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Executive Summary  

For more than five years, Rite Aid Corporation has failed to produce positive earnings in the highly 

competitive retail pharmacy industry.  This sustained underperformance is the result of financial 

mismanagement, inefficient operations, and poor strategic choices.  Rite Aid has been unable to 

grow revenues, realize synergies from its many acquisitions, or control overhead.  Additionally, it is 

burdened by an over-leveraged capital structure and an upside down balance sheet, which are the 

result of large and unsuccessful acquisitions.  Despite ongoing turnaround efforts, Rite Aid is 

approaching the zone of insolvency.1  The company’s cash flows are insufficient to cover ongoing 

capital expenditures, pay preferred dividends, or repay principal.  Additionally, Rite Aid has several 

large debt maturities looming in the near future. 

When Rite Aid’s performance is benchmarked against industry peers, a clear “Performance Gap” 

emerges.
2
  Rite Aid’s five-year compound annual growth rate (CAGR) of revenue is a paltry 0.9%, 

whereas its principal competitors have growth averaging over 6.0%.  Until this last fiscal year, Rite 

Aid has been unable to deliver positive earnings per share (EPS) to its shareholders.  It has further 

destroyed shareholder value through the dilutive effects of an aggressive acquisition strategy.  An 

analysis of key performance metrics, especially profitability measures, shows that Rite Aid’s “going-

rate trajectory,” deviates sharply from the “desired trajectory” of its shareholders.  The resulting 

Performance Gap is derived from management’s inability to adequately address key strategic issues 

and to functionally improve lagging operational deficits.
3
  Even more concerning is that Rite Aid’s 

board of directors has shown no sign of challenging managements’ decisions or intervening on 

shareholders’ behalf to serve as a catalyst for meaningful change. 

                                                             

1 Clement, Zack and Travis Torrence.  “Directors’ Duties In and Around the Zone of Insolvency.”  Turnaround 
Management Association.  23 April 2010.  Web. 
2 Gray, H. and D. Bibeault. “Verto Partners’ Viability Assessment and Turnaround Plan” N.D. 
3 Ibid. 
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Despite these shortcomings, Rite Aid is more valuable as a going concern than in liquidation.  It 

maintains some market share stability and has the ability to generate marginal cash flows despite 

operating inefficiently.  Given the duration of underperformance, both executive management and 

the board of directors have seemingly failed to alter the going rate trajectory of the company.  Rite 

Aid must renew and accelerate its turnaround effort through a prepackaged bankruptcy.   

The proposed prepackaged bankruptcy and reorganization plan has three objectives: de-lever and 

rationalize Rite Aid’s balance sheet; optimize value chain operations and revamp retail operations 

to better meet customer needs; and develop a strategy to take advantage of emerging opportunities 

in the healthcare system.  This reorganization plan includes the following actions: 

Financial Restructuring 

 Debt for equity exchange  Raise liquidity through 
sale-leaseback transactions 
and 363 sales of real estate 

 Restructure long-term 
operating leases

Operational Turnaround 

 Install new leadership 
 Alter executive 

compensation plan 

 Reorganize management 
reporting structure 

 Upgrade enterprise 
resource planning systems 

 Alter store employee 
compensation plan 

 Streamline inventory 
management and 
distribution operations 

Strategic Repositioning

 Re-segment stores based 
on customer demographics 

 Develop in-store healthcare 
service offerings 

 Test prototypes of 
enhanced service offerings 

 Identify potential strategic 
partnerships to vertically 
integrate 

 
In brief, this paper proceeds to analyze Rite Aid’s industry, operating environment, and 

competitors.  Next, the paper examines Rite Aid’s performance across financial, operational and 

strategic dimensions.  Using these three dimensions, the work concludes by detailing the 

components of our proposed turnaround effort.
4

                                                             

4 Shein, James.  Reversing the Slide.  San Francisco:  Josey-Bass, 2011.  Print. 
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Industry and Market Analysis 

Rite Aid has historically competed within the retail drugstore industry, which included a limited 

number of competitors.  However, in recent years the narrow channels that separated the retail 

drugstore industry from other retailers have begun to blur.  As a result, this industry analysis looks 

at Rite Aid primarily in relation to other retail drugstores as well as in relation to general retailers. 

Overview and History 

The US retail drugstore industry includes approximately 42,000 locations operated by competitors 

ranging from single location retailers to national chains.  Large chain stores dominate the industry, 

as the 50 largest companies account for more than 70.0% of the $230.0 billion in total revenue.  

Competitors within this industry sell two main classifications of products: prescription drugs 

through an onsite pharmacy and general retail products within the remainder of the store.5  The 

retail products being sold typically include items such as over-the-counter (OTC) medications, 

beauty products, household items, and convenience foods.   

Drugstores’ recent business model has been to draw customers into stores with prescription drugs 

and then sell front-end retail products to customers as they wait for prescriptions to be filled.  

Prescription drug sales have typically accounted for approximately 70.0% of revenues, and front-

end sales have been the remaining 30.0%.  While prescription sales comprise the bulk of revenues, 

they also have much lower margins than front-end sales.  As a result many companies are more 

focused on front-end sales to improve profitability.  However, as retail channels blur, big-box and 

grocery retailers have introduced their own in-store pharmacies which are encroaching on retail 

pharmacies’ traditional space.  As the industry reaches maturity, and as pressure increases from 

                                                             

5  First Research, Inc.  Drug Store Industry Profile.  18 February 2013.  Web. 
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other channels, pharmacy retailers have been increasingly forced to differentiate on convenience 

and service.  The increased competition within the industry is forcing many smaller retailers out of 

business.  Retail stores have created loyalty programs specifically designed to retain individual 

consumers.  Internet and mail order pharmacies have differentiated on price and operate with 

lower overhead, further deteriorating margins for traditional drugstores.  In order to successfully 

compete, drugstores are consolidating to take advantage of economies of scale and are being forced 

to find new ways to differentiate themselves.  For additional detail on increased competition in the 

industry, please see Appendix A. 

Industry demand is driven by an aging population that requires higher levels of healthcare 

maintenance and spending.  Consumer drug spending is expected to increase 6.0% annually over 

the next five years due to increased life expectancies and the aging baby boomer generation.6  

Market data shows that consumers over the age of 65 account for 30.0% of pharmacy sales, and 

consumers over the age of 45 account for 70.0%.  Branded and generic pharmaceuticals are 

undoubtedly the industry’s value driver and primarily responsible for driving front-end sales, but 

health and beauty products also play a major role in driving retail sales.  Because of this, females 

make up 80.0% of the industry’s consumer base.7  Although today’s consumer base is relatively 

concentrated, increasing rates of obesity and diabetes have led to a greater incidence of chronic 

health conditions that require regular drug therapy.  The generations that follow the baby boomers 

will likely have shorter life-spans and require more healthcare treatments earlier in life, which 

represents a potential longer-term trend.8 

  

                                                             

6 First Research, Inc.  Drug Store Industry Profile.  18 February 2013.  Web. 
7 Son, Anna.  “World Industry Report:  Pharmacies & Drug Stores in the US.”  IBIS World.  May 2013.  Web. 
8 Donaldson, Michael.  “The Decline in American Health.”  Health News Magazine.  12 February 2013.  Web. 
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Industry Analysis 

Porter’s Five Forces Model evaluates a company’s strategic position within the industry while 

assuming that the company is subject to and must react to tremendous outside forces.  It does this 

by analyzing the bargaining power of suppliers, bargaining power of customers, the threat of 

substitute products, threat of new entrants, and the competitive intensity within the industry.  This 

is summarized in Figure 1.  The retail pharmacy market is increasingly subject to outside forces 

such as government regulation, growing third party payers, and increasing competition. 

Figure 1:  Porter’s Five Forces Analysis for the Drug Store Retail Industry 

 

 

Supplier Bargaining Power 

• Influential brand name 

prescription suppliers 

• High switching costs due to 

entrenched supply chains 

• Commoditized generic drugs 

• Commoditized retail 

products 

Threat of Substitutes 

• Few adequate substitutes to 

prescription drugs exist 

• Blurring of retail channels 

and commoditization of 

consumable goods means 

front-end competition is 

intense and persistent 

Industry Competitiveness 

• Rivalries are high 

• National chains are 

expanding rapidly and 

enhancing stores 

• Declining margins mean 

forced expansion into 

alternate products / services 

Customer Bargaining Power 

• Large third party payers 

facilitate cheaper 

prescription prices through 

negotiation 

• Front-end and retail 

customers have low influence 

Threat of New Entrants 

• Geography and real estate 

access are primary barriers 

for smaller companies 

• Large, mass retailers 

overcome barriers by placing 

pharmacies inside stores 
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This industry is extremely competitive and mature.  While there is a low threat of substitute 

products for prescription drugs, rivalry among existing drugstore competitors is extremely high, 

and increasing.  Neither the suppliers nor the customers have a significant advantage in bargaining 

power.  However, with the impending implementation of the Patient Protection and Affordable Care 

Act (PPACA), governmental influence will increase in the near-term.  For additional detail on 

Porter’s Five Forces Analysis, please see Appendix A. 

Competitors  

The retail drugstore industry includes countless competitors, but three companies (Rite Aid, CVS, 

and Walgreens) account for nearly 40.0% of prescription drug sales in the US.9  Their dominance 

has come about through decades of acquisitions and successful strategy implementation.  For the 

purposes of this report, CVS and Walgreens will serve as the primary benchmarks for Rite Aid. 

CVS is the largest competitor (over $123.0 billion in fiscal year 2012) by revenue.  CVS formally 

divides its business into two divisions: Pharmacy Services and Retail Pharmacy.  Pharmacy Services 

is unique to CVS as it serves as a pharmacy benefits manager (PBM).  It provides these services 

through its subsidiary, Caremark.  This provides revenue diversification for the company.  The CVS 

Retail Pharmacy division operates over 7,400 stores in 42 states.  Much of that growth has come 

from acquisitions, with over 500 stores acquired in the last five years.  Its stated strategy is to be 

the easiest pharmacy retailer for customers to use by offering convenient locations, extended hours, 

drive through prescriptions, and a wide assortment of products and services at affordable prices.  

Unlike CVS, Walgreens does not have a PBM division and thus generates all of its sales from retail 

stores.  This makes Walgreens the largest retail pharmacy in the industry.  Walgreens is the 

                                                             

9 Redman, Russell.  “The Top 10 Chain Drug Retailers.”  Chain Drug Review.  25 April 2012.  Web. 
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industry leader in the total number of retail locations with 8,300 stores in all 50 states, and boasts 

that 75.0% of the US population lives within five miles of a Walgreens store.  Similar to CVS, 

Walgreens’ retail strategy revolves around convenience by providing customers with convenient, 

multichannel access to prescription drugs, consumer goods, and services.10  

In addition to CVS, Walgreens, and Rite Aid, there are a handful of smaller, regionally-based 

retailers.  These smaller retailers lack economies of scale.  Many convenience features offered by 

large national chains, such as in-store clinics and convenient locations, are beyond the capabilities 

of the smaller companies.  Industry consolidation is slowly leading to fewer small players as the 

national chains acquire them to increase their presence. 

Patient Protection and Affordable Care Act (PPACA) Impacts 

Prescription drug transactions are tied to reimbursement payments from a variety of payers, such 

as managed care organizations or the government.11  In the system’s current condition, the financial 

flows to retail pharmacies typically come from PBMs.  These flows are based on the design of 

contractual interrelationships in the industry, but may be summarized into five broad groups:12 

 Benefit Payers and PBMs 

 PBMs and Retail Pharmacies 

 Retail Pharmacies and Drug Wholesalers 

 Drug Wholesalers and Drug Manufacturers 

 Drug Manufacturers and PBMs. 

For an additional diagram detailing the relationship model, please see Appendix B. 

                                                             

10 Walgreen Company.  (2012).  10-K Annual Report 2012. 
11 Rite Aid Corporation.  (2012).  10-K Annual Report 2012.  
12 Fein, Adam J.  “2012-13 Economic Report on Retail, Mail and Specialty Pharmacies.”  Pembroke Consulting 
and Drug Channels Institute.  January 2013.  Web. 
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Until 2010, the Medicare Prescription Drug, Improvement, and Modernization Act (MMA) governed 

how the majority of drug reimbursements functioned by regulating the contractual process and 

setting the reimbursement schedule.  One notable feature of the MMA was the coverage gap, which 

restricted reimbursements for certain patients.  The PPACA revised several provisions of the MMA 

and reduced the coverage gap.  The PPACA also broadened the range of covered and reimbursable 

prescription drugs and established sunset provisions on subsidies for other types of prescription 

drugs.13   

The PPACA’s impact on the industry is still yet to be fully comprehended because many provisions 

of the law are still being written, revised, and enacted.  Broadly speaking, older patients tend to 

require more prescription drugs for treatments.  Demographically, the number of older, Medicare 

eligible, and dual eligible (Medicare and Medicaid) patients will grow dramatically in the coming 

years.  This result means that more patients will require prescription drugs from retail pharmacies.  

Implementation of the PPACA will lead to a greater portion of drug sales tied to government 

reimbursement instead of private payer reimbursement.  Retailers must adapt to the law’s 

implementation and react deftly to policy changes or they may witness further profit erosion. 

According to an assessment by the Employee Benefit Research Institute, under the PPACA, patients 

with extensive prescription drug use and patients with lower incomes will spend less money on 

drugs because of greater reimbursements.  Patients with nominal prescription utilization will 

realize little change in their policies.14  The bottom line is that the PPACA will likely allow customers 

to have marginally higher levels of disposable income than in a non-PPACA environment, 

                                                             

13 Fronstin, Paul, et al.  “The Impact of Repealing PPACA on Savings Needed for Health Expenses for Persons 
Eligible for Medicare.”  Employee Benefit Research Institute Notes.  August 2011.  Vol 32, No 8.  Web.  
14 Ibid. 
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depending on customers’ income levels.  Pharmacy retailers may be able capture some of this 

increased disposable income.  

The Future of the Industry 

Rapid changes affecting the drugstore industry make it difficult to predict what the future 

holds.   However, two major trends are expected to emerge in the coming years.  The first is the 

rapid growth of generic drug sales, which is expected to double by the year 2023.  Part of this trend 

will be attributable to the soaring prices of prescription drugs.  As prescription drug prices soar, 

buyers will look to more affordable alternatives for drug therapies.  Concurrently, the rate of 

branded drug patent expirations is increasing.  As these patents expire, these drugs will become 

available in generic and OTC form.  This trend will contribute to further erosion of revenue, but may 

be offset by the higher margins garnered by generic drug sales.15 

To mitigate the likely decline in revenue, drugstores are expected to offer expanded menus of 

higher margin services to customers.  One such service will be in-store health clinics with services 

such as wellness checks, minor injury treatment, and immunizations.  Larger drugstore chains are 

already introducing these clinics with much success.  A future extension of these clinics that could 

gain traction is a specialty pharmacy that offers high cost biologic, infusible, injectable, and cancer 

drugs requiring non-invasive, enhanced care such as home visits.  The margins on these services 

could be extremely high given the specialization required to administer them.  Finally, drugstores 

are expected to continue partnering with PBM companies, an example of which is CVS’ acquisition 

of Caremark.  By integrating vertically, companies will be able to capture more profit along the 

value chain. 

                                                             

15 First Research, Inc.  Drug Store Industry Profile.  18 February 2013.  Web. 
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Company Profile 

Founded in 1962 by Alex Grass and incorporated in 1968, Rite Aid Corporation has grown into the 

third largest retail drugstore chain in the United States based on both revenue and number of 

stores.  The company operates 4,623 drugstores in 31 states.  These stores are primarily located on 

the East and West Coasts with sporadic locations scattered across the Midwest and Gulf Coast.  The 

average size of each Rite Aid store is 12,600 square feet, with larger store sizes in the Western 

United States than in the Eastern United States. 

The company’s sales are divided into two main categories: prescription drug sales and front-end 

retail sales.  Currently, Rite Aid’s strategy for competing in the highly competitive retail drugstore 

industry is to distinguish its stores through its wellness+ loyalty program and private brands and its 

strategic alliance with GNC, a vitamin and supplement retailer.  Rite Aid believes it will be able to 

grow same store sales over time through these initiatives. 

Historically, Rite Aid has expanded its geographic footprint and fueled revenue growth through 

acquisitions.  Like its competitors, Rite Aid has purchased independent pharmacies, smaller 

pharmacy chains (under 100 stores), and well-known regional pharmacy chains such as Gray Drug 

(over 2,000 stores) and Thrifty PayLess (over 1,000 stores).  Rite Aid halted acquisitions during its 

accounting scandal in 1999.  The scandal forced the company to restate three years of earnings, 

slashing total earnings by $1.6 billion.16  It also resulted in the departure and incarceration of 

several of Rite Aid’s top executives, including its CEO, the founder’s son Martin Grass. 

In 2007, Rite Aid acquired Brooks Eckerd (over 2,800 stores) for $2.3 billion in cash plus additional 

stock.  The company used debt to pay the entire $2.3 billion cash portion, significantly increasing 

                                                             

16 Maremont, Mark.  “Rite Aid Ex-CEO Sentenced to Eight Years for Accounting Fraud.”  The Wall Street 
Journal.  28 May 2004.  Web. 



Restructuring Rite Aid Corporation 

 11 

the company’s leverage and leaving it with overlapping stores and increased interest payments.  

Rite Aid was unable to realize synergies through this deal and remains highly leveraged as a result 

of the transaction.  Same store sales growth and margins have suffered due to increased 

competition from big-box retailers, growing prevalence of generic drugs, an economic downturn, 

and inability to perform as efficiently as industry peers.  Although Rite Aid has sufficient cash flows 

to service its debt, the inability to improve operations and excessive debt burden have resulted in 

twenty-one consecutive quarters of negative earnings.  Shareholders have lost $2.9 billion in value 

since the Brooks Eckerd deal was finalized and $10.9 billion in value since the accounting scandal.  

The company’s current condition is due solely to management’s inability to provide the proper 

leadership, strategy, and execution.  Please see Appendix C for Rite Aid’s common stock history. 

SWOT Analysis 

Compared to CVS, Walgreens, and other smaller competitors, Rite Aid has a unique set of strengths 

and weaknesses.  By capitalizing on its own strengths and seizing opportunities presented within 

the industry, Rite Aid can greatly improve its likelihood of a turnaround.  The company’s key 

strength is its brand recognition and relatively large number of stores.  It has geographic 

concentrations on both coasts and can leverage economies of scale in its value chain.  Despite Rite 

Aid’s reach it has noticeably low customer satisfaction and a limited offering of in-store services.  

Additionally, the company is over-leveraged and will likely struggle to raise more capital to fund 

future growth.  Current demographic trends will lead to 40 million new Medicare and Medicaid 

enrollees over the next thirty years.17  This trend, coupled with the impact of PPACA, provides 

tremendous growth opportunities for Rite Aid in the form of new prescription customers.  The 

greatest threat to Rite Aid is competition from big box and grocery retailers.  

                                                             

17  Congressional Budget Office.  “The Long-Term Budge Outlook:  The Long-Term Outlook for Medicare, 
Medicaid, and Total Health Care Spending.”  CBO.gov.  June 2009.  Web. 
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Figure 2:  SWOT Analysis  

 

Management Structure & Board of Directors Background 

Rite Aid employs a hierarchical structure in which functional group heads report to the Chief 

Executive Officer, John Standley.  See Appendix D for complete organization chart.  Theoretically, 

this structure is one of the simplest and most efficient organizational structures by providing well-

defined channels of communication, authority, and responsibility while minimizing redundancies.  

This appears to be the industry norm as most of Rite Aid’s competitors also employ this structure.  

However, there are drawbacks; it leads to lack of teamwork and creates an environment of top-

down decision-making.  In addition, the CEO can be overwhelmed with direct reports, which is the 

case with John Standley, who has thirteen direct reports.  Many key members of Rite Aid’s executive 

team previously came from Pathmark and have been with Rite Aid for several years.  This shared 

background and long duration has likely led to an insular leadership environment.  Moreover, the 

board of directors consists of several individuals who are listed as independent but have strong 

connections to the company.  The board has shown little willingness to challenge management and 
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•  Brand name recognition 
•  Large geographic footprint 
•  Large national market share 
•  Wide range of product offerings 
•  Growing private brand portfolio 
 

Weaknesses 

•  Low margins 
•  Consistent net losses 
•  High debt 
•  Low customer satisfaction 
•  Poor asset management 
•  Lack of diversity in name brand 
prescription drug supply chain 
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•  Partnerships with PBMs 
•  Expansion into online prescriptions 
•  Growing baby boomer population 
•  Growth of higher margin services 
•  Further development of customer 
loyalty program 

Threats 

•  Increased competition from non-
traditional rivals 

•  Continued industry consolidation 
•  Increased government regulation 
•  Increasing power of third party payers 
•  Decline in name brand prescription drug 
sales will hinder future sales growth 
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appears to rubber stamp management requests.  For more detail on executive management and the 

board of directors please see Appendix E.    

Shareholder Profile 

Rite Aid’s shareholder profile consists of both institutional and public shareholders.  Currently, 

institutional investors hold 49.0% of the company’s outstanding shares, which is low compared to 

CVS and Walgreens.  Institutional investors hold 86.7% of CVS and 63.9% of Walgreens stock.18  

Since institutional investors are more sophisticated, the lack of these investors implies that 

institutional holders are not optimistic about Rite Aid’s stock.  The Jean Coutu Group is Rite Aid’s 

largest shareholder, owning 11.7% of all outstanding shares.  For list of major shareholders please 

see Appendix F. 

