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Presentation
Operator

Good morning. My name is Regina, and I will be your conference operator today. At this time, I would like
to welcome everyone to the Rite Aid Corporation Fiscal Year 2023 First Quarter Earnings Conference Call.

[Operator Instructions] I would now like to turn the meeting over to Byron Purcell. Please go ahead.

Byron Purcell
Vice President of Investor Relations & Treasurer

Thank you, Regina, and good morning, everyone. We welcome you to our fiscal 2023 first quarter earnings
conference call. Heyward Donigan , President and Chief Executive Officer; and Matt Schroeder, Executive
Vice President and Chief Financial Officer will begin the call with prepared remarks.

Andre Persaud, Executive Vice President and Chief Retail Officer; and Chris DuPaul, Chief Operating Officer,
Elixir will also join the call during the question-and-answer session.

As we mentioned in our release, we are providing slides related to the material we'll be discussing today.
These slides are provided on our website, investors.riteaid.com. While management will not be speaking
directly to these slides, these slides are meant to facilitate your review of the company's results to be used
as a future reference document following the call.

Before we start, I'd like to remind you that today's conference call includes certain forward-looking
statements. These forward-looking statements are presented in the context of certain risks and
uncertainties that can cause actual results to differ. These risks and uncertainties are described in our
press release and Item 1A of our most recent annual report on Form 10-K and other documents that we
filed or furnished with the SEC.

Also, we'll be using certain non-GAAP measures in our release and in the accompanying slides. The
definition of the non-GAAP measures, along with the reconciliation to the related GAAP measures are
described in our press release and slides. And with that, let me turn the call over to Heyward.

Heyward Rutledge Donigan
President, CEO & Director

Thanks, Byron, and good morning, everyone. Thanks for joining us, and welcome to our first quarter
earnings call. Coming out of fiscal '22, we continue to make strides transforming Rite Aid. Our first quarter
saw us build on the momentum and deliver solid results across the business. I'll take a few minutes to
update you on our quarterly results. And then I want to spend some time talking to you about some of the
key actions we're taking within our 3 strategic pillars, and the measurable progress we're making.

Revenues for the quarter were $6 billion compared to last year's first quarter revenues of $6.16 billion.
Our adjusted EBITDA this quarter was $100 million compared to last year's first quarter adjusted EBITDA
of $138.9 million. This decrease was in line with our expectations. Our ability to weather the height of
the pandemic, delivering life-enhancing and life-saving medications in vaccines and testing was really
remarkable.

And I'm proud of our team for getting back now to the core business and showing strong results. Now
we're refocusing on becoming a leading full-service and modern pharmacy, with a team of 6,400 expert
pharmacists and another 43,000 associates, caring for our communities and customers we serve to drive
better health outcomes. This is what we stand for as a company and allow me to explain a little bit more.

So defining the modern pharmacy. On our last earnings call, you heard me speak about what the modern
pharmacy means to our marketplace. To recap, despite the size and maturity of parts of the traditional
pharmacy marketplace, like much of health care, there are still systemic unmet needs. We have not lost
sight of the fact that 60 million Americans are living in rural communities and do not have access to high-
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quality health care. 1 in 7 Americans live more than 5 miles away from the nearest pharmacy. 29% of
Americans failed to take their medications as prescribed, because of the cost.

And most notably, underutilization of medication strives $500 billion plus a year in avoidable medical
costs. And even those who can afford their prescriptions and/or have access to pharmacies, they are
overworked and stressed. A trip to the pharmacy is viewed as yet another errand on top of their 3 to 4
stops a day. But remember, these are prescriptions. They're life-saving and life-enhancing medications so
it's really important people get their prescriptions on a timely basis. All of this is why we have placed a
relentless focus on expanding the possibilities of the pharmacy teams to meet customers and communities
wherever they are.

