
from the competitors based on a unique, profitable mix of goods and services in convenient
locations closer to customers than major market locations.

2.2.1 Acquisition Targets
HomeTown Pharmacies will establish target stores to acquire based on financial performance
and geographical location.

2.2.1.1 Financial Performance

Hometown Pharmacy will target the top 25% of all independent pharmacies based on
profitability from the 2006 National Community Pharmacy Association (NCPA) Pfizer Digest,
which is an annual statistic reporting digest for independent pharmacies. This equates to 8,000
stores nationwide in our pool of targets. The average pharmacy in this group has annual sales of
$2.6 million, net profit of $195k and a market value of $590k. The average owner of these
pharmacies has owned the store for over 15 years old and has few prospects for a sound exit
strategy.

2.2.1.2 Geographical Locations
We plan to target pharmacies that are
geographically clustered to improve
efficiency of management oversight,
geo-specific information and
operational activities. This will
increase opportunities for
HomeTown to gain economies of
scale. 1n addition, each geographical
cluster will correlate with a reputable
pharmacy school, which will be one
of HomeTown Pharmacy’s key

wa—— recruiting components. Another
advantage of the geographical clusters is that HomeTown Pharmacy will be able to provide relief
support to pharmacists at each store location by employing relief pharmacists that will travel
between several store locations. The purpose is to allow local pharmacists to enjoy time off, and
prevent occupational “burn out”.

HomeTown
Pharmacy




2.3 Industry Overview

The retail pharmacy industry is a $230 billion industry. In 2005 over 3.3 billion prescriptions
were filled by pharmacies. This number rises each year as the general population continues to
age. This industry 1s a highly fragmented industry made up of chains stores, supermarkets, mass
merchandisers, mail order pharmacies, and independent pharmacies. This industry 1s expected to
grow by 5% each year. This can be attributed to the increase of the population age, increases in
marketing by pharmaceutical compantes, and the introduction of new drugs to the market. (See
Appendix 11 - Retail Pharmacy Industry Forces)

e Power of Suppliers: Pharmacies purchase products from a limited number of suppliers.
Because the ability for pharmacists to backwards integrate is limited, supplier’s powers
are increased. Discounts can be achieved when products are purchased in large quantities.
Large chains are able to lower supplier power by purchasing in large quantities to satisfy
the numerous store location needs. However, independent pharmacies join buying
groups in order to achieve the same results.

® Power of Buyers: The end consumers of pharmaceuticals have little buyer power. They
have limited product knowledge and rely on the pharmacists to educate them on the
prescriptions being purchased. End users do not have the knowledge or capability to
create the products themselves and therefore must rely on the expertise of the pharmacies.
In large metropolitan areas switching costs are low due to the high number of competitors
in a small geographical location. In rural settings the opposite is found due to the small
number of competing pharmacies. Brand loyalty can be created through the development
of relationships between the pharmacists and the end user.

o Threat of New Entrants: The introduction of online pharmacies has increased the
number of competitors within the pharmacy industry. The U.S. government has begun to
regulate and restrict the sale of pharmaceuticals via the Internet forcing end consumers to
again rely on local pharmacies for their drug needs. The threat of new entrants in rural
areas is decreased because the market can support only a small number of competitors.

o Threat of Substitutes: There is very low threat of substitutes in the pharmacy industry.
Although there has been a small increase in all-natural remedies, the majority of end
users still rely on medications sold through pharmacies.

o Industry Rivalry: There 1s low rivalry between competing pharmacies due to the growth
of the industry each year. Concentration levels are still moderate in densely populated
areas and are low in rural areas. Barriers to exit are low due to industry growth and the
ability to sell inventory back to the suppliers.



2.3.1 Independent Pharmacies

Independent pharmacies make up 41% of all U.S. Pharmacy locations and dispense 42% of the
nation’s retail prescription drugs. The nation’s independent pharmacies, independent pharmacy
tranchises, and independent chains represent a $92 billion marketplace. There are approximately
24,500 independent pharmacies in contrast to all traditional U.S. retail drug store chains

(including Walgreen’s, CVS, Rite Aide,
etc.} have only 18.000 stores combined.
Independent pharmacies are qualified as ‘
being any that are privately held and not |
a part of the other designated groups.”

2.3.2 Chain Pharmacies

Chain Pharmacies represent roughly one | 6,776 (12%
third of the total retail pharmacies in the ‘ ’
United States. This segment of the
industry 1s controlled by three top players:
CVS, Walgreen’s, and Rite Aide. These
three competitors continue to expand
through new store development in large
metropolitan areas and through the
acquisitions of smaller chain pharmacies.

~
Total U.S. Pharmacies
8,891 (15%)
24,500 (41%)
18,498 (32%)
| "ilndependents W Tradinonal Chains B Mass Merchandisers O Snpermarkets J'J

2.3.3 Mail Order Pharmacies

Through the increased use of the Internet, the Mail Order Pharmacy industry has expanded.