Recent trends indicate that investors in Rite Aid are becoming more speculative.  As Jean Coutu has 

reduced its position from 32.0% to 11.7% through small, periodic selling, no other institutional 

investors have stepped in to buy these large blocks of stock, implying that they do not see long-term 

value in the stock.19  Instead speculative investors, such as individual investors and hedge funds, are 

filling this void (Figure 3). 

  

                                                             

18 S&P Capital IQ.  2013.  Web. 
19 Ibid 
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Figure 3:  Rite Aid Corporation Public Ownership Summary Shareholder Profile 2004-2013 

 

Creditor Profile 

Much of Rite Aid’s debt is held in concentrated blocks.  Half of Rite Aid’s secured debt is held by 

commercial banks, which are first priority creditors.20   Wells Fargo and Citicorp hold Rite Aid’s two 

term loans and a sixteen-bank syndicate, led by Wells Fargo, provides liquidity through a $1.8 

billion revolving credit facility.  The other half of Rite Aid’s secured debt is in the form of notes.  

Nearly 37.0% of Rite Aid’s debt is unsecured and issued through publically traded notes.21  UBS 

Strategy Fund Management, Franklin Advisors, Lord Abbett & Company, T. Rowe Price Associates, 

                                                             

20 Rite Aid Corporation.  (2013).  8-K Report, February 2013. 
21 S&P Capital IQ. 2013.  Web. 
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and Zazove Associates are the largest holders of Rite Aid’s unsecured debt.22  There are not any 

activist investors with large positions in Rite Aid debt at this time. 

 Although Rite Aid’s profitability is significantly hampered by high debt levels, the company was 

recently successful in refinancing its term debt.23  Given the steady nature of its cash flows, Rite Aid 

will likely continue to meet required payments to bank lenders and bond holders.  However, an 

increased reliance on its revolving credit facility will jeopardize existing covenants with the banks.  

Given Rite Aid’s lack of financial flexibility and large maturities in 2017, 2018, and 2020, the banks 

present the greatest creditor risk to Rite Aid due to the threat of technical default in the future.  For 

a list of major debt holders please see Appendix G. 

Business Model 

From their mission statements it is evident that CVS and Walgreens are positioning themselves as 

innovators in the industry.  CVS wants to be an innovator in pharmacy and health care, while 

Walgreens is responding to the blurring of retail channels and wants to be the trusted convenient 

multi-service provider of choice.  Meanwhile, Rite Aid maintains focus on legacy retail pharmacy 

operations. 

  

                                                             

22 Bloomberg.  2013.  Web. 
23 Rite Aid Corporation.  (2013).  8-K Report, February 2013. 
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Table 1:  Mission Statements of Rite Aid, CVS, and Walgreens 

Rite Aid 

“To improve the health and wellness of our communities through engaging 

experiences that provide our customers with the best products, services and 

advice to meet their unique needs”24 

CVS 
“We provide expert care and innovative solutions in pharmacy and health 

care that are effective and easy for our customers”25 

Walgreens 

“To be the most trusted, convenient multichannel provider and advisor of 

innovative pharmacy, health and wellness solutions, and consumer goods and 

services in communities across America.  A destination where health and 

happiness come together to help people get well, stay well and live well”26 

 

The mission statements should directly relate to each company’s customer value proposition, which 

should drive the company’s competitive advantage.  Companies should create superior customer 

value with products or services that are difficult for competitors to imitate or substitutes for 

customers to purchase (VRIO Model).  Organizations should be structured to support the delivery of 

the customer value proposition (Table 2).27 

 
Table 2:  Customer Value Propositions of Rite Aid, CVS, and Walgreens 

Rite Aid Provide prescriptions, front-end products, health advice and services 

CVS 
Provide an innovative pharmacy environment where customers obtain 
prescriptions, front-end products, advice, and medical services 

Walgreens 
Provide an innovative pharmacy environment where customers obtain 
prescriptions, front-end products, advice, and medical services 

                                                             

24 Rite Aid Corporation Website.  2013.  Web. 
25 CVS Caremark Corporation Website.  2013.  Web. 
26 Walgreen Company Website.  2013.  Web. 
27 Peng, Mike.  Global Business.  Mason: Cengage Learning, 2013.  Print. 
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Customer Demographics 

As a result of the initiatives of CVS and Walgreens, Rite Aid finds itself competing for customers at a 

lower median family income level.  This is critical, because disposable income is a key driver to 

customer expenditures in front-end goods.  Front-end products are typically priced 10.0% higher 

than grocery stores and 30.0% higher than supercenters.28  In all of Rite Aid’s five regions, the 

company’s customers have the lowest median family income (Figure 4). 

Figure 4:  Median Family Income Level by Rite Aid Regions ($ Actuals) 

 

For additional detail on median family income level please see Appendix H. 

In the New York (Metro) region there are signs that CVS and Walgreens are segmenting their stores 

into two different types.  There are sets of stores at a family median income level of $60,000 and 

another set of stores closer to $100,000 (Figure 5).  While there are signs of a move to a similar 

bimodal distribution in the Mid-Atlantic region for CVS, the remaining regions have single modal 

distribution.  This analysis indicates that Rite Aid is not effectively segmenting its stores to the same 

                                                             

28 Son, Anna.  “World Industry Report:  Pharmacies & Drug Stores in the US.”  IBIS World.  May 2013.  Web. 
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degree as its competitors.  For additional detail on store distribution by family income level please 

see Appendix I. 

Figure 5:  New York (Metro) Store Distribution by Family Median Income Level ($ Actuals) 

 

Executive Compensation 

Rite Aid’s proxy disclosure indicates that there is a very wide gap between the revenue of 

companies it lists in its peer group.  The median company revenue is $53.0 billion with a standard 

deviation of $41.1 billion (Table 3). 

Table 3:  Summary of Peer Groups 

 Company 
Revenue 

Average 
Revenue 

Median 
Revenue 

Standard 
Deviation 

Rite Aid $26.1 $55.6 $53.0 $41.1 

CVS $123.1 $85.8 $86.7 $26.4 
Walgreens $71.6 $66.7 $65.9 $31.5 

 

Generally accepted compensation practice uses linear regression based on revenue to determine 
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peer group companies.  These two factors generally will lead to higher than average compensation 

packages.  For additional detail on the listed peer group of competitors please see Appendix J. 

From data obtained from the latest company 

proxies, Rite Aid’s CEO compensation is in line with 

Walgreens and behind CVS (Figure 6).  As a 

percentage of compensation, Rite Aid provides 

more cash incentives than CVS or Walgreens.  

However, Rite Aid has neither the size of Walgreens 

nor the complexity of CVS.  Moreover, its revenues 

are a fraction of the two competitors.   

Rite Aid uses EBITDA as the lone metric to determine executive performance, whereas most of its 

competitors use free cash flow or EPS to determine executive performance and use different 

metrics to reward short-term goals versus long-term 

goals.   Rite Aid has been unwilling to use EPS because of 

its history of negative earnings.  By using only EBITDA, 

Rite Aid is not incentivizing for both short-term and long-

term goals.  However, if the total compensation package 

is compared to EBITDA, Rite Aid is not properly 

benchmarking its officers’ compensation.  For every 

dollar of EBITDA more than two cents is paid as 

compensation to Rite Aid’s top five officers (Figure 7).29 

                                                             

29 Rite Aid Corporation.  (2012).  Proxy Statement.  2012; CVS Caremark Corporation.  (2012).  Proxy 
Statement.  2012; Walgreen Company.  (2012).  Proxy Statement.  2012. 
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Rite Aid’s executive compensation indicates that the board of directors may be unwilling to 

challenge management on the company’s strategic functions.  With the anemic returns on Rite Aid’s 

stock, the board should be questioning whether EBITDA drives the right behavior and creates the 

right behavioral controls to drive shareholder value.  

Operational Analysis 

Building on Michael Porter’s work, this analysis examines selected activities within Rite Aid’s value 

chain that directly or indirectly impact value creation for Rite Aid customers and shareholders 

(Figure 8).  For a detailed value chain analysis and assessment please see Appendix K. 

Figure 8: Value Chain Analysis Summary 
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Rite Aid’s primary value chain activities are characterized by a lack of synchronization with each 

other.  This is attributable to poor information flow and operational imbalances.  For example, at 

one end of the value chain spectrum, Rite Aid twelve primary distribution centers (DC), eleven of 

which are owned.  The company also uses six leased satellite DCs, despite the fact that its leaders 

considered closing the satellite venues as early as 2009.  Rite Aid notes these satellite facilities are 

maintained to handle excess inventory and seasonal fluctuations.30  At the customer-facing end of 

the value chain, Rite Aid objectively fails to attract and gain customers because its operational 

inefficiencies manifest as a notable out-of-stock problem.  A 2012 study by the CtW Investment 

Group visited a sample of over 200 Rite Aid stores in the Northeast 1,100 times.  The study found 

“70.0% of all stores had at least one advertised item missing four out of five times and 86.0% had 

something missing three out of five times surveyed.”31  Qualitatively, Rite Aid’s supply chain 

problems, and the subsequent retail level issues they create, results in Rite Aid lagging far behind 

its peers. 

The contribution of Rite Aid’s value chain support activities, in terms of coordination, structure and 

logistical capability, is also lacking.  Based on available information, Rite Aid’s procurement 

activities are likely on par with industry peers.  However, in terms of human resources, 

administration and information technology (IT) infrastructure, the value chain support activities 

ineffectively create operational synergies for Rite Aid.  Rite Aid’s compensation system is out of line 

with industry peers and creates an insular executive caste that is measured by indicators that do 

not create value for shareholders.  This executive-level climate is evident in the top heavy and 

redundant executive reporting structure.  For example, Rite Aid has thirteen VPs directly reporting 

to the CEO (Appendix D).  Rite Aid’s current data management technologies exist in silos and are 

                                                             

30 Schroeder, Matthew, Rite Aid Group VP – Strategy, Investor Relations & Treasurer.  25 April 2013. 
31 CtW Investment Group.  “Not As Advertised: Out-of-Stock Sale Items and Rite Aid’s Bid for Customer 
Loyalty.”  Rite Aid Disclosure Watch Initiative.  March 2012.  Web. 
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poorly integrated with one another – if at all.32  The status quo of its IT infrastructure means Rite 

Aid is missing the opportunity to capture precise customer data and use analytics to create accurate 

supply and demand data to improve its forecasting.  On these fronts, it must be noted that Rite Aid’s 

value chain support activities are significantly inefficient when compared to competitors. 

From the top of the company's hierarchy downward, structural problems are evident through 

overlapping functions among executive leaders and unfocused leadership.  An insular and over-

compensated leadership team has failed to adequately emphasize and address Rite Aid's 

Performance Gap.  After examining Rite Aid's value chain from end-to-end, insufficient coordination 

between activities and inefficient use of resources emerge as common problems.  Its information 

systems architecture does not support forecasting, replenishment, or advertising efforts.  This has 

resulted in operating metrics that are out of line with industry benchmarks.  At the tactical level this 

results in bloated inventory levels comprised of SKUs that Rite Aid cannot sell, and a simultaneous 

out-of-stock problem on high demand, high turnover items. 

In early 2009 Rite Aid executives launched an operational turnaround.  According to an investor 

presentation at the time, the principal tenets of this turnaround plan included better store 

segmentation, improved pharmacy services, improved marketing and consumer positioning, and 

cost reductions.  At the time, Rite Aid leadership noted that they expected “minimal capital 

investment” would be required to execute the business improvements.33  Rite Aid’s ongoing 

operational turnaround has yielded little result for shareholders or customers.   

  

                                                             

32 CtW Investment Group.  “Not As Advertised: Out-of-Stock Sale Items and Rite Aid’s Bid for Customer 
Loyalty.”  Rite Aid Disclosure Watch Initiative.  March 2012.  Web. 
33 Rite Aid Corporation.  “Unlocking the Value of Rite Aid.”  Investor Presentation.  12 January 2009.  Web. 
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Financial Analysis 

Rite Aid has historically grown through acquisitions but has been unable to realize the full potential 

of these acquisitions.  Moreover, its most recent acquisition of Brooks Eckerd Pharmacy 

significantly increased the company’s leverage.  At end of its most recent fiscal year, Rite Aid had 

$6.0 billion of debt on its balance sheet.  Of that amount, $1.6 billion consisted of term debt, $3.7 

billion consisted of notes and capital leases and the remaining $665 million represented the draw 

down balance on the revolving line of credit (revolver).34  In order to manage this debt burden, Rite 

Aid has been in the process of renegotiating and refinancing several of it shorter-term notes to new 

structures with future maturity dates.  Since these new creditors are unsecured, they are unlikely to 

approve asset dispositions to benefit other debt holders. 

This segment of debt also has higher interest rates, making future debt issuances potentially cost 

prohibitive.  Management is concerned that a significant rise in interest rates will apply immense 

financial pressure.  However, when maintaining a static debt level, additional analysis indicates that 

interest rate risk is low.  Ultimately, the fundamental problem of principal pay down remains.  

While management believes it has adequate resources and cash flows to meet obligations through 

2013 and most of 2014, the upcoming principal payment schedule will force Rite Aid to either draw 

on its revolver or continue to renegotiate the terms (Figure 9).  For a detailed interest rate risk 

assessment please see Appendix L. 

  

                                                             

34 S&P Capital IQ.  2012.  Web. 
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Figure 9: Debt Schedule 

 

The Altman Z-score is a useful tool for predicting bankruptcy.  Currently, Rite Aid has a Z-score of 

2.75, which is classified as within the statistical “Gray Area” in which the future health of the 

company is unknown.  Although it is difficult to predict Rite Aid’s future with a Z-score in this range, 

the overall trend has experienced significant improvement since 2009.  The main driver behind the 

improvement is the sales to total assets ratio, which is unsurprising since sales have remained 

relatively stable while total assets have declined as management has continued to close existing 

locations and negotiate a higher percentage of operating leases over the same time period (Table 

1). 

Table 4:  Z-Scores and Sales to Total Assets 
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In addition, Rite Aid has been unable to cover its pension liability obligations and redeemable 

preferred stock dividends for the past five years (Table 2).35  For Rite Aid’s historic financial 

statements please see Appendix M. 

Table 5:  Cash Flow Deficits 

 

This high level of indebtedness has restricted the company’s ability to adapt to changes in economic 

conditions.  Rite Aid’s leverage also imposes a liquidity risk in the event of an increase in interest 

rates.  For additional detail on liquidity, debt management and ratios, please see Appendix N. 

Comparison to Benchmark Competitors 

While Rite Aid management maintains that its recent performance has been outstanding, a 

comparison of its financial performance to its direct competitors tells a different story.  Current 

metrics demonstrate that Rite Aid’s underperformance continues.  In the last three years, Rite Aid 

falls significantly below its competitors in all generally accepted profitability measures (Table 3). 

  

                                                             

35 Rite Aid Corporation.  (2012).  10-K Annual Report 2012. 

($ millions) 2008 2009 2010 2011 2012 

EBITDA $636.5 $754.9 $740.3 $702.5 $1,131.7 

Debt Service (Includes current maturities) $517.7 $567.3 $610.7 $608.7 $552.7 

CAPEX (Includes purchase of intangibles) $541.4 $193.7 $186.5 $250.1 $382.9 

Preferred Dividend Obligations $43.5 $17.6 $18.7 $19.8 $21.5 

Cash Flow (-Deficit) -$466.1 -$23.7 -$75.6 -$176.1 $174.6 
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Table 6:  Profitability Measures 

 

While the revenue mix for all three companies is similar, Rite 

Aid’s total revenue is a fraction of its competitors’ and it 

maintains a relatively small market share.  For additional 

detail on the revenue mix please see Appendix O.  Rite Aid has 

also not been able to grow revenue as successfully as its 

competitors or the industry in general (Table 7).  Rite Aid maintains competitive gross margins, but 

its EBITDA, operating, and profit margins are significantly less than its direct competitors (Table 8).   

Table 8:  Margin Measures 

 

 
  

 Return on Assets Return on Equity Return on Invested Capital 

 2010 2011 2012 2010 2011 2012 2010 2011 2012 

Rite Aid -7.4% -5.0% 1.7% NM NM NM 1.9% 2.1% 6.0% 

CVS 4.5% 5.4% 5.9% 7.4% 9.1% 10.3% 33.8% 40.8% 47.4% 

Walgreens 8.0% 9.9% 6.4% 14.5% 18.3% 11.7% 83.8% 105.4% 49.9% 

Table 7:  Revenue Five Year Compound 
Annual Growth Rate (CAGR) 

Rite Aid 0.9% 

CVS 7.8% 

Walgreens 4.6% 

Industry 3.0% 

 Gross Margin EBITDA Margin Operating Margin Profit Margin 

 2010 2011 2012 2010 2011 2012 2010 2011 2012 2010 2011 2012 

Rite Aid 26.5%

% 

26.0% 28.8% 2.9% 2.7% 4.5% 0.9% 1.0% 2.8% -2.2% -1.4% 0.5% 

CVS 20.5% 19.2% 18.3% 7.3% 7.4% 7.3% 5.8% 5.9% 5.9% 2.9% 3.2% 3.1% 

Walgreens 28.1% 28.4% 28.4% 6.7% 7.6% 6.5% 5.1% 6.0% 4.8% 3.1% 3.8% 3.0% 
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Rite Aid dedicates a high percentage of its cash flows 

towards servicing debt, which explains most of its 

negative profit margins.  On a comparative basis, Rite 

Aid’s gross margins (28.8%) are close to those of 

industry peers.  Increased sales of generic drugs and 

private-label merchandise have helped Rite Aid’s gross 

margins and reflect a general industry trend.  Rite Aid’s SG&A margins are alarmingly bad.  The 

company’s SG&A in its most recent fiscal year end was 26.0% of revenues, which is much higher 

than CVS (12.4% of revenue) and Walgreens (23.6% of revenue).  The inability to control overhead 

hampers cash flows and operating earnings (Table 9) and indicates that Rite Aid has perpetually 

suffered from inefficient corporate activities when compared to peers. 

As previously mentioned, Rite Aid’s inability to properly manage its supply chain has manifested 

itself on the company’s balance sheet.  At 70.0%, Rite Aid carries more inventory as a percentage of 

current assets than its competitors.  The company may need to lower prices in order to avoid 

inventory depreciation and write-off.  In addition, last year’s inventory turnover, at 5.7x, is below 

that of Walgreens (6.8x) and significantly below that of CVS (9.7x).  Rite Aid has deceivingly high 

asset turnover ratios as a result of off balance sheet financing in the form of operating leases. 

(Tables 11 and 12).   

Table 10:  Total Asset and Fixed Asset Turnover Measures 

 Total Asset Turnover Fixed Asset Turnover 

 2010 2011 2012 2010 2011 2012 

Rite Aid 3.2x 3.5x 3.5x 11.6x 13.3x 13.4x 

CVS 1.6x 1.7x 1.9x 11.8x 12.8x 14.4x 

Walgreens 2.6x 2.7x 2.4x 6.1x 6.4x 6.1x 

 

Table 9:  SG&A as Percentage of Revenue 

 2010 2011 2012 

Rite Aid 25.6% 25.0% 26.0% 

CVS* 14.7% 13.3% 12.4% 

Walgreens 23.0% 22.9% 23.6% 

*  Includes Caremark revenue 
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Table 11:  Receivables, Inventory, and Accounts Payable Turnover 

 

Rite Aid lags behind its competitors in both margins and asset management, and these trends can 

be seen at the store level.  Slow moving inventory and narrow margins result in less profitability for 

individual stores.  The company’s EBITDA per store and per square foot are less than half that of 

CVS.  The company even trails its competitors on revenue per employee despite having significantly 

fewer employees per store.  These trends show that Rite Aid’s poor performance compared to its 

peers is not a result of having fewer stores, but rather poor management and inefficient operations 

at all levels (Table 13 and 14). 

Table 12:  Retail Performance Metrics ($ Actual) 

 

  

 Receivables Turnover Inventory Turnover Accounts Payable Turnover 

 2010 2011 2012 2010 2011 2012 2010 2011 2012 

Rite Aid 26.1x 25.8x 27.3x 5.8x 6.1x 5.7x 14.2x 13.6x 13.1x 

CVS 19.5x 17.7x 19.0x 7.2x 8.3x 9.7x 18.9x 19.8x 19.9x 

Walgreens 27.5x 28.9x 33.1x 6.8x 6.7x 6.8x 10.6x 10.8x 11.7x 

  Revenue per Employee Revenue per Retail Store Revenue per Square 
Foot 

 2010 2011 2012 2010 2011 2012 2010 2011 2012 

Rite Aid $274,700 $290,200 $285,300 $5,349,000 $5,597,000 $5,493,000 $535 $560 $549 

CVS* $342,100 $382,500 $439,800 $7,378,000 $7,358,000 $7,599,000 $760 $754 $775 

Walgreens $276,300 $292,200 $298,500 $8,916,000 $9,301,000 $9,033,000 $803 $839 $823 

* Revenue per Retail Store and Revenue per Square Foot metrics do not include Caremark revenues 
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Table 13:  EBITDA Performance Metrics 

$  actual  EBITDA per Employee EBITDA per Retail Store EBITDA per Square 
Foot 

 2010 2011 2012 2010 2011 2012 2010 2011 2012 

Rite Aid $8,100 $7,800 $12,700 $157,000 $151,000 $245,000 $16 $15 $24 

CVS* $25,000 $28,200 $32,100 $974,500 $1,078,000 $1,204,000 $100 $110 $123 

Walgreens $18,400 $22,100 $19,300 $593,500 $702,400 $583,900 $53 $63 $53 

* All EBITDA metrics include both CVS retail and Caremark data 

As indicated in Table 13, Rite Aid is slightly behind Walgreens and significantly behind CVS in 

revenue per employee.  Rite Aid has 19.3 employees per store, whereas CVS and Walgreens have 

37.5 and 30.3 employees per store, respectively.  This combined with relatively high SG&A and 

lower revenue per employee indicates that management needs to focus on increasing store 

efficiency and reducing overhead. 