Rite Aid has advanced well beyond the single option of coming into a store. We have a significant
infrastructure in place across channels to offer customers' convenience and multiple ways to interact with
a member of our pharmacy team, 24/7, including chat. We're enhancing our digital capabilities, advancing
Buy Online, Pick Up in Store and expanding both our mail and delivery services options. These services
encompass both prescriptions and retail goods to create a one-stop shopping experience. This is the
modern pharmacy.

So how do we continue to grow to improve both the health of our company and the health of our
customers. This brings me to the growth pillars that I outlined on our Q4 call. We're focused on winning
in 3 key areas: deepening our share in the markets and segments we currently serve; expanding our
offerings to new markets, segments and customers; and creating new offerings by leveraging our portfolio
of assets to meet the evolving needs of customers and other stakeholders.

Let me begin with deepening our market share and the segments we serve. Starting with our retail
pharmacy business. Q1 saw a complete rebound in acute and maintenance scripts better than pre-
pandemic levels. For maintenance scripts, Q1 was up 1.4% versus FY '22 and up 12.3% versus FY '20. For
acute scripts, Q1 was up 11.9% versus FY '22 and up 1.1% versus FY '20. As people are going back to the
doctor and also going back to live in their lives, we are seeing an increased need for acute prescriptions,
most notably cough and cold.

We have been full steam ahead activating a number of adherence initiatives that will not only help our
customers live a healthier life, but also deliver meaningful improvements in gross profit this fiscal year.
Examples of these initiatives are increasing customer enrollment and courtesy refill and improving our
90-day fill rate, both driving adherence. To give you a sense of how this will impact our business on a go-
forward basis, an improvement in adherence of just 1% provides $20 million in gross profit dollars.

You'll also recall that last year, we launched Rite Aid Rewards, a new customer loyalty program that makes
it easier for more customers to engage and save. In the coming quarters, we'll speak to how we plan to
further maximize this program and drive higher consumer engagement in both pharmacy and front-end
sales.

We continue to enhance our new beauty assortment in the front end and had encouraging results on our
new line item launches in our color cosmetic business. This resulted in a 5.7% revenue growth in the color
cosmetics department this quarter. People are wearing lipstick again. And relative to inflation, our top goal
is to stay competitive on prices while preserving gross margin. And looking forward to the rest of the year,
we expect to do the same.

We're also keeping a very close eye like everybody on inventory. Like others, we project some seasonal
issues relative to the weather and delays in shipments. But overall, we plan to continue to show reductions
in our inventory levels.

Turning to our specialty pharmacy business. We have continued to increase access to a number of LDD
networks, and we're also actively working to grow dispensing volumes both in the Elixir book of business,
as well as expanding network participation across a broader set of payers. We're also focused on driving
down our overall cost to fill in both our mail order and specialty businesses with an eye toward developing
white label solutions to drive mail order volumes.
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Now to turn to the PBM services business. Our strong network contracts, new rebate capabilities,
innovative clinical services and expertise in government programs have enabled us to add 80,000 new
lives for January 1, 2023 start date. These are more new lives than we sold last year. And additionally,
the selling season is still in progress, and we've got close to 1 million lives remaining in the pipeline for
January 1, 2023.

On the Elixir insurance side of the business, our Part D plan, we have recently submitted our bid for 2023.
And as we've discussed before, we expect to reduce our membership as we've signaled that we need
to manage the profitability of this business and continue to focus on growing our own customers in the
government business.

Our next growth pillar is expanding our offerings to new markets, new segments and customers. As
consumer discretionary spending comes under significant pressure, we're investing in our own brands
which provide value and options for the customer. As we've discussed, we've been on a journey to
repackage, rename and relaunch our own brand portfolio.

This quarter, we launched 546 or 23% of our newly designed products, and we have exciting new launches
coming in the back half of this year. We're also on track to open our new small format pharmacies this
year in underserved rural markets in Indiana, Upstate New York and Virginia. And speaking of rural
markets, we recently announced our partnership with Homeward a company that's aimed at rearchitecting
health care for the 60 million Americans, I mentioned more living in these communities -- mentioned
earlier, living in these communities.