They allow customers to place prescription orders and have them ship directly to the home.
These pharmacies have gained popularity and market share recently due to their ability to
compete within the industry by offering mexpensive, convenient prescription alternatives., Mail
Order Pharmacies have taken criticism for their inability to provide adequate pharmaceutical care
and medication counseling that is provided by the pharmacists that are available with the
traditional brick and mortar stores. For example, 83 percent of consumers prefer traditional
pharmacies over mail order pharmacies and almost half (46%) disagree that mail order
pharmacies are more convenient.” In addition, the U.S. government is reviewing the health risks
involved with Mail Order Pharmacies and legislation to regulate these online pharmacies is being
developed.”

3.0 MARKETING STRATEGY

3.1 Product Mix

Independent pharmacies rarely utilize the most profitable combination of goods. Customer
demands and preferences change over time and new medications are being introduced on a daily
basis. In the past, Independent stores did not have access to the same market research as chain

“West DS. 2006 NCPA-Pfizer Digest. National Community Pharmacist Association. Qctober 06.

* Fact Sheet: PBMs and Mail Order. National Community Pharmacist Association. July 06

® States respond to mail order pharmacies delivering and dispensing prescription drugs into their states. National
Alhance for Model State Drug Laws. Jan 4, 2005.



* Board of Advisors
While the Board of Advisor selection process has just begun, we have developed a matrix
that will evaluate each advisors experience, level of commitment to the project,
knowledge, network, and access to capital. This matrix will be used to select the best
from a promising pool of candidates.

As a unit, this team will meet the goals of stage one and serve as the core unit as the
company accomplishes the goals of phases two and three. J.J. will spearhead finance and
business development. Jason will oversee human resources, marketing, and information
technology. David will contribute technical and operational knowledge specific to the
industry. As the company grows. managers will be added.

5.7 Competitive Advantage

Our competitive advantage will be gained by combining the economic advantages of a chain
while preserving the character and reputation of friendly service of an Independent corner drug
store.

Through the acquisitions of existing pharmacies, HomeTown Pharmacy will gain economic
advantages that did not exist within the pharmacy before the acquisition. HomeTown Pharmacy
will be able to increase operational efficiencies within the day-to-day operations of each store.

HomeTown Pharmacy will add value to each store by utilizing various economies of scale. Each
store will retain a degree of individualism but benefit greatly from the information sharing and
negotiating power of being a part of a larger organization. Each store will benefit from
improvements in information technology. accounting, finance, billing, purchasing. marketing,
advertising, store lavout and atmosphere improvements, brand association (eventually), product
mix, product differentiation, new services, etc. HomeTown will also have relationships with
several Pharmacists in a given geographical area that can help each other cover shifts in the event
of 1llness, vacation or fatigue.

e  Marketing: A general marketing plan can be implemented across multiple stores located
in the same regional district. This will lower marketing cost to individual store locations
and help to build a consistent brand image.

e Purchasing: Although many Home Town Plhurmaey
independent pharmacies are Product Undat
members of a buying group, T vedical suppter..
increases in purchasing power will
be attained with multiple store
locations. Lower product cost will
allow for increased profit margins.

cuat L Yot TRes wa bs SRR .
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. thr Quarentes Stpples

* Research & Development: R&D b Moy i D e Sl T

expenses will be distributed across
all store locations. HomeTown
Pharmacy will be able to stay
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Appendix 9: Strategic Profit Model

Percent
N. SALES
100.0% Percent
100.0% GR. MAR.
..... > 25.0%
-CGS 27.1%
75.0%
72.9%
OTH. VAR.
EXPENSE
2.8%
-TOT EXP
16.7%
+ FIX EXP 20.5%
14.0%
INVENTORY FXD ASSETS
42.4% 14.8%
44.1% 10.4%
+A/REC + CUR ASS
16.7% S & 85.2%
17.4% 89.6%
+ OTH C/A
26.1%
28.1%

—

HomeTown Pharmacy

BEFORE TAX
OPR PROFIT

8.3%
6.0%

INSALES

100.0%
100.0%

N. SALES

476.6%

548.0%

[ TOT ASS
100.0%
100.0%

{ NET WRT

58.2%
66.8%

*

*  Multiplication
Division
+ Addition
- Subtraction
INDUSTRY DATA  ( Indenled)
4
BF TAX
NET PRF MRG
B.3% 2
6.0% BF TAX
ROR ASS
> 39.4%
32.9%
5
RT ASS T/Q
477
5.48
3
> LEV RATIO
1.72
1.50

BF TAX
ROR
NW

67.6%
49.2%
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Appendix 10: Example Pharmacies

Pharmacy Comparison Sheet

For Sale as of 2/15/2007

] Non-Rx
Sales / Year Est. Buying Price | (i Profit% | GProfit$ | Rx/Yr | Rx/Hr % of
Sales |