Capital Expenditure 

Due to the high level of cash needed to service debt, the company has reduced capital investment.  

The five-year CAGR of its capital expenditure is -14.4%.  Figure 10 provides detail on the company’s 

capital expenditure history.  Management has chosen to allow many existing store leases to expire 

and slowed expansion into new regions.  However, there has been a significant trend toward 

improving and remodeling currently profitable locations.  As an example, Rite Aid has only opened 

20 new stores while closing 254 and remodeling 306 since 2010.  In 2013, 58.3% of capital 

expenditures were allocated to store relocation and remodeling, while only 25.0% was allocated to 

infrastructure and maintenance, and 16.7% to prescription file acquisitions.  Whereas its 

competitors have been investing in true differentiators such as on-site clinical care, improved 

infrastructure, and information technology, Rite Aid has focused on store cosmetics.  . 
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Figure 10:  Capital Expenditure History (2007 – 2013) 

 

Rite Aid recently launched a capital spending program designed to remodel a large number of 

stores into an updated Wellness Store concept.  The updated Wellness Stores feature an enhanced 

pharmacy area that raises pharmacy visibility as customers enter the store and allocate square 

footage to enhance the pharmacy waiting and consultation areas.  In terms of décor and 

merchandising layouts, the new stores improve lighting and expand product segmentation.  

Management claims the new store layouts are more productive per square foot than previous 

formats and that the renovated stores will have a five-year, 20.0% return on investment.36  

  

                                                             

36 Schroeder, Matthew. “RE: IR Inquiry.”  Message to Student Team.  25 April 2013.  E-Mail.  
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Corporate Strategy Analysis 

As seen through its history, Rite Aid’s strategy has been to expand its revenue and number of stores 

through mergers and acquisitions.  Management believes these transactions are synergistic moves 

necessary for the company to compete on a national level, yet Rite Aid has been unable to close its 

Performance Gap and realize the full potential of these deals. 

Rite Aid’s strategy is based on the assumption that it is a major competitor in its industry.  

However, with a 10.3% market share it is not as large of a competitor as CVS and Walgreens, that 

have a combined 55.4% of the market.  As a smaller, over-leveraged company, Rite Aid cannot 

compete with CVS and Walgreens on economies of scale and scope, but its strategy remains 

unchanged. 

Competitors essentially sell a homogeneous product mix of front-end goods and pharmaceuticals.  

Due to the industry’s maturity, differentiation between companies is difficult and companies are 

forced to focus on unique services.  While CVS’ and Walgreens’ strategy is to provide an innovative 

pharmacy environment, Rite Aid acts as a fast follower.  Therefore, Rite Aid is attempting to 

compete only on price and customer service.  In contrast, CVS and Walgreens have expanded 

diagnostic medical services with MinuteClinic (CVS) and Take Care Clinic (Walgreens).  Rite Aid 

plans to compete with virtual diagnostic clinics.  Rite Aid is at a disadvantage in its offering.  Its 

customer value proposition is not unique and can be duplicated by competitors inside and outside 

the industry.  (Table 14). 
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Table 14:  Goods, Services and Differentiators and Initiatives of Rite Aid, CVS, and Walgreens 

 Goods Services Differentiators Initiatives 

Rite Aid • Pharmacy 
• Front-End 

Goods 

• Immunizations 
• Prescription 

Drug 
Management 

• GNC 
• Wellness 

Ambassador 

• Focus on a friendlier, 
more personal 
shopping experience 

• Initiative to greet, 
engage and thank every 
customer 
 

CVS • Pharmacy 
• Front-End 

Goods 

• MinuteClinicSM • Caremark • Provide innovative care 
at lower cost to 
improve health 
outcomes for 
customers 

• Fill the gap of primary 
care in patients 
 

Walgreens • Pharmacy 
• Front-End 

Goods 

• “Well at 
Walgreens” 

• Pharmacist 
Out Front 

• Take Care 
ClinicSM 
 

• Alliance Boots 
• Drugstore.com 

• Transform the 
traditional drugstore 
into a destination 

• Provide convenience 
and value to the busy 
and budget stretched 
consumer 
 

 

Without an innovative brand to differentiate itself, Rite Aid needs to have efficient operations and 

use of capital.  Unfortunately, this is not the case with Rite Aid and indicates a lack of strategic 

planning and operational execution.  These factors indicate that Rite Aid may not have a well-

constructed strategy.  Rite Aid management has not changed its strategic course to reflect the 

nature of the current competitive landscape.  The company cannot succeed in today’s environment 

with a guidebook from 2002 when the top five drug stores held less market share (46.2%) than the 

top two companies do now.37  The company’s actions may be the result of managerial ego and 

hubris, rather than dictated by any astute, market-driven strategy. 

                                                             

37 Son, Anna.  “World Industry Report:  Pharmacies & Drug Stores in the US.”  IBIS World.  May 2013.   
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Forward Looking Risk Factors and Future Assessment 

Rite Aid is poorly positioned for recovery and future growth, and management is not able to 

adequately grow value for shareholders.  Rite Aid has neglected capital investment for the last five 

years,38 which will stunt future growth.  Additionally, the company will be constrained to invest 

more in the future since it will be challenged to raise more capital.  Rite Aid is over-leveraged, its 

credit ratings are below investment grade, and technical default is highly probable.  Furthermore, 

issuing additional shares will dilute current shareholders and increase the company’s cost of 

capital.  Rite Aid has not yet implemented the broader range of clinical healthcare service offerings 

that CVS and Walgreens have39, which defies industry consensus that expanded services are needed 

to preserve revenues and successfully differentiate in the future. 

These factors alone will be difficult to overcome, but even more alarming is current management’s 

confidence in its ongoing turnaround plan.40  Despite the existing optimism, at some point the 

overwhelming debt burden must be confronted directly.  Rite Aid recently refinanced its term debt 

to extend out approaching maturities41, but inevitably it must de-lever to generate earnings, bring 

its capital structure in-line with industry peers, and begin to create value for shareholders.  Despite 

declining revenues in its most recent fiscal year, Rite Aid posted positive earnings for the first time 

in twenty-one quarters.  This profit was largely due to an accounting mirage though.42  Continued 

improvements are likely to be incremental; however, projections shown in Appendix P indicate that 

Rite Aid will be forced to fund future operating needs through its revolving credit facility.  This will 

likely lead to draws in excess of the facility’s capacity and result in a bank-mandated 

                                                             

38 S&P Capital IQ.  2013.  Web. 
39 Frost, Peter.  “Walgreen to Expand Health Care Services.”  Chicago Tribune.  5 April 2013:  Web. 
40 Rite Aid Corporation.  (2013).  Letter to Investors.  May 2013. 
41 Rite Aid Corporation.  (2013).  8-K Report, February 2013. 
42 Rite Aid Corporation.  (2013).  10-K Annual Report 2013. 
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reorganization.  For additional detail on the base case forecasted financials, debt covenants, 

discounted cash flow valuation and weighted average cost of capital analysis refer to Appendices P, 

Q, R, and S respectively. 

Plan of Reorganization  

Despite Rite Aid’s liquidity and steady cash flows, it has an upside-down balance sheet with $7.1 

billion in assets and $9.5 billion in liabilities.  This meets both the Delaware Courts’ and U.S. 

Bankruptcy Code’s standards for balance sheet insolvency.43  As long as Rite Aid continues to head 

toward the zone of insolvency, it will be unable to fully meet its fiduciary responsibilities to its 

shareholders and will only increase the likelihood of defaulting on its contractual obligations to 

creditors and suppliers.  We believe that Rite Aid must present a pre-packaged (Chapter 11) 

bankruptcy plan that will restore its balance sheet and facilitate operational improvements through 

a strategic repositioning, reduction in long-term debt, and more favorable terms with creditors and 

suppliers.  This is the fastest path to restored profitability and shareholder value.   

A well-timed prepackaged bankruptcy will enable Rite Aid to garner stakeholder support, shorten 

the reorganization process, and minimize damage to relationships with suppliers and employees.  

Recent prepackaged bankruptcy cases – Houghton Mifflin Harcourt, Lee Enterprises, and Hawker 

Beechcraft – provide evidence that this process is effective at quickly aligning interests of 

competing stakeholders and shortening the time spent bogged down in the courts.  Such a 

prepackaged arrangement will take advantage of current business conditions and provide the 

financial flexibility necessary to implement operational improvements.  Our reorganization plan 

enables Rite Aid to operate as a debtor in possession while implementing the following changes: 

                                                             

43 Clement, Zack and Travis Torrence.  “Directors’ Duties In and Around the Zone of Insolvency.”  Turnaround 
Management Association.  23 April 2010.  Web. 



Restructuring Rite Aid Corporation 

 35 

 A debt-for-equity exchange to reduce annual debt service and de-lever 

 Raising liquidity by rationalizing non-core assets through sale-leasebacks and a 363-sale 

 Reducing overhead costs and executive compensation to bring operating profit margin in line 

with industry peers 

 Improving value chain activities to reduce working capital needs  

 A strategic repositioning to better segment customers, rationalize underperforming stores, and 

identify new service areas 

The board of directors will face opposition from stakeholders who will lose all of their claims 

against the company.  Due to the nature of pre-packaged bankruptcy a cram-down deal cannot be 

proposed; so gaining approval from the fulcrum security holders will be essential to quickly 

enacting this plan.  The proposed recapitalization, gain of voting rights, and substantial wealth 

creation from preferred dividends and improved enterprise value should make acceptance of the 

proposed reorganization very palatable for the fulcrum security holders.  The board must make this 

decision based not on its fiduciary responsibility to Rite Aid’s shareholders, but on its duty of care 

and loyalty to act in the best interest of the company.44  Although this reorganization will destroy all 

existing shareholder value, it will enable Rite Aid to control its own destiny and reorganize on its 

own terms.  Failure to take advantage of this opportunity now only delays the inevitable, which is 

the risk of succumbing to a bank-mandated reorganization in the future.  In order to provide a 

complete financial model, our plan is based on the assumption that Rite Aid will emerge from its 

reorganization on the final day of its fiscal year 2014 (February 28, 2014).  The timeline of 

proposed reorganization plan is in Figure 11.  Given the scale and complexity of this turnaround 

effort, experienced advisors will be integral to its success.  Alix Partners, Alvarez & Marsal, Deloitte 

CRG, or FTI would make for a strong partner in this process.  

                                                             

44 American Bar Association.  “Fiduciary Duties and Potential Liabilities of Directors and Officers of 
Financially Distressed Corporations.”  Business Law Newsletter.  Vol 1, No 3.  August 2002.  Web. 
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Figure 11:  Rite Aid Turnaround Plan Execution Timeline (High Level Milestones) 

 

 

Alternatives 

There are four alternative courses of action to pre-packaged bankruptcy:  liquidate the company, 

sell the company to a strategic buyer, take the company private, or conduct a stand-alone 

operational turnaround.  These alternatives do not create the most value for Rite Aid’s stakeholders 

nor are they realistic options in increasing the financial flexibility required to improve operations.  
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Liquidation 

Rite Aid’s value in a liquidation scenario is between $3.6 and $5.3 billion.  For additional detail on 

the liquidation scenario please see Appendix T.  Rite Aid’s current enterprise value, given base 

assumptions, is $7.6 billion (Appendix R).  After further operational improvements and balance 

sheet restructuring, Rite Aid’s value is even higher.  Despite operating in a relatively low margin 

industry, Rite Aid still has the scale to generate high levels of cash flow.  Rite Aid clearly offers much 

more value to its shareholders and creditors as a going concern than it would by liquidating its 

assets. 

Strategic Buyer 

This is perhaps the easiest and cleanest option for Rite Aid’s creditors and shareholders; however, 

given the state of Rite Aid’s debt-laden balance sheet, existing partnerships, and customers, 

identifying a suitable strategic buyer is problematic.  CVS and Walgreens are strengthening their 

market positions through expanded healthcare service offerings and vertical integration through 

strategic partnerships with suppliers.  Acquiring an underperforming competitor offers CVS and 

Walgreens few benefits other than access to new prescription files.  Big-box competitors, such as 

Walmart, Target, and grocery chains, might be possible buyers, but such sizable companies would 

need to have a strategic desire to expand their store format into a smaller channel.  Potential buyers 

simply will not realize enough synergies to justify an acquisition of Rite Aid, which makes this an 

unlikely scenario in the near term. 

Go Private 

Taking Rite Aid private with the support of an equity sponsor is attractive in that there is significant 

room for operational improvements and reduced compliance costs.  The obvious downside to this 

option is that Rite Aid does not have a clean balance sheet and is already levered to 5.25x EBITDA.  
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It is unlikely that any bank would provide debt capital to fund a leveraged buyout.  Any sponsor 

would likely have to raise several billion dollars in new equity to take Rite Aid private.  Even in 

today’s private equity climate, in which there are billions of dollars of dry powder waiting to be 

deployed, such a large equity stake in Rite Aid is not likely. 

Stand-Alone Operational Turnaround 

An operational turnaround, while necessary, is not alone sufficient to restore Rite Aid’s profitability 

and balance sheet.  The annual debt service is simply too high for Rite Aid to deliver positive 

earnings solely on improvements to operating income.  Rite Aid must renegotiate its existing 

arrangements with creditors and suppliers and reduce its interest expense if it expects to sustain 

long-term profitability.  Rite Aid’s current turnaround has led to some favorable results, but these 

are marginal.  Our primary concern is that Rite Aid’s capital requirements over the horizon period 

will eventually exceed the borrowing limits of its revolving credit facility based on a five year 

forecast.  We believe that with large maturities due in 2017 and 2020, and an increased reliance on 

its revolving credit facility, Rite Aid will eventually be forced into bankruptcy.  For additional detail 

on the debt schedule please see Figure 9. 

Financial Restructuring 

Debt-for-Equity Exchange 

A debt-for-equity exchange is the fastest way for Rite Aid to de-lever.  This action will reduce long-

term debt by $2.2 billion, annual interest payments by $212.0 million, and cost of capital by 2.5%.  

Suppliers and secured creditors will not be affected and pension obligations will be met; however, 

unsecured creditors and equity holders will be impacted significantly.  Senior unsecured debt-

holders will receive new preferred equity on a pro-rata basis in exchange for extinguishing the 

outstanding debt.  These preferred shares will pay an annual 7.0% dividend and will have voting 
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rights.  All junior unsecured creditors and shareholders will lose their claims on the company.  The 

fact that both of these parties will be out of the money is based on our assumption that Rite Aid’s 

enterprise value in liquidation is $5.3 billion.  This is our going-in position in negotiations ahead of 

a filing and there is a very real possibility that this valuation would be negotiated upwards by junior 

unsecured creditors and shareholders.  As a result of our debt-for-equity exchange, Rite Aid will 

become a privately held company. 

Table 15:  Treatment of Creditors 

Class Summary of Treatment Recovery 

Percentage 
Secured Creditors Refinance existing facilities 100.0% 

Pension Holders Cash payment 100.0% 

Senior Unsecured Creditors Receive new preferred shares on a pro-rata basis 79.1% 

Subordinated Unsecured Creditors Lose all claim on Rite Aid 0.0% 

Preferred Equity Holders Lose all claim on Rite Aid 0.0% 

Common Shareholders Lose all claim on Rite Aid 0.0% 

 

We believe that the fulcrum security holders – senior unsecured creditors – will accept this 

proposal and will reap significant value from future dividends and vastly improved operations.  The 

Jean Coutu Group, Rite Aid’s largest shareholder, owns 19.0% of the voting rights45 and will 

strongly oppose the prepackaged bankruptcy; however, this falls short of the one-third vote 

required to stop a bankruptcy.46  For additional detail on the outstanding debt & obligations and 

summary of claims under pre-packaged Chapter 11 please see Appendices U and V respectively.  

Based on the recovery values shown above, the ensuing capital structure will be 72.0% secured 

debt and 28.0% preferred equity resulting in total capitalization of $5.3 billion (Figure 12).  This 

new capital structure will allow Rite Aid to increase its Z-score and lower its cost of debt.  For 

additional detail on projected Z-score and cost of debt please see Appendix W.  

                                                             

45 Rite Aid Corporation.  (2013).  10-K Annual Report 2013. 
46 US Bankruptcy Law.  “11 USC § 1126 Acceptance of Plan.”  law.cornell.edu.  May 2013.  Web. 
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Figure 12: Capital Structure 

 

 

* Current “pre-swap” total enterprise value (TEV) includes net debt ($6,031 - $129.5 cash) 

** Senior secured creditors are the “fulcrum security holders” and will receive 79.0% recovery in the form of 
preferred equity 

 

Rationalize Real Estate Portfolio 

Sale-Leaseback 

Rite Aid owns a substantial amount of real estate, which is a management distraction.  Owned 

properties include a corporate headquarters, eleven distribution centers, an ice cream 

manufacturing facility, and over 260 retail stores.47  These properties are unencumbered and do not 

                                                             

47 Rite Aid Corporation.  (2013).  10-K Annual Report 2013. 
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act as collateral for Rite Aid’s debt securities.48  Rite Aid should divest these properties through a 

sale-leaseback transaction as it emerges from bankruptcy in order to raise cash for liquidity 

purposes.  We estimate that Rite Aid can raise $582.3 million in cash through the sale of these 

properties, excluding the ice cream facility. 49  The resulting leasebacks will lead to an estimated 

increase of $77.6 million in annual lease expenses.  There is current anecdotal evidence within the 

retail pharmacy industry that supports the viability of such a transaction.  Walgreens is currently in 

the process of selling its corporate offices to raise capital for core business activities.50  The timing 

of such a sale-leaseback transaction is critical to ensuring the capital can be raised as Rite Aid 

emerges from bankruptcy.  We propose that as part of the prepackaged bankruptcy plan, Rite Aid 

should identify real estate investment trusts (REIT) that can serve as ready buyers to absorb much 

of these properties in a short time frame.  Simon Property Group, Inc (Retail REIT), Vornado Realty 

Trust (diversified REIT), and ProLogis, Inc (industrial REIT) are large well-known REITs that 

specialize in certain property types and have the resources to help Rite Aid execute such a 

transaction.  Cushman Wakefield or Jones Lang LaSalle are ideal brokers to facilitate the sale for 

Rite Aid.  For additional detail on the sale-leaseback analysis please see Appendix X. 

Ice Cream Factory - Section 363 Sale 

Rite Aid’s 55,800 square foot ice cream manufacturing facility in El Monte, California produces 

private label ice cream for the company and other retailers.51  As part of the effort to rationalize 

non-core assets, we recommend that Rite Aid not include this ice cream manufacturing facility in 

the sale-leaseback plan, but rather sell it as a going concern.  Identifying a strategic buyer will be 

essential to maximizing the value of such a transaction.  Potential suitors include Dean Foods, Ben & 

                                                             

48 Schroeder, Matthew. “RE: IR Inquiry.”  Message to Student Team.  25 April 2013.  E-Mail. 
49 Based on current market data from REIS and LoopNet.  2013.  Web. 
50 Ori, Ryan.  “Walgreen Plan to Sell, Lease Back Deerfield Office.”  Chicago Real Estate Daily.  23 April 2013. 
Web. 
51 Schroeder, Matthew “RE: IR Inquiry.”  Message to Student Team.  25 April 2013.  E-Mail. 
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Jerry’s, Hershey Creamery Company, Hillshire Brands Company, Farr Better Creamery, and many 

more.  Ideal buyers can quickly be identified based on their need to expand production and 

distribution in California.  Such a sale enables Rite Aid to sell this facility free and clear of all liens or 

interests on the property and will raise $160.0 million in new liquidity as Rite Aid emerges from 

bankruptcy.  For additional detail on the Section 363 sale please see Appendix Y.  

Restructuring of Long-Term Leases 

Rite Aid currently leases 4,363 retail locations.  These leases are long-term, typically 10-22 years, 

and non-cancellable.52  In addition to paying market-based lease rates, Rite Aid pays additional rent 

based on sales volume or reimburses the property owner for expense stops at some locations.  We 

believe that due to poor customer segmentation or poor geographic locations, 5.0% of Rite Aid’s 

stores (231 stores) are underperforming by both revenue and cash flow metrics.  The prepackaged 

bankruptcy plan will afford Rite Aid the opportunity to terminate leases on underperforming stores 

and negotiate more favorable lease terms on the remaining stores.  While closing 231 stores will 

increase margins, revenue will decline by $1.1 billion in the short term.  Projections indicate that 

the company will quickly recover this lost revenue by investing in better performing stores (Table 

16).  Free cash flows are more sensitive to changes in operating margins than revenue growth, 

which highlights the importance of focusing on margins and not revenue.  