Beginning this summer, with a partnership in rural Michigan, we'll be working with Homeward to provide
an integrated pharmacy and clinical services offering to our mutual customers. And finally, we're creating
new offerings by leveraging our portfolio of assets to meet the evolving needs of customers and other
stakeholders. We've been focused on leveraging technology to enhance the customer experience and the
overall health and wellness of our communities.

Our recently announced partnership with Afterpay further enables us to do that. We were the first national
drugstore chain to offer AfterPay's flexible payment solution to shop online and pay later. We were able to
help our customers access and have flexibility when paying for everyday goods.

Also, we're launching a new direct-to-consumer digital platform later this summer, and we'll discuss this
in our next earnings call. These are just examples of how we're diversifying our business for long-term
success.

Turning to our financial position, as you'll hear momentarily from Matt, we continue to remain on solid
footing and optimize our capital structure. We reduced retail SG&A expenses by $40 million this quarter,
closed 87 stores ahead of schedule and are taking steps to drive further efficiencies through our business.
We're on track to meet our annual savings target of $170 million that we outlined last quarter. As a
reminder, we have no debt due until 2025. And we are constantly looking for opportunities that will help us
achieve our target of a 4.5x leverage ratio by the end of fiscal 2025.

Our $1.7 billion in liquidity provides additional runway to invest in our business and continue to innovate
our offerings. And we expect to generate free cash flow to pay down additional debt this year to further
strengthen our financial position.

So to close, I'm really energized by where Rite Aid is today, and I'm really excited for the future as we get
back on track, back to our RxEvolution that we planned before the pandemic hit. And as we continue to
execute on our strategy, I do believe that Rite Aid will be an investment that will yield meaningful long-
term returns for all of our stakeholders.

Now I'll turn it over to Matt to go over the financial performance. Matt?

Matthew C. Schroeder
CFO & Executive VP
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Thanks, Heyward, and good morning, everyone. We've mentioned on previous calls that paying down debt
is a top priority for the company. Recently, we took an additional step to improve our capital structure.
We launched a tender offer to use up to $150 million of revolver availability to purchase back outstanding
bonds at a discount. Through this transaction, we expect to pay down over $100 million of our 2025
bonds, plus lower our overall debt outstanding. This will also bring an additional benefit of interest
savings, as we are replacing these bond borrowings with revolver borrowings that have a lower rate.

Now I'll review our first quarter results in more detail. As Heyward stated, our results were in line with
our expectations with revenues of $6 billion, adjusted net loss per share of $0.60 a share and adjusted
EBITDA of $100.1 million.

Going into the Retail Pharmacy segment. Retail Pharmacy segment revenue for the quarter was $4.35
billion, which was $6.3 million lower than last year's first quarter. This was driven by the expected
decrease in COVID-related vaccine revenue and store closures, offset by the increase in non-COVID
prescriptions. Retail Pharmacy same-store sales increased 4.6%, with an increase in same-store pharmacy
sales of 6.6%. We administered 1.7 million COVID vaccines in the first quarter of 2023, compared to 4.7
million in last year's first quarter.

Outside of the vaccine impact, maintenance scripts were up 1.4% and acute scripts were up 11.9%. Front-
end same-store sales, excluding cigarette and tobacco products were flat to last year. Front-end same-
store sales were driven by increases in over-the-counter products, offset by decreases in alcohol and
seasonal sales due to supply chain disruptions. First quarter Retail Pharmacy adjusted EBITDA was $73.7
million or 1.7% of revenues compared to last year's first quarter adjusted EBITDA of $94.9 million or 2.2%
of revenues. The decrease in adjusted EBITDA is attributed to lower COVID vaccinations and testing, offset
by increased non-COVID prescription volumes, improved front-end margins and reduced SG&A.