Avg community
pharmacy $3,167,705 | $719,069 22.1% | $700,063 | 71,212 | 228 8.5%
Top 25% $2.,600,000 | $590,200 | $670,800 | 61,980 [ 199 8.6%
Michigan-2 $1,900,000 | $431,300 10.0%
Wyoming- | $3,800,000 | $862,600 5 R $050,000 [ 60.000 | 192
Louisiana-1 $2.,300,000 | $522.100 23.0% | $529,000 5.0%
Colorado-1 $2.000,000 | $454,000
California-3 $1,750,000 | $397.250 24.0% | $420,000 | 28,000 { 90 8.0%
California-8 $2,440,000 | $553,880 23.0% | $561,200 136344 116 15.0%
Utah-1 $2.,000,000 | $454,000 $500,000 | 37,000 | 119 20.0%
Oregon-1 $2,600,000 | $590,200 21.0% | $546.000 | 40,000 | 128 10.0%
Oregon-2 $4,160,000 | $944.320 23.0% | $956,800 | 67.000 | 215 23.0%
Georgia-1 $1,930,000 | $438,110 [ EM $482 500 | 43,000 | 138 5.0%
Nebraska-3 $1,940.000 | $440,380 1 $523.800 | 38,000 | 122
Pennsylvania-2 $1,920,000 | $435.840 $403.200 | 38,000 | 122 10.0%
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Industrv Forces

Low Threat of New Entrants

Economy of Scale: High — Discounts on product when purchased in fugh volumes. The
economies of scales will grow with the increase in additional stores.

Capital Requirements: High - Large start-up cost to purchase exisling pharmacies,
property, inventory, goodwill, and hiring staff.

Costs advantages: Moderate - Profit margins, high volume
Switching Costs: High - Limited number of local competitors
Access to Distribution: High — Established customer base

Government and Leqal Barriers: Moderate — Some states limibng the number of chain
pharmacies. New laws regulating ihe dislribulion of prescriptions

Y

Low Industry Rival

High Supplier Power
Supstitutes: Low — Small number of suppliers

Supplier Concentration Low — Small number
of suppliers

Cost of Product: ??7?

Competition Between Buyers: Moderate -

Switching Costs: High — Most pharmacres are
members 1N a buyers group

Buvyer's information: High — Pharmacists are
highly trained and educated in pharmaceutical
field.

Buyers Ability to Backward Integrate: Low —
[hifcult to research, develop, and manufacture

L medicatians

Industry Grawth: High — Industry growing at #?% each
year.

Concentration: Moderale — High in large markels, low
in rural markets.

Product Differences. High - Vanety of prescriptions
and services that can be performed.

Brand Identity: Moderate — 4 companies control

roughly 30% of large markets, High brand identity within
a small market,

tnformational Complexity: High — Experienced
pharmacists and pharmaceutical software needed

Exit Barriers: Low - Easy 1o franchise or sell individual
stores.

Low Threat of Substitutes

Price Pefformance of Substitutes: | ower
prices from other sources (Chan Stores,
Cnline sites) with limited service and client
consultation

Switching Costs. High - Patients develop
relationship with local pharmacist.
Pharmacists knowledgably to palients
background.

Low Buyer Power

Cost of Product Relative to Total Cost: Low - Material costs are small
percentage of overall costs.

Product Differentiation: High — Many types of prescnplion medication.

Competition Between Buvers: Low -

Buyer’s Switching Costs: High — Buyers are typically member of buyers group.
Buyer’s Information: High — Pharmacists are highly trained and educated.

Buyer's Ability to Backward Integrate: Low — Difficull to research, develop, and
manufacture medications.

Concentration of Buyers: Moderate — High in large markets, low in rural markets.
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Appendix 12: Defining the Business

Defining the Business

BUSINESS DEFINITION

Hormetown Pharmacies is a medical service provider that partners local pharmacists in rural communities with
businesses professionals, working to increase company value and customer loyalty.

!

4

STAKEHOLDERS

STAKEHOLDER NEEDS

Product Market Stakeholders

-Sick individuals requiring medicalon

*Health conscious individuals
-Srnall communites in rural areas
-Pharmaceulical Suppliers
*Medical Suppliers
“Walkers
*Crutches
“Wound Care
“Diabetes Supplies
«Diagnostic Preducts
*Skin Care

*Aids to Daily Living

Capital Market Stakeholders

sInvestors

Banks
*Pharmacists

«Franchisee

Oraanizational Stakeholders

+Executives
Employees

Franchisees

Product Market Stakeholders Needs
-Sick/Healthy Indrviduals

*Easy access to products
*Greal customer service
*Reliable infor mation
*Cost savings
«Small communities
*Healthuer Iife styles
-High paying jobs
+Pharmaceutical/Medical Suppliers
“increased sales

“Increase Producl Awareness

Capital Market Stakeholders Needs

+Relurn on Investment

“Increased Profit Margins

-Satisfy Locans

Oraganizational Stakeholders Needs

~Job Security -Conlractors (Janitorial,
Mainienance, Quality
Pleasant Work Control, Instillat.on, etc )
£nvironment

-Benefits Providers
(msurance, rebrement,
elc.)

-Consultants / Advisors

'RESOURCES

Tangible Resources
Techmical

=Highly trained and educated
pharmacists and technicians

-Financial
sInvestment Capital
sInventory

*Pharmacy/store equipment & supplies

Intangible Resources
-Pharmaceutical Soflware

*Established Customer Base
“Website

*Product / Industry knowledge
-Business Model

Buyers Alliances

“Coeniracts

CAPABILITIES

*See Value Chain