Table 16:  Store Closing Assumptions and Metrics 

Store Bracket: Number of Stores: Revenue Spread: Store Revenue: Total Revenue: 

Top 5% 231 + 75.0% $ 6.24 million $ 1.44 billion 

Upper 30% 1,387 + 25.0%    5.74     7.96 

Middle 30% 1,387 Average    5.49    7.61 

Lower 30% 1,387 - 25.0%     5.24    7.27 

Bottom 5% 231 - 75.0%    4.74    1.09           

    ~ $25.4 billion 

                                                             

52 Rite Aid Corporation.  (2013).  10-K Annual Report 2013. 
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Operational Turnaround 

We recommend a re-focused operational turnaround effort that centers on tangible, end-to-end 

value chain improvements, to return Rite Aid to operational parity with competitors.   

Value Chain:  Primary Activities 

Logistics & Warehousing:   

Rite Aid must further reduce its logistics costs.  As Rite Aid leverages its turnaround opportunity, 

external experts in logistics and warehousing operations, such as A.T. Kearney or McLane Logistics 

Technology, may offer valuable insights and capabilities.  Future routing from warehouses to stores 

should nest with revised store segmentation plans to create efficiencies and further reduce logistics 

costs.  The company must make strides to further improve its routing efficiency from warehouses 

to stores.  Rite Aid should analyze its warehoused inventory that consists of items not shipped 

direct-to-store by distributors or vendors, and examine the sales turnover of these warehoused 

items once inside Rite Aid stores.  A 10-80-10 model should be applied to the warehoused 

inventory.  Rite Aid should shift the delivery of its highest 10.0% of normally warehoused items to 

direct-to-store shipments.  Rite Aid will incur additional pricing increases from vendors, but will 

offset those costs by alleviating warehousing and logistics costs, and negotiating with third party 

logistics providers, such as Fed-Ex or UPS.  Rite Aid should simultaneously look at the lowest 10.0% 

of item turnover and assess whether it costs more to stock the items in warehouses and on store 

shelves, than the amount of profit they receive given the item’s margin and turnover.  In this SKU 

rationalization process, Rite Aid must continually justify the holding costs of the inventory it 

retains. 
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As late as 2009, Rite Aid leaders noted that the company needed to “eliminate satellite warehouse 

facilities.”53  The company continues to operate six satellite warehouse facilities, outside of its 

footprint of twelve main warehouses, to manage inventory fluctuations.  Rite Aid should leverage 

the Chapter 11 proceedings and immediately shed these ancillary warehouse leases.  By working 

through inventory, stocking and logistics issues, Rite Aid should be postured to avoid excessive 

seasonal inventory and operate functionally without the satellite facilities. 

Operations, Marketing & Sales:    

Rite Aid is underperforming in its primary retail functions.  The majority of customer visits to Rite 

Aid stores are for prescription or other medications.  Rite Aid’s leadership recognizes this trend, but 

has reacted to it ineffectively.   Store employees, particularly back-of-store pharmacy employees, 

need to be better trained and incentivized to cross-sell the front-of-store merchandise.  Currently, 

inner-store functions do not adequately reinforce each other.   This is also the case with how well 

Rite Aid corporate and regional management support store operations.  For example, because 

marketing and promotions material is regionally developed, that region’s marketing apparatus 

must foster a more efficient relationship with the operations and logistics functions that supply 

promotional items to stores.  Rite Aid should build cross-functional teams or multidisciplinary 

working groups to improve continuity and understanding within the organization.  These cross-

functional teams should incorporate multiple, interdependent Rite Aid functions as well as outside 

consultants specializing in particular functions with the goal to reduce out-of-stock items.54  Having 

promotional items in stock, rapid replenishment of low-stock items, and positive engagement with 

customers are basic blocking and tackling functions in retail operations.  Rite Aid must 

fundamentally improve in these areas before targeting further enhancement.   

                                                             

53 Rite Aid Corporation.  “Unlocking the Value of Rite Aid.”  Investor Presentation.  12 January 2009.  Web. 
54 CtW Investment Group.  “Not As Advertised: Out-of-Stock Sale Items and Rite Aid’s Bid for Customer 
Loyalty.”  Rite Aid Disclosure Watch Initiative.  March 2012.  Web. 
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Rite Aid has attempted to better engage customers with the creation of a dedicated Wellness 

Ambassador position to greet customers and provide information.  Whether this position adds 

significant value from the perspective of a Rite Aid shopper is questionable.  Given Rite Aid’s 

underlying customer demographic, we doubt an iPad-equipped staff member is a significant 

differentiator next to the company’s competitors who are providing on-site clinical services. 

The structure and customer reach of Rite Aid’s existing wellness+ customer loyalty program are 

helpful to the company.  However, because of its lack of IT capability, Rite Aid is not adequately 

gathering as much granular customer data as possible.  An integrated point-of-sale system can 

capture more data to refine analytics and significantly help the company’s demand planning, 

marketing and warehousing operations.  In this area, practitioners such as IBM offer extensive 

analytic capabilities and may be a good resource for Rite Aid.  A reduction in paper sales circulars 

will lead to cost savings that can be reallocated towards improving data analytic capabilities.  

Refinements to the system will allow for fewer, more precise mailings and enable Rite Aid to email 

precisely targeted marketing communications to customers.  Importantly, this integration will 

provide value for Rite Aid customers and should increase store traffic. 

Value Chain:  Support Activities 

Human Resources, General Administrative & Company Infrastructure: 

Our analysis shows that Rite Aid, despite a seemingly skeleton workforce in retail stores, has a 

bloated level of SG&A expenditure.  Rite Aid’s SG&A expenses are likely incurred from inefficient 

middle and upper management compensation practices or poorly targeted marketing efforts.  Rite 

Aid’s advertising expense in its last fiscal year was 1.3% of total revenue as compared to CVS, 0.4% 
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of store revenue, and Walgreens, 0.4% of revenue.55  Rite Aid must immediately reduce its 

advertising expenses and initiate both a workforce reduction and compensation reduction in the 

middle and upper management levels.  By realigning or benchmarking its compensation practices 

to closely match or beat competitors, Rite Aid will quickly improve margins and gain profitability.  

The board of directors, which has a history of non-intervention, should intercede and force 

structural changes. 

Rite Aid’s board of directors should pressure the CEO to re-organize the company’s organizational 

structure.  Such a rationalization of the organizational structure should make the COO responsible 

for store operations and all five regional operations, rather than having two of the five regions 

report directly to the CEO, as is currently the case.  Likewise, redundant positions such as the COO’s 

secondary Merchandising VP should be unified under one Senior VP.  Additionally, it makes little 

sense for Rite Aid’s procurement and supply chain VPs to report to the SVP for Human Resources, 

as is currently the case.  Moving these key value chain functions under the SVP for Merchandising 

will instill greater unity and collaboration between the leaders responsible for stocking Rite Aid’s 

shelves.  Rite Aid needs to make sweeping changes in the executive management team.  New 

executive talent with proven track records needs to be brought in to rejuvenate the company’s 

operations.  For example, a Walmart or Amazon executive should be hired to take over supply chain 

and distribution operations.  Also an executive from McLane or Target could be hired to lead 

merchandising efforts.  For additional detail on the proposed new organizational structure please 

see Appendix Z. 

                                                             

55 Rite Aid Corporation.  (2013).  10-K Annual Report 2013; CVS Caremark Corporation.  (2012).  10-K Annual 
Report 2012; Walgreen Corporation.  (2012).  10-K Annual Report 2012. 
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Procurement Activities: 

Rite Aid must work to rationalize its inventory stock in terms of value and volume.  Initial emphasis 

should focus on significantly reducing the volume of low-turnover SKUs.  Subsequent work must 

focus on working with suppliers and vendors to stabilize the supply flow of promotion items.  

Promotional or marketed items must be in-stock on Rite Aid shelves and must be delivered on time, 

every time.  With eventual IT improvements in place, Rite Aid must work to identify stock groups 

where item demand elasticity or price elasticity is low; in these areas, Rite Aid should emphasize 

private label products.  Such improvements can augment a revised store segmentation program and 

positively affect Rite Aid’s margins.  

Technology Development: 

There is significant room for improvement in integration of Rite Aid’s IT systems.  Rite Aid’s point-

of-sale system currently exists separately from the company’s inventory control, demand 

forecasting, and automated procurement systems.56  Rather than having multiple IT systems in 

functional silos, Rite Aid must integrate its IT systems under one enterprise resource planning 

(ERP) tool.  Operational improvement firms and consultants such as I-2 Technology or IBM can 

bring integration expertise to these systems.  The installation of a web-based enterprise resource 

planning system may solve many of these problems.  Although the upfront capital expenditure is 

significant, installing a cloud-based ERP architecture would catapult Rite Aid forward in operational 

efficiency. 

With increased IT integration, Rite Aid can apply analytics systems to its point-of-sale and supply 

chain operations.  Such a system has the potential to easily “capture data at the retail level to gain a 

                                                             

56 CtW Investment Group.  “Not As Advertised: Out-of-Stock Sale Items and Rite Aid’s Bid for Customer 
Loyalty.”  Rite Aid Disclosure Watch Initiative.  March 2012.  Web. 
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more precise understanding of local sales volume of particular products.”57  This capability can help 

improve and focus merchandising efforts so particular stores have goods that appeal to 

demographics of the area.  The Wall Street Journal noted that Kimberly Clark instituted such a 

system in 2010 and has subsequently achieved a 15.0% to 25.0% improvement in the accuracy of 

inventory forecasts.  Kimberly Clark claims improved forecasting has removed approximately $10.0 

million in inventory from its U.S. system.58  Given the existing inefficiencies at Rite Aid, it is 

reasonable to infer that such a system would have an even more dramatic impact.   

Leveraging technology improvements to integrate and speed information flow will have domino 

effects for Rite Aid.  For example, with better IT systems and improved analytics the company can 

develop real-time metrics to evaluate performance of stores and products, to lower inventory costs 

by reducing the amount of stock in warehouses, and by improving demand forecasting and 

stocking.  

Executive Compensation Design: 

Compensation should be designed to reward ongoing operational changes.  For executives, annual 

bonuses should incentivize smart revenue growth, tie to short-term cash flow metrics, and reward 

tactical expense management.  Long-term incentives in the form of restricted stock and stock 

options should tie to three and five year metrics.  Suitable metrics include:  revenue and EBITDA 

CAGR, IT improvements as a percentage of capital expenditures, EPS CAGR, same store sales 

growth, and customer satisfaction metrics.   

As mentioned earlier, service is the key differentiator in the industry.  Therefore, incentive 

compensation needs to extend beyond executive management.  Rite Aid should consider adding a 

                                                             

57 Rosenbush, Steven.  “Need More Toilet Paper?  Kimberly-Clark Knows.”  The Wall Street Journal:  CIO 
Journal.  17 April 2013.  Web. 
58 Ibid 
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profit sharing plan for its employees and an annual incentive for its store managers.  Store 

managers should be held accountable for store performance.  Annual incentives should be designed 

based on revenue growth, four-wall EBITDA margin, and customer service levels. 

Strategic Repositioning 

Sound strategies to ensure Rite Aid closes the Performance Gap must take into account the dynamic 

pressures on the drugstore industry.  Factors such as persistently low margins, channel blurring, 

competitor integration, and changing revenue models are shaping how Rite Aid must respond.  

Other factors such as demographic shifts, growth in online channels, and legislative impacts must 

also be considered.  Addressing store segmentation, driving consistent store traffic, finding revenue 

differentiation models, and exploring partnership options to expand Rite Aid’s reach must be the 

priorities of the company’s strategic refocusing. 

Store Segmentation 

Rite Aid must overhaul how it segments stores.  Simply closing additional stores, although 

necessary, is not sufficient to overcome Rite Aid’s problems.  A renewed focus on Rite Aid’s primary 

customers, middle-aged women, should first focus on practical enhancements like better lighting 

and safer parking lots.  A better product mix based on store segmentation can help augment the 

operational improvements Rite Aid requires.  Rather than segment stores based only on revenue, 

Rite Aid must take a sharper look at each store’s environment.  Analyzing the median income of the 

micro-locales around stores and precisely identifying the demographic mix of customers in each 

store’s immediate vicinity can help the company enhance product mix and improve margins.  Based 

on available data, Table 17 provides a revised store segmentation plan. 
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Table 17:  Revised Store Segmentation  

 
Remodeling 
Execution 

Store Product 
Mix  

Pharmacy / 
Clinic Area 

GNC Concept 
Execution 

Regional 
Differentiation 

Concepts 

Tier 1 Stores 
100% remodel 
of all stores in 
segment 

Predominantly 
name-branded  

Full pharmacy, 
clinic and 
waiting area 

100% of all 
stores in 
segment with 
concept 

Community 
oriented 
concepts, tiered 
implementation 

Tier 2 Stores 

Staged 
remodels, 
prioritized by 
income level 

Target 50/50 
mix by product 
sales volume 

Refurbished 
areas until 
remodel 

Prioritized by 
income level 

Limited 
execution, 
prioritized by 
revenue 

Tier 3 Stores 

Targeted 
refurbishments, 
delayed 
remodels 

Predominantly 
private-label  

Refurbished 
areas 

No full-concept, 
only GNC 
Section 

None 

 

Footprint Traffic 

Over 70.0% of Rite Aid’s revenue comes from prescription drug sales.  Prescriptions drive store 

traffic, but prescriptions are inherently low-margin, homogenous goods.  A second strategic priority 

must address how the Rite Aid brand is differentiated from a competitor located across the street.  

The company must focus on driving consistent prescription traffic into its stores.  Retailing market 

research notes that drugstore traffic is most often correlated with the physical location of the store 

and with the customer service provided at the store59.  Near term strategic wins in this area will 

happen with improvements in customer service and store services.  Rite Aid can quickly improve 

customer service by creating a retail employee incentive tied to a blended metric that considers 

store performance and customer satisfaction.  Such a metric may combine store EBITDA with the 

adoption of a consumer sentiment survey system such as Net Promoter Scoring (NPS).  In the long 

run, Rite Aid must undertake a program of location optimization to improve the selection of store 

locations.  Considerations such as traffic flow and population demographics must be leveraged to 

                                                             

59 Son, Anna.  “World Industry Report:  Pharmacies & Drug Stores in the US.”  IBIS World.  May 2013.  Web. 



Restructuring Rite Aid Corporation 

 51 

choose optimal store sites.  Consulting firms such as BCG or Deloitte are resources for Rite Aid in 

this area. 

Concept Differentiation 

Pursuing strategies to differentiate Rite Aid’s revenue stream closely nest with initiatives to expand 

store services.  At the end of 2012, Rite Aid executives highlighted a strategic choice for the 

company to pursue telemedicine products and services in response to key competitors’ moves to 

place diagnostic and non-invasive care clinics inside drugstores.  Telemedicine technology is still in 

its infancy and is more valuable in rural areas with limited access to healthcare providers.  Because 

Rite Aid operates primarily in urban areas, this technology offers limited value to its customers.  A 

refocused Rite Aid strategy must reject the pursuit of telemedicine options in favor of services that 

meets current customer needs.  The financial restructuring will allow Rite Aid to invest in increased 

service offerings.  Over the short-term and mid-term, Rite Aid should follow CVS and Walgreens and 

install diagnostic clinics in its stores.  Because many Rite Aid customers come from comparatively 

lower income families, in-store clinics can present a unique value proposition to customers.  Rite 

Aid should simultaneously perform deep, grassroots analysis on store areas of operation and 

expand localized service options tailored to customer income levels and demographics.  This latter 

strategy will support the store segmentation strategic initiative by extending improvements to 

product mix into enhancing stores’ services mix.  Examples of this strategy should include ethnic-

oriented options for stores in distinct ethnic neighborhoods or frozen-beverage concepts, like 

Jamba Juice, in warmer climates.  

The cash spend and fixed costs of rolling out and operating new store concepts and in-store clinics 

are high.  Because of the financial restructuring, Rite Aid will have generated excess liquidity to 

deploy to these types of projects.  Furthermore, we anticipate that Rite Aid will IPO three to four 

years after the completing its reorganization, which would raise more capital.  Creating a healthcare 
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service offering will require executive-level oversight, a dedicated project team, and methodical 

concept development through a prototyping process. 

Partnership Exploration: 

A long-term priority for Rite Aid’s strategic refocusing must extensively analyze and probe options 

for deep strategic partnerships with periphery industry companies.  Rite Aid’s competitors have 

actively pursued strategic moves that have vertically integrated those companies.  Rite Aid must 

respond in-kind or risk a widening of the strategic gap that already exists.  Several strategic 

partnership options currently exist for Rite Aid.   

Option #1: 

The first option is for Rite Aid to partner with a PBM company.  This strategy would mirror CVS’ 

purchase of Caremark.  For Rite Aid, a potentially PBM partner could be Catamaran, Inc., the fifth-

largest U.S. prescription benefits management company.60  Such a move would provide Rite Aid 

with differentiated technology to help customers manage prescription drug regimens and provide 

Catamaran a retail-level exposure to clients that it currently lacks.   

Option #2: 

A second partnership option for Rite Aid is to leverage the contractual reset provided by 

bankruptcy and renegotiate its contract with McKesson, Inc. or another distributor as part of a 

larger plan to link online prescription drug fulfillment with direct-to-customer delivery.  Such a 

move would strategically match Walgreens’ recent purchase of an interest in prescription drug 
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wholesaler AmerisourceBergen and provide Rite Aid access to a partner with extensive supply 

chain expertise.61 

Option #3: 

Despite the growing prevalence of online retailing, filling and renewing prescriptions via online 

channels lags behind other retail channels.  The nation’s largest online pharmacy, drugstore.com, 

continues to have low utilization despite the increasing number of prescription fills in the United 

States.  This is generally because customers filling prescriptions continue to want interaction with a 

pharmacist that can only be provided in a storefront setting.  A ‘blue ocean’ option for Rite Aid may 

be to renew exploration of a partnership with a large online retailer such as Amazon.com.  Rite Aid 

could provide Amazon with the drugstore storefront that its customers want and Amazon would 

provide the expanded market reach and supply chain expertise that Rite Aid needs.   

Option #4: 

A final strategic option for Rite Aid, given its improved financial standing, would be to sell to a large 

strategic buyer.  Rite Aid’s direct competitors are not ideal candidates for such a transaction 

because they would generally be acquiring stores in redundant markets – the Rite Aid / Brooks 

Eckerd merger demonstrates the pitfalls of this strategy.  Rather, a large retailer or grocer is a more 

viable option.  For example, it may make a compelling value proposition for a big-box retailer, such 

as Target to acquire Rite Aid and reimagine its market by creating a smaller, localized concept like a 

“Target on the Corner.”    
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Conclusion 

Essential to Rite Aid’s survival is its ability to compete in an ever-maturing retail environment.  As 

the industry further matures, consolidation continues, and the impact of the PPACA become clearer, 

drugstores that can best execute daily operations and provide convenience and customer service 

will have the best chance to maintain market share.  This reorganization and turnaround plan 

provides Rite Aid with the flexibility and leadership necessary to improve operations and redeploy 

capital towards initiatives that will enable it to meet customers’ needs over the long-term.  

Shedding non-core assets, eliminating some of its nagging debt burden, and shedding 

underperforming leases will provide Rite Aid with the financial flexibility needed to better compete.  

Replacing key leaders with functional experts, modernizing its supply chain, and empowering store 

managers to select the best product mix based on local customer segmentation will strengthen cash 

flows, improve employee morale, and improve customer perception of the Rite Aid brand. 

Despite the near term destruction of value for junior unsecured creditors and shareholders, this 

reorganization is the fastest route to restoring profitability and creating long-term value.  We 

believe that under this plan, Rite Aid can increase its enterprise value by 2.9x.  For additional detail 

on post-turnaround financial statements, forecast assumptions, covenants, and discounted cash 

flow analysis please see Appendix AA, BB, CC, DD, and EE.  Reducing working capital requirements, 

regulatory compliance costs, the cost of capital, and increasing cash flows will not only increase 

enterprise value for newly created preferred shareholders, but unlock capital that can be deployed 

to strategic initiatives to improve convenience and service levels.  A long-term exit option may 

include sale to a strategic buyer; however, Rite Aid will likely be in a strong position to sell public 

shares within a few years of its reorganization.   
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Appendix A:  Porter’s Five Forces Analysis 

The bargaining power of suppliers for the drugstore industry is moderate overall.  The bargaining 

power for name brand prescription drug suppliers is high while suppliers of generic drugs and 

front-end products have very low bargaining power.  Drugstores typically enter into exclusive, 

long-term contracts with providers of name brand prescription drugs and maintain good working 

relationships with these providers.  When existing exclusivity contracts expire, drugstores often 

renew with the same company due to the limited number of alternatives and the deep 

entrenchment of incumbent providers in the drugstore’s supply chain.  In contrast, drugstores 

typically maintain relationships with several generic drug wholesalers.  Since generic drugs do not 

have patent-protection, they are essentially commodities, and drugstores have the ability to shop 

around for the best price.  All front-end store items are also essentially commoditized, and the 

drugstores can again shop around for the best price. 