As Heyward said, our Retail Pharmacy segment adjusted EBITDA SG&A expenses were $40.5 million or
90 basis points better, as a percent of revenue, than the prior year first quarter due to lower payroll,
occupancy and store operating expenses, driven by store closures and our cost reduction initiatives. We
expect to meet the cost reduction targets of $170 million that we discussed in our year-end earnings call.

I'll now shift to our Pharmacy Services segment, Elixir. For our first quarter, Elixir saw revenues decreased
$146 million or 7.8% to $1.7 billion due primarily to a planned decrease in Elixir insurance membership
and the previously announced client loss, slightly offset by our new rebate partnership, as well as higher
utilization of high-cost drugs.

Elixir's first quarter adjusted EBITDA was $26.4 million or 1.5% of revenues, compared to last year's first
quarter adjusted EBITDA of $44 million or 2.4% of revenues. This was due to a loss of covered lives, an
increase in costs related to client guarantees and an increase in the medical loss ratio at Elixir insurance,
offset by benefits from our new rebate arrangement. It is important to note that this quarter's adjusted
EBITDA of Elixir is not the anticipated quarterly run rate for the year, as we expect benefits from improved
spread and rebate management and tight SG&A control.

I'll now turn to our cash flows and balance sheet. Our cash flow statement for the quarter shows the use
of cash from operating activities of $252 million, driven by the build of the CMS receivable, which we will
securitize later in the year, increases in rebates receivable and timing of accounts payable payments. All of
these are timing items that will reverse later this year.

Cash used in investing activities was $55 million for the quarter. Included in net investing activities or
proceeds from script file sales attributed to our store closings of over $30 million in the quarter. We
continue to explore additional sale-leaseback options on owned stores to generate cash to pay down debt
and expect to have proceeds from these transactions later in the year.

Our net debt balance was approximately $3 billion at the end of the quarter due to the timing -- working
capital timing differences I just described. We expect our leverage ratio to be in the low 5x range by the
end of the fiscal year.

Now let's turn to guidance. We are raising our revenue guidance and affirming the adjusted EBITDA
guidance that we outlined on our fourth quarter call. Adjusted EBITDA is expected to be between $460
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million and $500 million. Adjusted EBITDA at the Retail Pharmacy segment is expected to be between
$320 million and $350 million, while adjusted EBITDA at Elixir is expected to be between $140 and $150
million.

Total revenues are expected to be between $23.6 billion and $24 billion. We've increased our revenue
guidance due to increases in utilization of higher-cost drugs at Elixir. We've lowered our retail revenue
guidance slightly to adjust for front-end sales trends that we saw in the first quarter and their expected
impact on the rest of the year. Adjusted net loss per share is expected to be between $0.66 and $1.19 per
share.

Capital expenditures are expected to be $250 million. We are making investments that are driven towards
growing our business, including prescription file purchases and investments in digital and investments that
are focused on driving efficiencies in our business by automating our supply chain and transforming our
processes and technologies at Elixir. We are also making investments to improve our brand by refreshing
stores in key markets.

Interest expense is now projected to be $210 million for the year. This assumption includes Fed rate
increases of approximately 300 basis points over the fiscal year, offset partially by the potential interest
savings from our current bond tender. We expect to generate a working capital benefit of $60 million from
inventory reductions and to generate positive free cash flow to continue to pay down debt.
This completes our prepared remarks. And Regina, please open the phone line for questions.
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Question and Answer
Operator

[Operator Instructions] our first question will come from the line of George Hill with Deutsche Bank.

George Robert Hill
Deutsche Bank AG, Research Division

Yes. I guess, Matt, my first question is kind of a big picture question, which is that if you look at the $100
million in EBITDA that the company delivered this quarter, you take out $30 million to $35 million in the
vacs, the business did $65 million. Of course, there will be a continuing benefit from the vacs but the
profitability of the business basically needs to double every quarter from this quarter to kind of hit around
the midpoint of the guidance. You've talked about some of the embedded cost cuts.