The bargaining power of customers is also moderate.  Similar to the bargaining power of suppliers, 

the bargaining power of customers is highest for prescription drugs.  Although the end user of 

prescription drugs is almost always an individual or household, the paying customer for these 

prescriptions is typically a third party payer.  Third party payers are insurance companies, HMOs, 

or other managed care providers.  These payers usually facilitate cheaper prescriptions for 

individuals or households by negotiating lower prices with drugstores on their behalf.  By 

representing a large number of individuals, the payer is able to get bulk pricing and somewhat limit 

the drugstore’s margins on prescription drugs.  Customers in the front-end retail portion of the 

store have essentially no bargaining power.  These customers are shopping for small, inexpensive 

items based on convenience.  Customers are typically willing to pay a slightly higher price for these 

items rather than shop around for a lower price. 
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The threat of new entrants in the drugstore industry is high.  Governmental regulation only 

requires a state license to sell prescription drugs.  This allows many single site locations to enter 

the competitive landscape, even if only for a brief period of time.  The largest barrier for many new 

entrants is geographic location.  Customers are often looking for convenience when they shop at a 

drugstore.  Well-established national drugstore chains invest millions of dollars into researching 

the best locations for future store sites.  New entrants do not have the financial or human resources 

to invest in extensive research.  Without having the most desirable and convenient locations, new 

entrants come and go relatively often.  Large mass retailers, like Walmart and Target, looking to 

compete in the prescription drug segment have overcome geographic barriers to entry by installing 

pharmacies inside existing stores.  This increases convenience levels for customers and has turned 

the mass retailers into a serious, long-term threat to the drugstore industry.  Convenience and 

dollar stores are also increasingly entering into competition with drugstores on the front-end sales 

side.  These stores compete with drugstores on front-end retail products that customers are often 

willing to pay slightly more for based on ease of purchase. 

The threat of substitute products for the prescription drug side of drugstores is very low.  

Prescription drugs are indispensable, as customers must use prescription drugs to solve various 

ailments for which there is no other remedy.  For these customers, various products include 

prescription drugs, natural remedies, lifestyle changes, or nothing at all.  A small segment of 

customers may be averse to prescription drugs, but for the vast majority of Americans, taking a 

prescription pill is easier, faster, and more pleasant than changing their lifestyle or suffering 

through a treatable ailment.  The threat of substitute products for the front-end side of drugstore 

sales is very high.  The products being sold in the front-end of the drugstore are non-essential, non-

distinctive, and widely available at other retailers.  Customers can easily purchase these products 

from any number of retailers selling them or simply choose not to buy them at all. 
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Competitive rivalry among existing drugstore is high, and as retail channels blur and the pharmacy 

retail industry reaches maturity, the intensity of this rivalry will grow.  Large drugstore chains are 

expanding their footprints to attract new customers while small, single location stores exist in 

underserved geographic markets not touched by large chains.  Mass retailers and supermarket 

retailers have entered the prescription drug retail market by offering the increased convenience of 

picking up prescriptions at a store where customers already shop.  The increasing competition 

within the industry is further magnified by declining margins within the prescription drug segment 

that is forcing drug retailers to expand sales into new product areas and services. 
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Appendix B:  Retail Prescription Drug Marketplace62 
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Appendix C:  Historic Stock Performance (1968-2013) – NYSE:RAD63 

                                                             

63 S&P Capital IQ.  2013.  Web. 

$0.00

$5.00

$10.00

$15.00

$20.00

$25.00

$30.00

$35.00

$40.00

$45.00

$50.00

$55.00

1968 1973 1978 1983 1988 1993 1998 2003 2008

Rite Aid Share Pricing



Restructuring Rite Aid Corporation 

 63 

Appendix D:  Existing Organizational Structure64 
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Appendix E:  Executive Management and Board of Directors 

Executive Management Biographies65 

John T. Standley Chairman, Chief Executive Officer, and President 50 
Mr. Standley became Chairman of the Board of the Company on June 21, 2012. He has been a 
director of Rite Aid since June 2009. Mr. Standley has served as Chief Executive Officer since June 
2010 and as President since September 2008. Mr. Standley served as the Chief Operating Officer 
from September 2008 until June 2010. He also served as a consultant to Rite Aid from July 2008 to 
September 2008. Standley first joined Rite Aid in December 1999, serving as Chief Financial Officer, 
Chief Administrative Officer and Senior Executive Vice President during his tenure. He originally 
joined Rite Aid in December 1999 as Executive Vice President and Chief Financial Officer, part of a 
new executive management team. Prior to Rite Aid, he served in key executive positions at various 
retail and grocery companies including Pathmark Stores, Inc.; Fleming, Inc.; Fred Meyer, Inc.; 
Ralph's Grocery and Smith Food & Drug Centers. He has served as a member of the Rite Aid Board 
of Directors since June 2009. He is also a member of the Executive Committee of the National 
Association of Chain Drug Stores. 
 
Ken Martindale  Chief Operating Officer 53 
Mr. Martindale was appointed and has served as Rite Aid's Senior Executive Vice President and 
Chief Operating Officer since June 2010. He joined Rite Aid in December 2008 as Senior Executive 
Vice President of Merchandising, Marketing and Logistics. Prior to joining Rite Aid, Martindale 
served as Co-President, Chief Merchandising and Marketing Officer for Pathmark Stores, Inc. He 
was a self-employed private investor from January 2008 to December 2008, and he served as Co-
President, Chief Merchandising and Marketing Officer for Pathmark Stores, Inc. from January 2006 
until its acquisition by the Great Atlantic & Pacific Tea Company in December 2007. 
 
Frank Vitrano Chief Financial Officer & Chief Administrative Officer 57 
Mr. Vitrano joined Rite Aid in September 2008 in the combined role of Chief Financial Officer and 
Chief Administrative Officer. Prior to joining Rite Aid, he served in a variety of positions during his 
35-year career at Pathmark Stores, Inc. His most recently was President, Chief Financial Officer and 
Treasurer of Pathmark from 2002-2007. He was a self-employed private investor from January 
2008 to September 2008. 
 
Mark Strassler General Counsel & Secretary 64 
Mr. Strassler is General Counsel and Secretary of Rite Aid Corporation since March 9, 2009. From 
January 2008 until March 2009, Mr. Strassler was a self-employed private investor. Previously, Mr. 
Strassler served as Senior Vice President, General Counsel and Corporate Secretary with Pathmark 
Stores, Inc. from 1997 until 2007. From 1987 until 1997, he served as Vice President, General 
Counsel and Secretary of Pathmark. From 1974 until 1987, Mr. Strassler served in a variety of legal 
positions at Pathmark. 
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Robert I. Thompson Executive Vice President – Pharmacy Operations 58 
Mr. Robert Ivan Thompson has served as Executive Vice President - Pharmacy Operations of Rite 
Aid Corporation since 2009. From August 2008 until September 2009, he served as Senior Vice 
President - Pharmacy Operations. From February 2008 to August 2008, he served as Senior Vice 
President, Northeast Division, and from June 2007 to February 2008, Mr. Thompson served as Vice 
President, Integration. From July 2004 (when he first joined Rite Aid) to June 2007, he served as 
Vice President, Pharmacy Business Development. 
 
Robert K. Thompson Executive Vice President – Store Operations 55 
Mr. Robert K. Thompson is Executive Vice President - Store Operations of Rite Aid Corporation. 
From November 2007 to July 2011, Mr. Thompson served as Senior Vice President of Western 
Division. Prior to joining Rite Aid in 2007, he was a Senior Vice President for the West Region of 
Target Corporation where he served for nearly 20 years in operations positions of increasing 
responsibility. 
 
Brian Fiala Executive Vice President – Human Resources 51 
Mr. Fiala has served as Executive Vice President - Human Resources since July 2007. Prior to 
joining Rite Aid, he was a self-employed private investor from July 2006 to June 2007. Mr. Fiala 
spent 24 years with Target Corporation, where most recently he served as Senior Vice President on 
the East Coast until July 2006. Mr. Fiala joined Target in 1983 as a management trainee, was 
promoted into various positions including Store Team Leader, Regional Merchandise Manager, 
District Team Leader, and Regional Director. In 1998, Mr. Fiala was named Regional Vice President 
for the Northeast and in 2001 was promoted to Senior Vice President of Target. 
 

Board of Directors66 

                                                             

66 Rite Aid Corporation.  (2012).  Proxy Statement 2012. 

Position Name Title Role Tenure 

Chairman John Standley CEO, Rite Aid Internal 1 year 
Lead Director Michael Regan Chief Financial Officer of 

Indiana Downs LLC 
External 6 years 

 Joseph Anderson, Jr. CEO, Vibration Control 
Technologies, LLC 

External 8 years 

 John Baumer Partner, Leonard Green & 
Partners L.P. 

External 2 years 

 Francois J. Coutu President & CEO, Jean Coutu 
Group 

External 6 years 

 Michel Coutu President of MMC Consulting External 2 years 
 James Donald CEO, Extended Stay Inc. External 5 years 
 David Jessick Former Consultant to Rite 

Aid's Chief Executive Officer 
External 4 years 

 Mary Sammons Chairman of Rite Aid and 
former CEO 

External 14 years 

 Marcy Syms CEO, Syms Corporation External 8 years 
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Board of Directors Biographies67 

Michael N. Regan Lead Independent Director 64 
Mr. Regan is Lead Independent Director of Rite Aid Corporation. Since January 2012, he has served 
as Chief Financial Officer of Indiana Downs LLC, a race track and casino complex located in Indiana, 
and expects to continue there for a limited period while the company undergoes a reorganization of 
its capital structure and ownership. Between May 2007 and December 2011, Mr. Regan was a self-
employed private equity investor. Prior thereto, he served as Chief Financial Officer of The St. Joe 
Company, a real estate development company based in Florida, from November 2006 to May 2007. 
From 1997 to November 2006, he served as Senior Vice President, Finance with The St. Joe 
Company and was a member of the senior management team. 
   
Joseph Anderson Independent Director 70 
Mr. Anderson has been an Independent Director of Rite Aid Corporation since 2005. Mr. Anderson 
has been the Chairman of the Board and Chief Executive Officer of TAG Holdings, LLC, a 
manufacturing, service and technology business since January 2002. Mr. Anderson was Chairman of 
the Board and Chief Executive Officer of Chivas Industries, LLC from 1994 to 2002. Mr. Anderson 
also serves as a director of Quaker Chemical Corporation, ArvinMeritor, Inc., Valassis 
Communications, Inc. and NV Energy, Inc. (formerly Sierra Pacific Resources). 
   
John Baumer Independent Director 44 
Mr. Baumer has been a Director of Rite Aid since 2011. He is a partner of Leonard Green & Partners, 
L.P., where he has been employed since 1999. Leonard Green & Partners, L.P. is an affiliate of Green 
Equity Investors III, L.P. and is a private equity company based in Los Angeles, California. Prior to 
joining Leonard Green & Partners, L.P., Mr. Baumer served as a Vice President in the Corporate 
Finance Division of Donaldson, Lufkin & Jenrette Securities Corporation. Before that, he worked at 
Fidelity Investments and Arthur Andersen LLP. Mr. Baumer currently serves on the boards of 
directors of Leslie's Poolmart, Inc., Prospect Medical Holdings, Inc. and VCA Antech, Inc. Mr. Baumer 
was elected to Rite Aid’s Board of Directors by the holders of the LGP preferred stock. 
   
Francois Coutu Independent Director 57 
Mr. François J. Coutu has served as President and Chief Executive Officer of Jean Coutu Group since 
October 2007. Previously, Mr. François J. Coutu held the positions of President of Canadian 
Operations and Vice Chairman of the Board from 2005 to 2007, President and Chief Executive 
Officer from 2002 to 2005 and President and Chief Operating Officer of Jean Coutu Group from 
1992 to 2002. Mr. François J. Coutu has been a member of the Board of Directors of Jean Coutu 
Group since December 1985. A pharmacist by profession, he is a former chair of the Canadian 
Association of Chain Drug Stores, a trade association, and previously served as a member of the 
Board of Directors of the National Bank of Canada, where he was a member of the Human 
Resources and Credit Committees. 
   
Michel Coutu Independent Director 58 
Mr. Coutu has been an Independent Director of Rite Aid Corporation since 2010. Mr. Michel Coutu 
has been President of MMC Consulting, a strategic consulting company, since 2010. He served as 
non-executive Co-Chairman of the Board from June 2007 until June 2010. He served as President of 
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the U.S. operations of Jean Coutu Group and Chief Executive Officer of Jean Coutu USA from August 
1986 until June 2007. He has also served as a member of the Board of Directors of Jean Coutu Group 
since December 1985. 
 
James L. Donald Independent Director 58 
Mr. Donald has been an Independent Director of Rite Aid Corporation since 2008. Since February 
2012, Mr. Donald has served as Chief Executive Officer of Extended Stay Hotels, a company 
specializing in hospitality and extended stay hotels. From October 2009 until March 2011, Mr. 
Donald served as the President and Chief Executive Officer of Haggen, Inc., a supermarket chain. 
Previously, Mr. Donald was President and Chief Executive Officer and a director of Starbucks 
Corporation from April 2005 to January 2008. From October 2004 to April 2005, Mr. Donald served 
as Starbucks' CEO designate. He has also served in a variety of senior management positions with 
Albertson's, Inc., Safeway, Inc. and Wal-Mart Stores, Inc. 
 
David Jessick Independent Director 59 
Mr. Jessick has served as an Independent Director of Rite Aid since 2009. From July 2002 to 
February 2005, Mr. Jessick served as a consultant to Rite Aid's Chief Executive Officer and senior 
financial staff and was Senior Executive Vice President, Chief Administrative Officer of Rite Aid from 
December 1999 to July 2002. From July 1998 to June 1999, Mr. Jessick was Executive Vice 
President, Finance and Investor Relations of Fred Meyer, Inc., and from February 1997 to July 1998, 
Mr. Jessick was Chief Financial Officer of Fred Meyer, Inc. 
 
Mary Sammons  Chairman of the Board 59 
Ms. Sammons has been Chairman of the Board of the Company since June 4, 2007 and has been a 
member of Rite Aid's Board of Directors since December 5, 1999. From June 2003 until June 2010, 
Ms. Sammons served as Chief Executive Officer of the Company. Ms. Sammons was President of Rite 
Aid from December 1999 to September 2008. From April 1999 to December 1999, Ms. Sammons 
served as President and Chief Executive Officer of Fred Meyer Stores, Inc., a subsidiary of The 
Kroger Company. From January 1998 to April 1999, Ms. Sammons served as President and Chief 
Executive Officer of Fred Meyer Stores, Inc., a subsidiary of Fred Meyer, Inc. From 1985 through 
1997, Ms. Sammons held several senior level positions with Fred Meyer Stores, Inc., the last being 
that of Executive Vice President. Ms. Sammons is also a member of the Board of the National 
Association of Chain Drug Stores, a trade association, is a director of StanCorp Financial Group, Inc. 
and Magellan Health Services, Inc. and previously served as a director of First Horizon National 
Corporation. 
   
Marcy Syms  Independent Director 61 
Ms. Syms has been a director of Syms Corp., a chain of retail clothing stores, since 1983, when she 
was named President and COO. Ms. Syms became CEO of Syms Corp. in 1998 and was named Chair 
in 2010. In November 2011, Syms Corp. and its subsidiaries filed voluntary petitions for relief 
under Chapter 11 of the Untied States Bankruptcy Code and ceased all retail operations. 
Ms. Syms also is a founding member of the Board of Directors of the Syms School of Business at 
Yeshiva University. Ms. Syms brings to the Board over 18 years of experience as a chief executive 
officer of a chain of 
retail stores, including an array of skills in strategic planning, marketing and human resources 
matters similar to those faced by the Company. 
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Appendix F:  Shareholder Analysis68 

 
Ownership Type Shareholder Number 

of  
Holders 

Common 
Shares 

O/S (%) 

Market 
Value 
($M) 

Corporate Jean Coutu Group 1 11.7% $298.6 
     
Institutional 
Shareholders 

Institutions  49.1% $1,256.8 

 Traditional Investment Managers 144 26.5% $678.6 
   The Vanguard Group  4.9% $129.2 
   BlackRock, Inc.  4.3% $113.0 
   State Street Global Advisors  2.5% $64.6 
   Marathon Asset Management  1.8% $48.3 
   T. Rowe Price Group, Inc.  1.2% $31.6 
 Hedge Funds & PE Funds 34 19.6% $501.6 
   Mount Kellett Capital Management*  3.8% $100.1 
   Leonard Green & Partners  3.7% $97.1 
   Lonestar Capital Management  2.5% $66.5 
   D.E. Shaw Investment Management*  1.4% $37.8 
   Saba Capital Management  1.2% $31.6 
     
Public Shareholders N/A N/A 38.2% $977.2 
     
Individuals & 
Insiders 

Officers & Board Members 18 1.1% $26.9 

     
* Indicates activist investor 
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Appendix G:  Creditor Analysis 

Secured Creditors (Term Lenders)69 

Term Debt Creditor Principal ($M) Seniority 
Tranche 6 Term Loan Wells Fargo $1,161.0 Senior 

Secured 
    
Revolving Credit Facility Syndicate $1,795.0 Senior 

Secured 
   Wells Fargo   $450.0  
   Citicorp North America, Inc.   $300.0  
   Bank of America   $300.0  
   GE Capital Corp.   $250.0  
   Goldman Sachs Bank   $100.0  
   Morgan Stanley Senior Funding, Inc.   $75.0  
   CIT Finance LLC   $60.0  
   PNC Bank   $50.0  
   ING Capital LLC   $45.0  
   Compass Bank   $30.0  
   Regions Bank   $29.0  
   Siemens Financial Services, Inc.   $25.0  

   Morgan Stanley Bank   $25.0  
   Capital One Leverage Finance Corp.   $25.0  

   U.S. Bank National Association   $21.0  
   RB International Finance (USA)   $10.0  
    
Tranche 1 Term Loan Citicorp North America, Inc. $470.0 Second Lien 

Secured 
 

  

                                                             

69 Rite Aid Corporation.  (2013).  8-K Report, February 2013 
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Secured Creditors (Bond Holders)70 

Security Principal 
Balance 

Bid / Ask Top Holders O/S (%) 

10.25% Senior Secured Notes, 
Second Lien (Oct 2019) 

$270.0  No material information found  

     
7.5% Senior Secured Notes, 
Second Lien (Mar 2017) 

$5.000  No material information found  

     
8.0% Senior Secured Notes, 
Second Lien (Aug 2020) 

$650.0  No material information found  

     

 

Unsecured Creditors (Bond Holders)71 

 

Security Principal 
Balance 

Bid / Ask Top Holders O/S (%) 

6.875% Unsecured 
Unguaranteed Notes (Dec 2028) 

$128.0 $98.25 / 
$99.875 

UBS Strategy Fund Management 
Franklin Advisors, Inc 

32.7% 
32.7% 

7.7% Unsecured Unguaranteed 
Notes (Feb 2027) 

$295.0 $106.00 / 
$106.00 

Lord Abbett & Co 
T. Rowe Price Associates 
Ameriprise Financial, Inc. 
Fidelity Management 

12.7% 
9.7% 
4.1% 
2.6% 

8.5% Unsecured Unguaranteed 
Convertible Notes (May 2015) 

$64.2 $138.74 / 
$138.74 

Zazove Associates LLC 
Pomelo Capital LLC 
Hudson Bay Capital Management 
Wolverine Asset Management 

39.3% 
18.7% 
11.3% 
10.4% 

 

                                                             

70 S&P Capital IQ.  2013.  Web. 
71 Bloomberg.  2013.  Web. 
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Appendix H:  Rite Aid Customer Family Median Income Level 

If it assumed that customers at any given store have a family median income level between the 25th 

and 75th percentiles, Rite Aid is in line with its competitors in the South.  However, Rite Aid is still 

below its competitors in New York (metro), Northeast, Mid-Atlantic, and West regions. 

 

 
 

$0

$10,000

$20,000

$30,000

$40,000

$50,000

$60,000

$70,000

$80,000

$90,000

$100,000

Fa
m

ily
 M

ed
ia

n
 In

co
m

e 
Le

ve
l 



Restructuring Rite Aid Corporation 

 72 

Appendix I: Store Distribution by Median Family Income Level 

Mid-Atlantic Region:  Stores by Median Family Income Level 

 

New York City (Metro) Region:  Stores by Median Family Income Level 
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Northeast Region:  Stores by Median Family Income Level 

 

South Region:  Stores by Median Family Income Level 
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West Region:  Stores by Median Family Income Level 
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Appendix J:  Executive Compensation Peer Group72  

Company 
Revenue  

($ billions) Rite Aid CVS Walgreens 

Aetna Inc. 35.5 
 

X 
 AmerisourceBergen Corporation 79.5 X X 
 Best Buy Co. Inc. 50.7 

  
X 

BJ’s Wholesale Club Inc. 11.4 X 
  Cardinal Health, Inc. 107.6 

 
X X 

Costco Wholesale Corporation 99.1 X X 
 CVS Caremark Corporation 123.1 X na X 

Dollar General Corp. 14.8 X 
  Express Scripts Holding Company 93.9 

 
X 

 Harris Teeter Supermarkets, Inc.  4.3 X 
  The Home Depot, Inc. 74.8 

 
X X 

J.C. Penney Company, Inc. 17.3 X 
  Johnson & Johnson 74.8 

  
X 

Kraft Foods Inc. 54.4 
  

X 

The Kroger Co. 96.8 X X X 

Lowe’s Companies, Inc. 50.5 
 

X X 

McDonald’s Corporation 27.6 
  

X 

McKesson Corporation 122.7 X X X 

Medco Health Solutions Inc. 70.1 
  

X 

 Office Depot, Inc. 11.5 X 
  Procter & Gamble Co. 83.7 

  
X 

Rite Aid Corporation 26.1 na 
 

X 

Safeway Inc. 44.2 X 
 

X 

Sears Holdings Corporation 41.6 X 
 

X 

SUPERVALU INC. 17.1 X 
 

X 

Target Corporation 73.3 X X X 

UnitedHealth Group Incorporated 110.6 
 

X 
 Walgreen Co. 71.6 X X na 

Walmart Stores, Inc. 466.1 X 
 

X 

Wellpoint, Inc. 61.7 X X X 

Median Revenue of Peer Group 
 

53.0 86.7 65.9 

Standard Deviation of Revenue of Peer Group 
 

41.1 26.4 31.5 

Company Revenue 
 

26.1 123.1 71.6 

                                                             

72 Rite Aid Corporation.  (2012).  Proxy Statement 2012.   
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Appendix K:  Value Chain Analysis 

Primary activities are the direct levers of a company’s competitive advantage within its industry 

and include: inbound logistics, operations, outbound logistics, marketing & sales, and service.  

Support activities include general administrative and company infrastructure, human resources, 

procurement activities, and technology development.73 

Value Chain:  Primary Activities 

Inbound & Outbound Logistics   

Rite Aid’s in-bound logistics originate at finished-goods suppliers or wholesalers.  The company 

frequently uses a cohort of five preferred less-than-truckload (LTL) domestic carriers, depending 

on geography, to transport goods from vendors to Rite Aid distribution centers or directly to stores.  

Typically, perishable items and controlled-substance pharmaceuticals are shipped directly to retail 

stores.  Non-perishable and personal goods items are shipped to Rite Aid distribution centers. 

Rite Aid operates a standard, geographic “hub and spoke” distribution model.  The company 

currently operates twelve primary distribution centers and six satellite distribution centers.  Of 

these, one primary location is leased and the remaining eleven are owned; all of the satellite 

facilities are leased.74  Satellite distribution facilities are maintained to deal with excess capacity 

requirements resulting from seasonal inventory fluctuations.75  Rite Aid does not operate coastal 

receiving facilities for international shipments, relying instead on its LTL carriers to ship imports 

from the site of debarkation to its distribution centers (Figure K-1). 

                                                             

73 Porter, Michael.  The Competitive Advantage: Creating and Sustaining Superior Performance.  New York: The 
Free Press, 1985.  Print. 
74 Rite Aid Corporation.  Rite Aid Supplier Guide, 2011.  Web. 
75 Schroeder, Matthew. “RE: IR Inquiry.”  Message to Student Team.  25 April 2013.  E-Mail. 
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Figure K-1 

 

Marketing & Sales 

Rite Aid’s primary function is retail sales operations.  Except for some population-dense markets, 

retail pharmacy store traffic is not driven by reoccurring purchases of staple goods.   Traffic is 

instead driven into retail pharmacy stores by prescription drug needs and promotional offers.   

In 2011, Rite Aid launched the wellness+ program, a major revision of its existing customer loyalty 

program.76  The company’s leadership notes that the 52 million wellness+ members compromise 

68.0% of prescriptions filled and account for 74.0% of front-end sales.  It further claims that 

“wellness+ members have higher basket sizes than non-members and also have a much higher rate 

of prescription retention.”77  The wellness+ system allows members to download coupons as part of 

                                                             

76 Rite Aid Corporation.  (2012).  10-K Annual Report 2012. 
77 Rite Aid Corporation.  “Unlocking the Value of Rite Aid.”  Investor Presentation.  12 January 2009.  Web. 



Restructuring Rite Aid Corporation 

 78 

the weekly sales promotions circular onto a smartphone or to print.  Promotions are integrated into 

a tiered points system that allows bands of 10.0% and 20.0% savings for one-year periods.  When 

asked, Rite Aid executives would not elaborate on the program’s ROI or relative lifetime value.78  

Operations 

For the purposes of this assessment, demand forecasting, stocking, and asset management will be 

the focuses of the operational analysis.  A recent industry report on drug store inventory and 

stocking notes that:  “In the highly competitive drugstore industry, with leading chains sometimes 

located directly across the street from each other, having the right product in the right place at the 

right time can be the difference between a sale and a lost customer.”79 

Following the 2007 Brooks Eckerd acquisition, Rite Aid embarked on a cost reduction program that 

achieved a 4.2% reduction in total inventory per store.  The program was designed to rid the 

system of “unproductive” inventory.  This initiative, coupled with inadequate demand forecasting 

and poor asset management, led to persistent, insufficient merchandise stock levels on Rite Aid 

shelves.  The previously mentioned 2012 inventory study by the CtW Investment Group noted that 

of the 220 Rite Aid stores surveyed, not one had every promotional item in stock during each 

survey visit.80 

The effects of this poor inventory management are particularly magnified as they relate to the Rite 

Aid’s wellness+ promotions and marketing.  The targeted marketing brings Rite Aid customers 

through store doors, only to have them find empty shelves and promotion items out of stock.  

Although Rite Aid has an automated, web-based supplier transaction system, “the company’s in-

                                                             

78 Schroeder, Matthew. “RE: IR Inquiry.”  Message to Student Team.  25 April 2013.  E-Mail. 
79 CtW Investment Group.  “Not As Advertised: Out-of-Stock Sale Items and Rite Aid’s Bid for Customer 
Loyalty.”  Rite Aid Disclosure Watch Initiative.  March 2012.  Web. 
80 Ibid.  
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store replenishment system requires a regular manual audit by store personnel to identify out-of-

stock items which need to be ordered or have already been ordered.”81  This manual-to-automated 

system creates a time gap in Rite-Aid’s replenishment cycle, adds complexities to the company’s 

demand forecasting, and leads to a bullwhip effect in the entire supply chain.  Such inefficient 

forecasting and inability to meet customer demand is extremely damaging in retail operations.     

Service Support 

A strong plurality of consumer sentiment surrounding Rite Aid has been unenthusiastic; one 

consumer observer noted that Rite Aid rests at the bottom of the Hierarchy of Drugstores, based on 

experiences in Rite Aid stores and interactions with Rite Aid staff.82  Moving in tandem with Rite 

Aid’s moves to refresh its store image and brand concept, the management has also taken steps to 

improve customer service.  Once such effort is the creation of a Rite Aid Wellness Ambassador 

position, which is an iPad-equipped, sales floor staff member dedicated to greet customers as they 

enter the store and answer customer questions.  Under Rite Aid’s new Wellness Store concept, this 

“Customer Quarterback” sales associate serves as the primary link from the front-end of the store 

to the back end of the store.  With the majority of Rite Aid store traffic is customers seeking 

prescription, the quality of pharmacy staff interaction with customers and the ability to turn back-

end engagement into higher-margin front-end sales is critical for Rite Aid. 

                                                             

81 CtW Investment Group.  “Not As Advertised: Out-of-Stock Sale Items and Rite Aid’s Bid for Customer 
Loyalty.”  Rite Aid Disclosure Watch Initiative.  March 2012.  Web. 
82 Things Ruining My Life Blogspot.  “Rite Aid.”  26 January 2012.  Web.  
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Value Chain:  Support Activities 

General Administrative & Company Infrastructure 

Rite Aid has an appreciably larger number of stores on the East Coast than the West Coast.  Its 

strongest presence is in the northeast and this geographic concentration drives the control and 

management of the company’s operations.   Rite Aid organizes its operations into five regions: Mid-

Atlantic, Northeast, New York Metro, South, and West.  Each region is headed by a Vice President or 

Senior Vice President; however, only two report directly to the CEO.  Little information is publicly 

available regarding the effectiveness or mechanics of Rite Aid’s inter-company communications. 

Human Resources 

Rite Aid underwent mass layoffs in 2000 and in 2007 following the Eckerd’s acquisition.  At present, 

approximately 30.0% of the company’s workforce is unionized.  Rite Aid’s collectively bargained 

workforce has threatened to strike several times.  Rite Aid employee unions in Pennsylvania and 

California have recently vocalized their discontent ahead of contract negotiations.83  Compared to 

its benchmark retail pharmacy competitors, CVS and Walgreens, Rite Aid’s Sales, General and 

Administrative costs are well out of line84: 

Table K-1:  SG&A Metrics 

                                                             

83 Katzanek, Jack.  “Labor: Union Voting to Authorize Rite Aid Strike.”  The Press Enterprise.  26 July 2012.  Web. 
84 S&P Capital IQ.  2013.  Web. 

  SG&A Margin (% of Revenue) Employees per Store Top Five Compensation (% of 
EBITA) 

 2010 2011 2012 2010 2011 2012 2010 2011 2012 

Rite Aid 25.6% 25.0% 26.0% 19.5 19.3 19.3   2.1% 

CVS 14.7% 13.3% 12.4% 39.0 38.2 37.5   0.2% 

Walgreens 23.0% 22.9% 23.6% 32.2 31.8 30.3   0.2% 
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Perhaps most significantly, Rite Aid’s workforce reduction has left the company with 30.0% fewer 

employees per store than its closest pure competitor Walgreens.  Despite this metric, Rite Aid’s 

SG&A expenses still exceed those of its peers.  Some of these expenses may be attributable to the 

higher cost of Rite Aid’s unionized work force; however, our analysis shows that top tier Rite Aid 

executives are overpaid relative to the company’s performance and industry peers.   

Procurement Activities 

Rite Aid has a supplier management program to standardize non-prescription receivables.  It also 

uses a web-based system that automates supplier transactions and integrates payment and letter of 

credit features.85  Rite Aid also tracks supplier compliance and performance metrics; however, the 

Rite Aid Supplier Guide notes only invoice and order-related accuracy as a key metrics.  The 

supplier transaction system produces metrics on a monthly basis and is not tied to any other Rite 

Aid IT system.86  Although the company purchases from more than 200 national and international 

vendors, its largest suppliers are:87  

Pharmaceuticals (Generic) Personal Goods 

Perrigo Company Bazi International, Inc. 

ProPhase Labs, Inc. CCA Industries, Inc. 

Somaxon Pharmaceuticals, Inc. Physicians Formula Holdings, Inc. 

Surya Pharmaceutical Limited Prestige Brands Holdings, Inc. 
TheraBiogen, Inc. Schiff Nutrition International, Inc. 

 

Rite Aid relies on healthcare distributor, McKesson Corporation, as its primary supplier for branded 

pharmaceutical drugs.  Alarmingly, McKesson accounts for 90.9% of Rite Aid’s name brand drug 

                                                             

85 MHL News.  “Rite Aid Aims to Lower Costs by Automating its Global Supply Chain Transactions.”  
mhlnews.com.  18 January 2005.  Web. 
86 Rite Aid Corporation.  Rite Aid Supplier Guide, 2011.  Web. 
87 S&P Capital IQ.  2013.  Web. 
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supply.88  As a result, approximately 14.9% of Rite Aid’s total revenue flows from McKesson-

supplied pharmaceuticals.  In terms of supply chain vulnerability, Rite Aid’s sole reliance on 

McKesson poses a notable risk.   

In October 2012, Rite Aid announced ahead of schedule that it had renewed its long-term 

distribution contract with McKesson.  The new contract expires in 2016.89  While specific details of 

the new contract are unavailable, the Form 8-K notes that McKesson will continue to supply Rite 

Aid with all of its branded prescription drugs and an unspecified amount of generic drugs. 

Technology Development 

As noted in the previous sections on Operations and Procurement, Rite Aid’s information systems 

architecture is outdated and grossly inefficient.  Because the company lacks a unified enterprise 

resource planning (ERP) system, extending from point-of-sale to replenishment to procurement, 

the company’s operations suffer.  The resulting lack of timely information flow creates supply chain 

asymmetry, or bullwhip effects, as evidenced by the company’s persistent out-of-stock problems.   

                                                             

88 Rite Aid Corporation.  (2012).  10-K Annual Report 2012. 
89 Rite Aid Corporation.  (2013).  8-K Report, February 2013. 
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Appendix L:  Interest Rate Risk 

Year 
Interest Expense 

Current Rates 
Interest Expense 
Rates + 100bps 

Interest Expense 
Rates + 200bps 

Interest Expense 
Rates + 500bps 

2014 $377.6 $392.7 
$407.9 

 
$453.3 

 

2015 $369.5 $383.9 
$398.3 

 
$441.4 

 

2016 $366.4 $380.0 
$393.6 

 
$434.4 

 

2017 $273.3 $286.2 
$299.0 

 
$337.5 

 

2018 $233.8 $245.9 
$258.0 

 
$294.2 

 

*Projected interest payments ($ in millions) 
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Appendix M:  Historical Financial Statements 

Income Statement 

 

  

2009(A) 2010(A) 2011(A) 2012(A) 2013(A)

($ millions)

Pharmacy Revenue $17,604.3 $17,355.9 $17,036.0 $17,725.7 $17,083.8 

Front End Revenue $8,581.1 $8,213.4 $8,081.6 $8,293.6 $8,200.0 

Other Revenue $103.9 $99.8 $97.3 $101.9 $108.5 

Total Revenue $26,289.3 $25,669.1 $25,214.9 $26,121.2 $25,392.3 

Cost of Goods Sold $19,253.6 $18,845.0 $18,522.4 $19,327.9 $18,073.9 

Gross Profit $7,035.7 $6,824.1 $6,692.5 $6,793.3 $7,318.4 

Selling, General, and Administrative Expenses $6,399.2 $6,069.2 $5,952.2 $6,090.8 $6,186.7 

Depreciation and Amortization $586.2 $534.2 $505.6 $440.6 $414.1 

Operating Income $50.3 $220.7 $234.7 $261.9 $717.6 

Goodwill Impairment Charge $1,810.2 $0.0 $0.0 $0.0 $0.0 

Other Expense (Income) $345.2 $184.9 $232.7 $125.0 $194.7 

Interest expense $477.6 $515.8 $547.6 $529.3 $515.4 

Income (Loss) Before Income Taxes ($2,582.7) ($480.0) ($545.6) ($392.4) $7.5 

Income Tax (Benefit) Expense $329.3 $26.8 $9.8 ($23.7) ($110.6)

Net Income (Loss) from Continuing Operations ($2,912.0) ($506.8) ($555.4) ($368.7) $118.1 

Income (Loss) from Discontinued Operations, Net ($3.4) $0.0 $0.0 $0.0 $0.0 

Net Income (Loss) ($2,915.4) ($506.8) ($555.4) ($368.7) $118.1 

EBITDA $636.5 $754.9 $740.3 $702.5 $1,131.7 

Weighted average shares outstanding-basic 840.8                    880.8                    882.9                    885.8                    889.6

Weighted average shares outstanding-diluted 840.8                    880.8                    882.9                    885.8                    907.3

Year end shares outstanding 886.1                    887.6                    890.3                    898.7                    904.3

Net income (loss) per share-basic ($3.49) ($0.59) ($0.64) ($0.43) $0.12 

Net income (loss) per share-diluted ($3.49) ($0.59) ($0.64) ($0.43) $0.12 

Total number of employees (Actual) 103,000               97,500                  91,800                  90,000                  89,000              

Number of retail drugstores (Actual) 4,901                    4,780                    4,714                    4,667                    4,623                 
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Balance Sheet 

 

  

2009(A) 2010(A) 2011(A) 2012(A) 2013(A)

($ millions)

Cash & cash equivalents $152.0 $103.6 $91.1 $162.3 $129.5 

Accounts receivables, gross $564.2 $987.1 $991.6 $1,042.0 $929.5 

Less: allowances for uncollectible accounts ($37.5) ($31.6) ($25.1) ($28.8) $0.0 

Accounts receivable, net $526.7 $955.5 $966.5 $1,013.2 $929.5 

Inventories, net $3,509.5 $3,238.6 $3,158.1 $3,138.5 $3,154.7 

Prepaid Expenses & Other Current Assets $176.7 $210.9 $195.7 $190.6 $195.4 

  Total current assets $4,364.9 $4,508.6 $4,411.4 $4,504.6 $4,409.1 

Land $280.3 $267.9 $261.9 $249.9 $236.7 

Buildings $798.1 $749.7 $743.5 $746.6 $616.7 

Leasehold improvements $1,623.1 $1,617.7 $1,577.9 $1,618.0 $1,733.6 

Equipment $2,239.9 $2,100.1 $1,989.4 $2,020.4 $2,058.1 

Construction in progress $89.6 $73.9 $67.9 $58.0 $55.0 

Capital Leases $0.0 $0.0 $0.0 $0.0 $165.2 

Gross property, plant & equipment $5,031.0 $4,809.3 $4,640.6 $4,692.9 $4,865.3 

Less: accumulated depreciation ($2,443.6) ($2,516.2) ($2,601.3) ($2,790.8) ($2,969.6)

Property, Plant & Equipment, Net $2,587.4 $2,293.1 $2,039.3 $1,902.1 $1,895.7 

Goodwill $0.0 $0.0 $0.0 $0.0 $0.0 

Other Intangibles, Net $1,017.0 $823.1 $646.3 $528.8 $464.4 

Deferred Tax Assets $0.0 $0.0 $0.0 $0.0 $0.0 

Other Non-Current Assets $357.0 $425.1 $458.9 $428.9 $309.6 

  Total Assets $8,326.3 $8,049.9 $7,555.9 $7,364.4 $7,078.8 

Current Maturities of Long-Term Debt & Leases $40.1 $51.5 $63.1 $79.4 $37.3 

Accounts payable $1,257.0 $1,159.1 $1,307.9 $1,426.4 $1,384.6 

Accrued Expenses & Other Current Liabilities $1,005.2 $965.1 $1,049.4 $1,064.5 $1,156.3 

Deferred Tax Liabilities $0.0 $0.0 $0.0 $0.0 $0.0 

  Total Current Liabilities $2,302.3 $2,175.7 $2,420.4 $2,570.3 $2,578.2 

Revolving Credit Facility $838.0 $80.0 $28.0 $136.0 $665.0 

Long-term Debt, less current maturities $5,133.0 $6,239.4 $6,128.8 $6,112.8 $5,239.4 

Other noncurrent liabilities $1,252.7 $1,228.4 $1,190.0 $1,132.0 $1,055.6 

  Total Liabilities $9,526.0 $9,723.5 $9,767.2 $9,951.1 $9,538.2 

Preferred Stock $143.5 $152.3 $161.7 $171.6 $182.1 

Common stock $886.1 $887.6 $890.3 $898.7 $904.3 

Additional paid-in capital $4,265.2 $4,277.2 $4,281.6 $4,279.0 $4,280.8 

Retained earnings (accumulated deficit) ($6,452.7) ($6,959.4) ($7,514.8) ($7,883.4) ($7,765.3)

Accumulated other comprehensive income (loss) ($41.8) ($31.3) ($30.1) ($52.6) ($61.3)

  Total Stockholders' Deficit ($1,199.7) ($1,673.6) ($2,211.3) ($2,586.7) ($2,459.4)

  Total Liabilities & Stockholders' Deficit $8,326.3 $8,049.9 $7,555.9 $7,364.4 $7,078.8



Restructuring Rite Aid Corporation 

 86 

Statement of Cash Flows 

 

2009(A) 2010(A) 2011(A) 2012(A) 2013(A)

($ millions)

Operating Activities

Net income (loss) ($2,915.4) ($506.8) ($555.4) ($368.7) $118.1 

Depreciation & Amortization $586.2 $534.2 $505.6 $440.6 $414.1 

Goodwill impairment charge $1,810.2 $0.0 $0.0 $0.0 $0.0 

Lease termination & impairment charges $293.7 $208.0 $210.9 $100.1 $70.9 

LIFO charges (credits) $184.6 $88.5 $44.9 $188.7 ($147.9)

Loss (gain) on sale of assets, net $11.6 ($24.1) ($22.2) ($8.7) ($16.8)

Stock-based compensation expense (benefit) $31.5 $23.8 $17.3 $15.9 $17.7 

Loss (gain) on debt modifications & retirements, net $39.9 $1.0 $44.0 $33.6 $140.5 

Proceeds from sale of inventory $0.0 $0.0 $0.0 $0.0 $0.0 

Proceeds from insured loss $0.0 $1.4 $0.0 $0.0 $0.0 

Changes in deferred taxes $307.8 $0.0 $0.0 $0.0 $0.0 

Accounts receivable securitization $104.9 ($555.0) $0.0 $0.0 $0.0 

Accounts receivable $33.8 $118.2 ($11.0) ($48.8) $82.7 

Inventories $196.5 $181.5 $35.1 ($169.9) $130.1 

Accounts payable ($140.3) ($194.7) $156.1 $146.3 $0.0 

Other assets & liabilities, net ($185.1) ($201.3) ($29.5) ($62.6) $10.2 

  Net Cash Flows from Operating Activities $359.9 ($325.3) $395.8 $266.5 $819.6 

Investing Activities

Payments for property, plant & equipment ($460.9) ($183.9) ($162.3) ($215.0) ($315.8)

Intangible assets acquired ($80.5) ($9.8) ($24.2) ($35.1) ($67.1)

Acquisition of Jean Coutu, USA, net ($0.1) $0.0 $0.0 $0.0 $0.0 

Proceeds from sale-leaseback transactions $161.6 $8.0 $0.0 $6.0 $6.3 

Proceeds from dispositions of assets & investments $33.6 $65.2 $29.8 $22.9 $30.3 

Proceeds from insured loss $0.0 $0.0 $0.0 $0.0 $0.0 

  Net Cash Flows from Investing Activities ($346.3) ($120.5) ($156.7) ($221.2) ($346.3)

Financing Activities

Net Proceeds from long-term debt $30.5 $1,128.7 ($129.6) ($26.0) ($862.9)

Net (payments to) proceeds from revolver ($11.0) ($758.0) ($52.0) $108.0 $529.0 

Proceeds from financing secured by owned property $31.4 $0.0 $0.0 $0.0 $0.0 

Change in zero balance cash account ($16.3) $86.7 ($15.7) ($32.8) ($43.7)

Net proceeds from issuance of common stock $1.1 $0.1 $0.2 $0.9 $1.6 

Payments for preferred stock dividends ($3.5) $0.0 $0.0 $0.0 $0.0 

Financing fees for early debt redemption $0.0 $0.0 ($19.7) ($11.8) ($75.3)

Deferred financing costs paid ($49.5) ($60.2) ($34.8) ($12.4) ($54.8)

  Net Cash Flows from Investing Activities ($17.3) $397.3 ($251.6) $25.9 ($506.1)

Increase (Decrease) in Cash & Cash Equivalents ($3.7) ($48.5) ($12.5) $71.2 ($32.8)

Cash & Cash Equivalents, beginning of year $155.8 $152.1 $103.6 $91.1 $162.3 

Cash & Cash Equivalents, end of year $152.1 $103.6 $91.1 $162.3 $129.5 

Change in Cash Before Revolver $7.3 $709.5 $39.5 ($36.8) ($561.8)
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Appendix N:  Liquidity, Debt Management and Ratios 

From a financial perspective, long-term debt management is the most important focal point of the 

balance sheet in a restructuring event.  Rite Aid has over $6.0 billion in long-term debt, which 

amounts to roughly $515.4 million in interest payments per year at current interest rates.  

However, total contractual cash obligations on long-term debt, including all principal and interest 

payments for all time periods are in excess of $9.1 billion.  This is troubling as cash flow from 

operating activities in 2013 only amounted to $819.6 million. 

Rite Aid’s 2013 operating income was $717.6 million while EBITDA was $1.1 billion.  These 

improved figures are a result of Rite Aid’s ongoing turnaround, and while they do show 

improvement in credit ratios, Rite Aid is still below ideal credit ratios.  In 2012, the gap between 

operating income and interest payments was $267.0 million, which indicates that Rite Aid needed 

to double its operating earnings just to breakeven on interest payments. 

Table N-1:  Debt Management 

 

 

2008(A) 2009(A) 2010(A) 2011(A) 2013(A)

EBITDA $636.5 $754.9 $740.3 $702.5 $1,131.7

L/T Debt $6,011.1 $6,370.9 $6,219.9 $6,328.2 $5,941.7

Debt Service $517.7 $567.3 $610.7 $608.7 $552.7

Total Debt / EBITDA 9.44x 8.44x 8.40x 9.01x 5.25x

EBITDA / Interest Coverage 1.33x 1.46x 1.35x 1.33x 2.20x

(EBITDA - CAPEX) / Interest Coverage 0.20x 1.09x 1.01x 0.85x 1.45x

EBITDA / Fixed Charges 0.60x 0.99x 0.93x 0.82x 1.21x
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Appendix O:  Retail Pharmacy Industry Revenue Mix 
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Appendix P: Projected Financial Statements (Base Case) 

Income Statement 

 

  

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

($ millions)

Pharmacy Revenue $17,562.1 $18,053.9 $18,595.5 $19,153.4 $19,766.3 

Front End Revenue $8,405.0 $8,615.1 $8,830.5 $9,051.3 $9,300.2 

Other Revenue $111.2 $114.0 $116.8 $119.8 $123.4 

Total Revenue $26,078.4 $26,783.0 $27,542.8 $28,324.4 $29,189.8 

Cost of Goods Sold $18,906.81 $19,417.68 $19,968.57 $20,494.30 $21,120.47 

Gross Profit $7,171.5 $7,365.3 $7,574.3 $7,830.1 $8,069.3 

Selling, General, and Administrative Expenses $6,128.4 $6,294.0 $6,472.6 $6,656.2 $6,859.6 

Depreciation and Amortization $391.2 $401.7 $413.1 $424.9 $437.8 

Operating Income $652.0 $669.6 $688.6 $749.0 $771.9 

Goodwill Impairment Charge $0.0 $0.0 $0.0 $0.0 $0.0 

Other Expense (Income) $211.9 $211.9 $211.9 $211.9 $211.9 

Interest expense $409.3 $410.4 $410.1 $413.3 $356.9 

Income (Loss) Before Income Taxes $30.8 $47.3 $66.7 $123.8 $203.1 

Income Tax (Benefit) Expense $12.0 $18.4 $26.0 $48.3 $79.2 

Net Income (Loss) from Continuing Operations $18.8 $28.9 $40.7 $75.5 $123.9 

Income (Loss) from Discontinued Operations, Net $0.0 $0.0 $0.0 $0.0 $0.0 

Net Income (Loss) $18.8 $28.9 $40.7 $75.5 $123.9 

EBITDA $1,043.1 $1,071.3 $1,101.7 $1,173.9 $1,209.7 
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Balance Sheet 

 

  

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

($ millions)

Cash & cash equivalents $156.5 $160.7 $165.3 $169.9 $175.1 

Accounts receivables, gross

Less: allowances for uncollectible accounts

Accounts receivable, net $1,011.54 $1,038.87 $1,068.34 $1,098.66 $1,132.23 

Inventories, net $3,098.6 $3,155.4 $3,189.4 $3,273.4 $3,373.4 

Prepaid Expenses & Other Current Assets $182.5 $187.5 $192.8 $198.3 $204.3 

  Total current assets $4,449.2 $4,542.4 $4,615.8 $4,740.3 $4,885.1 

Land

Buildings

Leasehold improvements

Equipment

Construction in progress

Capital Leases

Gross property, plant & equipment

Less: accumulated depreciation

Property, Plant & Equipment, Net $1,921.8 $1,975.3 $2,030.4 $2,115.4 $2,203.0 

Goodwill $0.0 $0.0 $0.0 $0.0 $0.0

Other Intangibles, Net $464.4 $464.4 $464.4 $464.4 $464.4 

Deferred Tax Assets $0.0 $0.0 $0.0 $0.0 $0.0

Other Non-Current Assets $422.2 $433.6 $445.9 $458.6 $472.6 

  Total Assets $7,257.6 $7,415.8 $7,556.6 $7,778.6 $8,025.1 

Current Maturities of Long-Term Debt & Leases $77.2 $141.4 $77.2 $1,387.2 $77.2 

Accounts payable $1,418.0 $1,456.3 $1,497.6 $1,537.1 $1,584.0 

Accrued Expenses & Other Current Liabilities $1,095.3 $1,124.9 $1,156.8 $1,189.6 $1,226.0 

Deferred Tax Liabilities $0.0 $0.0 $0.0 $0.0 $0.0 

  Total Current Liabilities $2,590.5 $2,722.6 $2,731.6 $4,113.9 $2,887.2 

Revolving Credit Facility $890.5 $998.8 $1,162.0 $1,280.6 $2,670.7

Long-term Debt, less current maturities $5,095.8 $4,954.4 $4,877.2 $3,490.0 $3,412.9 

Other noncurrent liabilities $1,121.4 $1,151.7 $1,156.8 $1,189.6 $1,226.0 

  Total Liabilities $9,698.2 $9,827.5 $9,927.7 $10,074.2 $10,196.7 

Preferred Stock $182.1 $182.1 $182.1 $182.1 $182.1 

Common stock $904.3 $904.3 $904.3 $904.3 $904.3 

Additional paid-in capital $4,280.8 $4,280.8 $4,280.8 $4,280.8 $4,280.8 

Retained earnings (accumulated deficit) ($7,746.5) ($7,717.6) ($7,677.0) ($7,601.4) ($7,477.5)

Accumulated other comprehensive income (loss) ($61.3) ($61.3) ($61.3) ($61.3) ($61.3)

  Total Stockholders' Deficit ($2,440.6) ($2,411.7) ($2,371.1) ($2,295.5) ($2,171.6)

  Total Liabilities & Stockholders' Deficit $7,257.6 $7,415.8 $7,556.6 $7,778.6 $8,025.1
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Statement of Cash Flows 

 

  

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

($ millions)

Operating Activities

Net income (loss) $18.8 $28.9 $40.7 $75.5 $123.9 

Depreciation & Amortization $391.2 $401.7 $413.1 $424.9 $437.8 

Accounts receivable ($82.0) ($27.3) ($29.5) ($30.3) ($33.6)

Inventories $56.1 ($56.8) ($34.1) ($84.0) ($100.0)

Accounts payable $33.4 $38.3 $41.3 $39.4 $47.0 

Other assets & liabilities, net ($95.0) $43.6 $19.4 $47.5 $52.6 

  Net Cash Flows from Operating Activities $322.4 $428.4 $451.0 $473.1 $527.8 

Investing Activities

Payments for property, plant & equipment ($417.3) ($455.3) ($468.2) ($509.8) ($525.4)

Intangible assets acquired $0.0 $0.0 $0.0 $0.0 $0.0 

Acquisition of Jean Coutu, USA, net $0.0 $0.0 $0.0 $0.0 $0.0 

Proceeds from sale-leaseback transactions $0.0 $0.0 $0.0 $0.0 $0.0 

Proceeds from dispositions of assets & investments $0.0 $0.0 $0.0 $0.0 $0.0 

Proceeds from insured loss $0.0 $0.0 $0.0 $0.0 $0.0 

  Net Cash Flows from Investing Activities ($417.3) ($455.3) ($468.2) ($509.8) ($525.4)

Financing Activities

Net Proceeds from long-term debt ($103.7) ($77.2) ($141.4) ($77.2) ($1,387.2)

Net (payments to) proceeds from revolver $225.5 $108.3 $163.2 $118.6 $1,390.0 

  Net Cash Flows from Investing Activities $121.8 $31.2 $21.8 $41.4 $2.8 

Increase (Decrease) in Cash & Cash Equivalents $27.0 $4.2 $4.6 $4.7 $5.2 

Cash & Cash Equivalents, beginning of year $129.5 $156.5 $160.7 $165.3 $169.9 

Cash & Cash Equivalents, end of year $156.5 $160.7 $165.3 $169.9 $175.1 

Change in Cash Before Revolver ($225.5) ($108.3) ($163.2) ($118.6) ($1,390.0)

Cash To Retain to Next Year ($156.5) ($160.7) ($165.3) ($169.9) ($175.1)

Beginning Revolver Balance $665.0 $890.5 $998.8 $1,162.0 $1,280.6

(Paydown) / Drawdown $225.5 $108.3 $163.2 $118.6 $1,390.0

Ending Revolver Balance $890.5 $998.8 $1,162.0 $1,280.6 $2,670.7

Interest Rate 3.23% 3.28% 3.30% 3.45% 3.70%

Interest Expense $25.1 $31.0 $35.7 $42.1 $73.1

Beginning Term Debt & Lease Finance Obligations $5,276.7 $5,173.0 $5,095.8 $4,954.4 $4,877.2

Term Debt (Paydown) / Drawdown ($1,019.2) ($77.2) ($141.4) ($77.2) ($1,387.2)

Ending Term Debt & Lease Finance Obligations $5,173.0 $5,095.8 $4,954.4 $4,877.2 $3,490.0

Weighted Average Interest Rate 7.35% 7.39% 7.45% 7.55% 6.78%

Interest Rate Expense $384.2 $379.4 $374.4 $371.2 $283.8

Total Interest Expense $409.3 $410.4 $410.1 $413.3 $356.9
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Forecast Assumptions & Balance Sheet Drivers 

 

 

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

Income Statement Drivers & Assumptions

Pharmacy Sales Growth 2.8% 2.8% 3.0% 3.0% 3.2%

Front End Sales Growth 2.5% 2.5% 2.5% 2.5% 2.8%

Other Sales Growth 2.5% 2.5% 2.5% 2.5% 3.0%

COGS (% Revenue) 72.5% 72.5% 72.5% 72.4% 72.4%

SG&A (% of Revenue) 23.5% 23.5% 23.5% 23.5% 23.5%

Depreciation & Amortization (% of Revenue) 1.5% 1.5% 1.5% 1.5% 1.5%

Other Expense (Income) $211.9 $211.9 $211.9 $211.9 $211.9 

Tax rate 39% 39% 39% 39% 39%

Income from Discontinued Operations $0.0 $0.0 $0.0 $0.0 $0.0 

Balance Sheet Drivers & Assumptions

Days Sales Outstanding 14.0 14.0 14.0 14.0 14.0

Inventory Days 59.0 58.5 57.5 57.5 57.5

Prepaids & Other Current Assets (% of Revenue) 0.7% 0.7% 0.7% 0.7% 0.7%

Other Intangibles, Amortization $104.3 $87.3 $76.0 $63.0 $25.2

Other Assets (% of Revenue) 1.6% 1.6% 1.6% 1.6% 1.6%

Days of accounts payable 27.0 27.0 27.0 27.0 27.0

Accrued Exp and Other Curr Liabilities (% of Revenue) 4.2% 4.2% 4.2% 4.2% 4.2%

Other Non-Current Liabilities (% of Revenue) 4.3% 4.3% 4.2% 4.2% 4.2%

Cash (% of Revenue) 0.6% 0.6% 0.6% 0.6% 0.6%

Cash Flow Drivers & Assumptions

Additions to PP&E (% of Revenue) 1.6% 1.7% 1.7% 1.8% 1.8%

Debt Schedule Drivers & Assumptions

Long Term Debt Blended Interest Rate 7.4% 7.4% 7.5% 7.6% 6.8%

Current Maturities, Long-Term Debt $77.2 $141.4 $77.2 $1,387.2 $77.2 

Long Term Debt, less current $5,095.8 $4,954.4 $4,877.2 $3,490.0 $3,412.9 

Total Term Debt $5,173.0 $5,095.8 $4,954.4 $4,877.2 $3,490.0 

Revolver Cap $1,795 $1,795 $1,795 $1,795 $1,795

Projected Financial Statements
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Appendix Q:  Credit Ratios (Base Case) 

 

 

Appendix R:  Discounted Cash Flow Valuation (Base Case) 

 
 
 
 
 

2008(A) 2009(A) 2010(A) 2011(A) 2013(A) 2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

EBITDA $636.5 $754.9 $740.3 $702.5 $1,131.7 $1,043.1 $1,071.3 $1,101.7 $1,173.9 $1,209.7

L/T Debt $6,011.1 $6,370.9 $6,219.9 $6,328.2 $5,941.7 $6,063.5 $6,094.6 $6,116.4 $6,157.9 $6,160.7

Debt Service $517.7 $567.3 $610.7 $608.7 $552.7 $486.5 $551.8 $487.2 $1,800.5 $434.1

Total Debt / EBITDA 9.44x 8.44x 8.40x 9.01x 5.25x 5.81x 5.69x 5.55x 5.25x 5.09x

EBITDA / Interest Coverage 1.33x 1.46x 1.35x 1.33x 2.20x 2.55x 2.61x 2.69x 2.84x 3.39x

(EBITDA - CAPEX) / Interest Coverage 0.20x 1.09x 1.01x 0.85x 1.45x 1.53x 1.50x 1.54x 1.61x 1.92x

EBITDA / Fixed Charges 0.60x 0.99x 0.93x 0.82x 1.21x 1.15x 1.06x 1.15x 0.51x 1.26x

Base Case Rite Aid Covenants

2014(P) 2015(P) 2016(P) 2017(P) 2018(P) Terminal Value

($ millions)

Total Revenue $26,078.4 $26,783.0 $27,542.8 $28,324.4 $29,189.8 

EBITDA $1,043.1 $1,071.3 $1,101.7 $1,173.9 $1,209.7 

EBIT $652.0 $669.6 $688.6 $749.0 $771.9 

  Less:  Taxes ($254.3) ($261.1) ($268.5) ($292.1) ($301.0)

NOPAT $397.7 $408.4 $420.0 $456.9 $470.8

  Less:  CAPEX ($417.3) ($455.3) ($468.2) ($509.8) ($525.4)

  Less:  (Increase) / Decrease in NWC ($87.5) ($2.2) ($2.8) ($27.3) ($34.0)

  Plus:  Depreciation & Amortization $391.2 $401.7 $413.1 $424.9 $437.8 

Free Cash Flow $284.1 $352.7 $362.2 $344.6 $349.3 $9,037.8 

PV FCF $264.3 $305.2 $291.5 $258.0 $243.3 $6,295.3 

Intrinsic Total Enterprise Value $7,657.6

Actual Total Enterprise Value (as of 4/11/2013) $8,001.0

Equity Value $1,571.4

Actual Market Capitalization (as of 4/11/2013) $1,917.1

Price Per Share (Intrinsic Value) $1.74

Current Price Per Share (as of 4/11/2013) $2.12
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Appendix S:  Weighted Average Cost of Capital Analysis (Base Case) 

Debt: Common Equity: Preferred Equity:

  Kd: 7.37%   Risk Free Rate (20-year Treasury): 2.89% Kp: 7.00%

  Tax Rate: 39.0%   Capital IQ Beta (β) - 5 year: 2.41

  After-Tax Kd: 4.50%   Yahoo Beta (β) - 1 year: 1.59

  True Beta (β): 2.28

  Equity Risk Premium: 5.80%

  Ke: 16.11%

Capital Structure: Cost of Capital:

  Debt: $6,033.6   WACC: 7.29%

  MV Equity: $1,917.1

  Preferred Equity $182.1

  Total MVIC: $8,132.8

  Debt-to-Capital:  74.2%

  Equity-to-Capital: 23.6%

  Pref Equity-to-Capital: 2.2%
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Appendix T:  Value in Liquidation 

 

 

 

 

 

Balance 

Sheet 

3/2/2013

Estimated 

Recovery 

Rate

Estimated 

Recovery 

Value

Estimated 

Recovery 

Rate

Estimated 

Recovery 

Value

Assets

Cash & cash equivalents $129.5 100% $129.5 100% $129.5

Accounts receivable, net $929.5 80% $743.6 90% $836.6

Inventories, net $3,154.7 20% $630.9 50% $1,577.4

Prepaid expenses & other current assets $195.4 0% $0.0 0% $0.0 

Total current assets $4,409.1 $1,504.0 $2,543.4 

Land $236.7 100% $236.7 100% $236.7

Buildings $616.7 85% $524.2 94% $581.2

Leasehold improvements $1,733.6 5% $86.7 10% $173.4

Equipment $2,058.1 5% $102.9 10% $205.8

Construction in progress $55.0 0% $0.0 0% $0.0

Capital Lease Properties $165.2 0% $0.0 0% $0.0

Total Plant, Property & Equipment $4,865.3 $950.5 $1,197.1 

Goodwill $0.0 0% $0.0 0% $0.0

Other Intangibles, Net $476.4 0% $0.0 0% $0.0

Deferred Tax Assets $0.0 0% $0.0 0% $0.0

Market Value of Prescription Files $1,250.0 75% $937.5 100% $1,250.0

Sale of Other Divisions (Ice Cream Facility) 80% $160.0 100% $160.0

Other Assets $309.6 25% $77.4 35% $108.4 

Total Assets Available for Distribution $3,629.4 $5,258.8 

Chapter 11 Administrative Claims

Restructuring & Legal Advisory Fees $181.5 $262.9 

Wind-down Fees $145.2 $210.4 

Total Liquidation Costs $326.6 $473.3 

Net Proceeds Available for Creditors $3,302.8 $4,785.5 

Low Scenario High Scenario
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Appendix U:  Fixed Income Security Summary90 

Security Ranking Principal / 
Balance 

 

Rate Maturity 

$1,795M Revolving Credit Facility Secured - Senior $665.0 
LIBOR + 
250 bps 

Feb 2018 

Tranche 6 Term Loan Secured - Senior $1,161.0 
LIBOR + 
300 bps 

Mar 2020 

Tranche 1 Term Loan (Second Lien) Secured - Subordinated $470.0 
LIBOR + 
475 bps 

Mar 2020 

Senior Secured Notes (Second Lien) Secured - Subordinated $270.0 10.250% Oct 2019 

Senior Secured Notes (Second Lien) Secured - Subordinated $500.0 7.500% Mar 2017 

Senior Secured Notes (Second Lien) Secured - Subordinated $650.0 8.000% Aug 2020 

Other Secured Fixed Rate Debt Secured - Subordinated $5.3 6.600% N/A 

Capital Leases Secured - Subordinated $91.1 6.600% N/A 

Pension Obligations Unsecured - Senior $59.7 N/A N/A 

Guaranteed Unsecured Senior Notes Unsecured - Senior $902.0 9.250% Mar 2020 

Guaranteed Unsecured Senior Notes Unsecured - Senior $810.0 9.500% Mar 2017 

Unsecured Unguaranteed Senior Notes Unsecured - Senior $128.0 6.875% Dec 2028 

Unsecured Unguaranteed Notes Unsecured - Subordinated $295.0 7.700% Feb 2027 

Unsecured Unguaranteed Convertible Notes Unsecured - Subordinated $64.2 8.500% May 2015 

Redeemable Preferred Stock Unsecured - Subordinated $20.1 N/A N/A 

 

 

 

 

                                                             

90 S&P Capital IQ.  2013.  Web. 
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Appendix V:  Claims Under Pre-Packaged Bankruptcy  

Security Allowed 
Claim 

Amount ($M) 
 

Recovery 
Percentage 

Pro-Rata 
Preferred 

Equity 
Position 

Summary 

Senior Secured Revolving 
Credit Facility 

$665.0 100.0% N/A  Assume secured debt is refinanced 
 

Senior Secured Term Loan 
(Tranche 6) 

$1,161.0 100.0% N/A  Assume secured debt is refinanced 
 

Secured Second Lien Term 
Loan (Tranche 1) 

$470.0 100.0% N/A  Assume secured debt is refinanced 
 

Senior Secured Notes 
(Second Lien) 

$270.0 100.0% N/A  Assume secured debt is refinanced 
 

Senior Secured Notes 
(Second Lien) 

$500.0 100.0% N/A  Assume secured debt is refinanced 
 

Senior Secured Notes 
(Second Lien) 

$650.0 100.0% N/A  Assume secured debt is refinanced 
 

Secured Fixed Rate Debt $5.3 100.0% N/A  Assume secured debt is refinanced 
 

Capital Leases (Secured) $91.1 100.0% N/A  Assume secured debt is refinanced 
 

Pension Obligations 
(Unsecured Senior) 

$59.7 100.0% N/A  Cash payment of 100% of claim 

 Pension turned-over to third party 
administrator 

  
Fulcrum Security Holders 

 

   

Guaranteed Unsecured 
Senior Notes 

$902.0 79.1% $604.3  Unsecured debt exchanged for 
preferred equity on a 79.1% pro 
rata basis 

Guaranteed Unsecured 
Senior Notes 

$810.0 79.1% $542.7  Unsecured debt exchanged for 
preferred equity on a 79.1% pro 
rata basis 

Unsecured Unguaranteed 
Senior Notes 

$128.0 79.1% $85.8  Unsecured debt exchanged for 
preferred equity on a 79.1% pro 
rata basis 

  
Out of the Money 

 

   

Unsecured Unguaranteed 
Notes 

$295.0 0.0% $0.0  

Unsecured Unguaranteed 
Convertible Notes 

$64.2 0.0% $0.0  

Redeemable Preferred 
Stock 

$20.1 0.0% $0.0  

Preferred Equity $182.0 0.0% $0.0  

Common Equity $1,917.0 0.0% $0.0  
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Appendix W:  Projected Z Scores and Corporate Bond Ratings  
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Appendix X:  Sale-Leaseback Financing Transaction 

 

 

Appendix Y:  Section-363 Sale – Rite Aid Ice Cream Factory 

Comparable Company91 Industry Classification EBITDA 
(LTM) 

TEV TEV-EBITDA 
Multiple 

Dean Foods Company Ice Cream, Flavored Ices & 
Frozen Desserts 

$686.7 $6,765.1 9.9x 

Hillshire Brands 
Company 

Ice Cream, Flavored Ices & 
Frozen Desserts 

$478.0 $4,846.7 10.1x 

The Hain Celestial 
Group, Inc. 

Ice Cream, Flavored Ices & 
Frozen Desserts 

$212.1 $3,578.3 16.9x 

Premium Brands Holding 
Corporation 

Ice Cream, Flavored Ices & 
Frozen Desserts 

$68.6 $677.2 9.9x 

     
Median  $345.1 $4,212.5 10.0x 
Mean  $361.4 $3,966.8 11.7x 
     

Rite Aid Ice Cream 
Factory 

Ice Cream, Flavored Ices & 
Frozen Desserts 

$20* $160.0** 10.0x 

 
* Estimated EBITDA (LTM) for Rite Aid Creamery 
** Assumes 20.0% discount for lack of marketability 

                                                             

91 S&P Capital IQ.  2013.  Web. 
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Appendix Z:  Proposed Rite Aid Organizational Structure 
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Human 
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Communications Construction
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Board of Directors
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Appendix AA:  Projected Financial Statements (Reorganization & 
Turnaround) 
 

Income Statement 

 

  

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

($ millions)

Pharmacy Revenue $17,562.1 $18,089.0 $18,631.7 $19,227.9 $19,900.9 

Front End Revenue $8,405.0 $8,623.5 $8,856.4 $9,113.2 $9,386.6 

Other Revenue $111.2 $114.0 $116.8 $119.8 $123.4 

Total Revenue $24,983.4 $26,826.5 $27,604.9 $28,460.9 $29,410.8 

Cost of Goods Sold $17,840.8 $19,124.4 $19,401.0 $20,256.3 $20,900.5 

Gross Profit $7,142.6 $7,702.1 $8,203.9 $8,204.5 $8,510.4 

Selling, General, and Administrative Expenses $5,871.1 $6,250.6 $6,431.9 $6,631.4 $6,823.3 

Depreciation and Amortization $374.8 $429.2 $469.3 $512.3 $529.4 

Operating Income $896.8 $1,022.3 $1,302.6 $1,060.8 $1,157.7 

Goodwill Impairment Charge $0.0 $0.0 $0.0 $0.0 $0.0 

Other Expense (Income) $211.9 $211.9 $211.9 $211.9 $211.9 

Gain on Sale of Assets, net $741.2 $0.0 $0.0 $0.0 $0.0 

Interest expense $196.3 $181.6 $179.7 $178.8 $155.9 

Income (Loss) Before Income Taxes $1,229.8 $628.8 $911.1 $670.1 $789.9 

Income Tax (Benefit) Expense $479.6 $245.2 $355.3 $261.4 $308.1 

Net Income (Loss) from Continuing Operations $750.2 $383.6 $555.8 $408.8 $481.8 

Income (Loss) from Discontinued Operations, Net $5.0 $0.0 $0.0 $0.0 $0.0 

Net Income (Loss) $755.2 $383.6 $555.8 $408.8 $481.8 

Preferred Dividend ($98.2) ($98.2) ($98.2) ($98.2) ($98.2)

Net Earnings Attributed to Company $656.9 $285.3 $457.5 $310.5 $383.6 

EBITDA $1,271.5 $1,451.5 $1,771.9 $1,573.1 $1,687.0 

Weighted average shares outstanding-basic 0 0 0 0 0

Weighted average shares outstanding-diluted 0 0 0 0 0

Year end shares outstanding 0 0 0 0 0

Net income (loss) per share-basic NM NM NM NM NM

Net income (loss) per share-diluted NM NM NM NM NM

Total number of employees (Actual) 89,000                  89,000                  89,000                  89,000                  89,000                  

Number of retail drugstores (Actual) 4,397                    4,422                    4,477                    4,552                    4,627                    

Net Selling Retail Square Feet (Actual) 43,970,000          44,220,000          44,770,000          45,520,000          46,270,000          
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Balance Sheet 

 

  

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

($ millions)

Cash & cash equivalents $1,387.6 $1,466.0 $1,679.9 $1,578.3 $1,077.2 

Accounts receivables, gross

Less: allowances for uncollectible accounts

Accounts receivable, net $969.1 $968.7 $958.5 $948.7 $898.7 

Inventories, net $2,923.9 $3,081.2 $3,071.8 $3,179.1 $3,280.2 

Prepaid Expenses & Other Current Assets $174.9 $187.8 $193.2 $199.2 $205.9 

  Total current assets $5,455.5 $5,703.7 $5,903.5 $5,905.3 $5,462.0 

Land

Buildings

Leasehold improvements

Equipment

Construction in progress

Capital Leases

Gross property, plant & equipment

Less: accumulated depreciation

Property, Plant & Equipment, Net $1,190.0 $1,349.8 $1,603.3 $1,960.0 $2,323.4 

Goodwill $245.5 $245.5 $245.5 $245.5 $245.5

Other Intangibles, Net $1,250.0 $1,250.0 $1,250.0 $1,250.0 $1,250.0 

Deferred Tax Assets $0.0 $0.0 $0.0 $0.0 $0.0

Other Non-Current Assets $404.5 $434.3 $446.9 $460.8 $476.2 

  Total Assets $8,545.4 $8,983.3 $9,449.2 $9,821.6 $9,757.1 

Current Maturities of Long-Term Debt & Leases $77.2 $77.2 $77.2 $577.2 $77.2 

Accounts payable $1,387.6 $1,487.5 $1,562.9 $1,631.8 $1,741.7 

Accrued Expenses & Other Current Liabilities $1,049.3 $1,099.9 $1,104.2 $1,138.4 $1,117.6 

Deferred Tax Liabilities $0.0 $0.0 $0.0 $0.0 $0.0 

  Total Current Liabilities $2,514.1 $2,664.5 $2,744.2 $3,347.4 $2,936.5 

Revolving Credit Facility $0.0 $0.0 $0.0 $0.0 $0.0 

Long-term Debt, less current maturities $2,896.6 $2,819.4 $2,742.2 $2,165.0 $2,087.9 

Other noncurrent liabilities $1,074.3 $1,153.5 $1,159.4 $1,195.4 $1,235.3 

  Total Liabilities $6,485.0 $6,637.5 $6,645.9 $6,707.8 $6,259.6 

Preferred Stock $1,403.5 $1,403.5 $1,403.5 $1,403.5 $1,403.5 

Common stock $0.0 $0.0 $0.0 $0.0 $0.0 

Additional paid-in capital $0.0 $0.0 $0.0 $0.0 $0.0 

Retained earnings (accumulated deficit) $656.9 $942.3 $1,399.8 $1,710.3 $2,093.9 

Accumulated other comprehensive income (loss) $0.0 $0.0 $0.0 $0.0 $0.0 

  Total Stockholders' Deficit $2,060.4 $2,345.8 $2,803.3 $3,113.8 $3,497.4 

  Total Liabilities & Stockholders' Deficit $8,545.4 $8,983.3 $9,449.2 $9,821.6 $9,757.1
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Statement of Cash Flows 

 

  

2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

($ millions)

Operating Activities

Net income (loss) $755.2 $383.6 $555.8 $408.8 $481.8 

Depreciation & Amortization $374.8 $429.2 $469.3 $512.3 $529.4 

Accounts receivable ($39.6) $0.3 $10.2 $9.8 $50.0 

Inventories $230.8 ($157.2) $9.3 ($107.3) ($101.1)

Accounts payable $3.0 $99.8 $75.4 $68.9 $109.9 

Other assets & liabilities, net ($162.7) $87.1 ($7.9) $50.3 ($3.0)

  Net Cash Flows from Operating Activities $1,161.5 $842.8 $1,112.2 $942.8 $1,067.2 

Investing Activities

Payments for property, plant & equipment ($410.2) ($589.0) ($722.8) ($869.0) ($892.8)

Proceeds from sale-leaseback transactions $581.2 $0.0 $0.0 $0.0 $0.0 

Proceeds from dispositions of assets & investments $160.0 $0.0 $0.0 $0.0 $0.0 

Proceeds from insured loss $0.0 $0.0 $0.0 $0.0 $0.0 

  Net Cash Flows from Investing Activities $331.0 ($589.0) ($722.8) ($869.0) ($892.8)

Financing Activities

Net Proceeds from long-term debt ($83.9) ($77.2) ($77.2) ($77.2) ($577.2)

Net (payments to) proceeds from revolver ($665.0) $0.0 $0.0 $0.0 $0.0 

Payments for preferred stock dividends ($98.2) ($98.2) ($98.2) ($98.2) ($98.2)

  Net Cash Flows from Investing Activities ($847.1) ($175.4) ($175.4) ($175.4) ($675.4)

Increase (Decrease) in Cash & Cash Equivalents $645.3 $78.4 $213.9 ($101.6) ($501.0)

Cash & Cash Equivalents, beginning of year $742.3 $1,387.6 $1,466.0 $1,679.9 $1,578.3 

Cash & Cash Equivalents, end of year $1,387.6 $1,466.0 $1,679.9 $1,578.3 $1,077.2 

Change in Cash Before Revolver $1,902.7 $1,305.0 $1,514.3 $1,407.5 $900.8

Cash To Retain to Next Year ($149.9) ($161.0) ($165.6) ($170.8) ($176.5)

Beginning Revolver Balance $665.0 $0.0 $0.0 $0.0 $0.0

(Paydown) / Drawdown ($665.0) $0.0 $0.0 $0.0 $0.0

Ending Revolver Balance $0.0 $0.0 $0.0 $0.0 $0.0

Interest Rate 3.23% 3.28% 3.30% 3.45% 3.70%

Interest Expense $10.7 $0.0 $0.0 $0.0 $0.0

Beginning Term Debt & Lease Finance Obligations $3,057.7 $2,973.8 $2,896.6 $2,819.4 $2,742.2

Term Debt (Paydown) / Drawdown ($83.9) ($77.2) ($77.2) ($77.2) ($577.2)

Ending Term Debt & Lease Finance Obligations $2,973.8 $2,896.6 $2,819.4 $2,742.2 $2,165.0

Weighted Average Interest Rate 6.15% 6.19% 6.29% 6.43% 6.35%

Interest Rate Expense $185.6 $181.6 $179.7 $178.8 $155.9

Total Interest Expense $196.3 $181.6 $179.7 $178.8 $155.9
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Forecast Assumptions & Balance Sheet Drivers 
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Appendix BB:  Ratio Analysis (Post-Turnaround)  

 

  

2009(A) 2010(A) 2011(A) 2012(A) 2013(A) 2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

Margin Analysis

Gross Margin % 26.8% 26.6% 26.5% 26.0% 28.8% 28.6% 28.7% 29.7% 28.8% 28.9%

EBITDA Margin % 2.4% 2.9% 2.9% 2.7% 4.5% 5.1% 5.4% 6.4% 5.5% 5.7%

Operating Margin % 0.2% 0.9% 0.9% 1.0% 2.8% 3.6% 3.8% 4.7% 3.7% 3.9%

Profit Margin % -11.1% -2.0% -2.2% -1.4% 0.5% 3.0% 1.4% 2.0% 1.4% 1.6%

Calculated Tax Rate % EBT<0 EBT<0 EBT<0 EBT<0 NM 39.0% 39.0% 39.0% 39.0% 39.0%

Store Efficiency

Revenue per Employee $255,236 $263,273 $274,672 $290,236 $285,307 $280,713 $301,422 $310,167 $319,785 $330,459

Revenue per Retail Store $5,364,069 $5,370,105 $5,348,939 $5,597,000 $5,492,602 $5,681,924 $6,066,606 $6,165,935 $6,252,385 $6,356,348

Revenue per Square Feet $536 $537 $535 $560 $549 $568 $607 $617 $625 $636

EBITDA per Employee $6,180 $7,743 $8,064 $7,806 $12,716 $14,287 $16,309 $19,909 $17,676 $18,956

EBITDA per Retail Store $129,871 $157,929 $157,043 $150,525 $244,798 $289,175 $328,248 $395,785 $345,591 $364,610

EBITDA per Square Foot $13 $16 $16 $15 $24 $29 $33 $40 $35 $36

Liquidity Ratios

Working Capital $1,911 $2,229 $1,900 $1,772 $1,701 $1,554 $1,573 $1,479 $980 $1,448

Quick Ratio 0.31x 0.54x 0.48x 0.47x 0.44x 0.46x 0.43x 0.42x 0.34x 0.38x

Current Ratio 1.83x 2.02x 1.78x 1.69x 1.66x 1.62x 1.59x 1.54x 1.29x 1.49x

Debt Management

LT Debt to Equity Equity<0 Equity<0 Equity<0 Equity<0 Equity<0 140.6% 120.2% 97.8% 69.5% 59.7%

Total Debt to Equity Equity<0 Equity<0 Equity<0 Equity<0 Equity<0 144.3% 123.5% 100.6% 88.1% 61.9%

Times Interest Earned 0.11x 0.43x 0.43x 0.49x 1.39x 4.57x 5.63x 7.25x 5.93x 7.43x

EBITDA / Interest Coverage 1.33x 1.46x 1.35x 1.33x 2.20x 6.48x 7.99x 9.86x 8.80x 10.82x

EBITDA-CAPEX / Interest Coverage 0.37x 1.11x 1.06x 0.92x 1.58x 4.39x 4.75x 5.84x 3.94x 5.09x

Total Debt to EBITDA 11.41x 10.07x 10.01x 10.62x 6.18x 2.34x 2.00x 1.59x 1.74x 1.28x

Asset Management

Total Asset Turnover 2.65x 3.13x 3.23x 3.50x 3.52x 3.20x 3.06x 3.00x 2.95x 3.00x

Fixed Asset Turnover 9.63x 10.52x 11.64x 13.25x 13.37x 16.19x 21.13x 18.70x 15.97x 13.73x

Receivables Turnover 49.91x 26.86x 26.09x 25.78x 27.32x 25.78x 27.69x 28.80x 30.00x 32.73x

Inventory Turnover 5.17x 5.59x 5.79x 6.14x 5.74x 8.54x 8.71x 8.99x 8.95x 8.97x

Accounts Payable Turnover 15.32x 16.26x 14.16x 13.55x 13.05x 12.86x 12.86x 12.41x 12.41x 12.00x

Efficiency Ratios

Inventory Days 65.6 61.9 61.4 58.5 62.8 59.0 58.0 57.0 56.5 56.5

Days Sales Outstanding 7.2 13.4 13.8 14.0 13.2 14.0 13.0 12.5 12.0 11.0

Days Payable Outstanding 23.5 22.1 25.4 26.6 27.6 28.0 28.0 29.0 29.0 30.0

Cash Conversion Cycle 49.3 53.1 49.8 45.9 48.4 45.0 43.0 40.5 39.5 37.5

Equity Value

Average Market Capitalization $620 $1,356 $870 $1,107 $1,449 $0 $0 $0 $0 $0

Book Value Preferred Equity $144 $152 $162 $172 $182 $1,404 $1,404 $1,404 $1,404 $1,404

Z-Score Analysis

Z-Score 2.41 2.49 2.41 2.53 2.77 3.59 3.72 3.77 3.61 3.88

X1 (Working Capital ÷ Total Assets) 0.23 0.28 0.25 0.24 0.24 0.18 0.18 0.16 0.10 0.15

X2 (Retained Earnings ÷ Total Assets) -0.77 -0.86 -0.99 -1.07 -1.10 0.08 0.10 0.15 0.17 0.21

X3 (EBIT ÷ Total Assets) 0.01 0.03 0.03 0.04 0.10 0.10 0.11 0.14 0.11 0.12

X4 (MV of Equity ÷ Total Liabilities) 0.08 0.16 0.11 0.13 0.17 NM NM NM NM NM

X5 (Sales ÷ Total Assets) 3.16 3.19 3.34 3.55 3.59 2.92 2.99 2.92 2.90 3.01
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Appendix CC:  Credit Ratios (Post-Turnaround) 

 

 

Appendix DD:  Weighted Average Cost of Capital Analysis (Post-
Turnaround) 
 

 

  

2008(A) 2009(A) 2010(A) 2011(A) 2013(A) 2014(P) 2015(P) 2016(P) 2017(P) 2018(P)

EBITDA $636.5 $754.9 $740.3 $702.5 $1,131.7 $1,271.5 $1,451.5 $1,771.9 $1,573.1 $1,687.0

L/T Debt $6,011.1 $6,370.9 $6,219.9 $6,328.2 $5,941.7 $2,973.8 $2,896.6 $2,819.4 $2,742.2 $2,165.0

Debt Service $517.7 $567.3 $610.7 $608.7 $552.7 $273.5 $258.8 $256.9 $756.0 $233.1

Total Debt / EBITDA 9.44x 8.44x 8.40x 9.01x 5.25x 2.34x 2.00x 1.59x 1.74x 1.28x

EBITDA / Interest Coverage 1.33x 1.46x 1.35x 1.33x 2.20x 6.48x 7.99x 9.86x 8.80x 10.82x

(EBITDA - CAPEX) / Interest Coverage 0.20x 1.09x 1.01x 0.85x 1.45x 4.39x 4.75x 5.84x 3.94x 5.09x

EBITDA / Fixed Charges 0.60x 0.99x 0.93x 0.82x 1.21x 1.86x 1.71x 1.81x 0.97x 1.50x

Base Case Rite Aid Covenants

Debt: Common Equity: Preferred Equity:

  Kd: 6.19%   Risk Free Rate (20-year Treasury): 2.89% Kp: 7.00%

  Tax Rate: 39.0%   Capital IQ Beta (β) - 5 year: 2.41

  After-Tax Kd: 3.78%   Yahoo! Finance Beta (β) - 1 year: 1.59

  True Beta (β): 2.28

  Equity Risk Premium: 5.80%

  Ke: 16.11%

Capital Structure: Cost of Capital:

  Debt: $2,973.8   WACC: 4.81%

  MV Equity: $0.0

  Preferred Equity $1,403.5

  Total MVIC: $4,377.3

  Debt-to-Capital:  67.9%

  Equity-to-Capital: 0.0%

  Pref Equity-to-Capital: 32.1%
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Appendix EE:  Discounted Cash Flow Valuation Analysis (Post-
Turnaround) 
 

 

 

2014(P) 2015(P) 2016(P) 2017(P) 2018(P) Terminal Value

($ millions)

Total Revenue $24,983.4 $26,826.5 $27,604.9 $28,460.9 $29,410.8 

EBITDA $1,271.5 $1,451.5 $1,771.9 $1,573.1 $1,687.0 

EBIT $896.8 $1,022.3 $1,302.6 $1,060.8 $1,157.7 

  Less:  Taxes ($349.7) ($398.7) ($508.0) ($413.7) ($451.5)

NOPAT $547.0 $623.6 $794.6 $647.1 $706.2

  Less:  CAPEX ($410.2) ($589.0) ($722.8) ($869.0) ($892.8)

  Less:  (Increase) / Decrease in NWC $31.6 $30.0 $87.1 $21.8 $55.9 

  Plus:  Depreciation & Amortization $374.8 $429.2 $469.3 $512.3 $529.4 

Free Cash Flow $543.1 $493.8 $628.2 $312.1 $398.7 $27,512.0 

PV FCF $517.2 $447.9 $542.6 $256.8 $312.4 $21,556.4 

Intrinsic Total Enterprise Value $22,245.7

Pre-Bankruptcy Enterprise Value $7,656.6

Equity Value $19,256.0