I guess what I would ask is, could you and Heyward kind of talk through where you see the growth
opportunities versus the cost reductions. Kind of what I'm trying to get to is that -- are we -- do we feel
like we're back in the growth phase of the business coming out of the pandemic? Or are we still more than
a shrink-to-grow type outlook?

Heyward Rutledge Donigan
President, CEO & Director

Yes, George, it's Hayward. Thanks. I think it's a combination. We are -- we've shown that we can grow our
scripts, even cycling the significant benefit we got from vaccines last year. So our core scripts are up. And
that's just the beginning. We haven't even really tapped into yet some of the adherence courtesy refill and
maintenance medication opportunities that we have in front of us.

Also, while front end was flat as the quarter, the front-end sales comps actually were increasing in the
quarter. So we have seen strong momentum within the quarter. And as I mentioned earlier, we're seeing
strong sales results on Elixir. So we've sold more so far this year than we sold at this time last year. And
our retention rates are higher. So that's the growth story. And we talked about specialty mail and some of
the other opportunities. I'll let Matt comment just on the economics and the SG&A efforts.

Matthew C. Schroeder
CFO & Executive VP

Yes. I think the other thing to add regarding kind of the trend of revenues for the year, just keep in mind
that we have a lot of flu immunizations that we expect to do in the third and the fourth quarter and the
year. And so some of our script growth is back-end loaded in the year as you think about modeling.

And then certainly on the SG&A side and as Heyward said, George, this is a -- we've got to be able to
both grow the business and also get more efficient on the efficiency side. We -- as I said in my comments,
we've basically finished closing all the stores we had targeted to close during the quarter. We got the
benefits we expected from that during the quarter. I expect those benefits to ramp in the last 3 quarters of
the year.

And between that and some of the back-end loaded aspect of the cost-cutting initiatives we're working on
and some margin improvement opportunities at Elixir, those are all the factors [ stirred ] together and give
us comfort in maintaining the EBITDA guidance.

George Robert Hill
Deutsche Bank AG, Research Division

Okay. If I can nag you out a couple of more quick ones. I guess the $40 million in adjusted EBITDA SG&A
savings in the quarter, is that a number that you feel is safe that we can annualize? Or is that more of a
onetime benefit?

Matthew C. Schroeder
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CFO & Executive VP

Not only can you annualize, I think it's going to get better because again, we were still closing stores
during the first quarter that are now closed and with some of the cost savings initiatives that we have that
we're just starting to get some traction on. So I think you could definitely annualize that number.

George Robert Hill
Deutsche Bank AG, Research Division

Okay. I'll throw one last one and then I'll hop back in the queue, which is I think the noise in the space
last week was around Walmart planning to raise pharmacy tech wages. I guess maybe talk more broadly
about labor? And are you guys continuing to see labor wage inflation? Do you guys suspect that, that
could drive another round of cost pressures for you guys? And I guess how exposed you guys feel to your
pharm techs being pushed away and the potential for another round of rising wage costs.

Heyward Rutledge Donigan
President, CEO & Director

We are in a very good position on wages and labor. So we cycled through wage increases last year,
which are already reflected in our numbers. We don't expect to do any other additional significant wage
increases. Andre can talk about specifically how we're positioned from a labor perspective.

Andre Persaud
Executive VP & Chief Retail Officer

Yes. Thanks, Heyward. Good morning, George. Yes, we did see the announcement from Walmart. And now
let me start with that here. At Rite Aid, we've been very focused on our technician training and hiring for
more than a year. Relative to what was announced, we have a very comprehensive training program for all
of our new technicians, prior to them starting in opportunities for progression commensurate with pay.

We're very confident, and we're very focused on staying competitive, and we feel very good about where
we are with our technicians right now.

In regards to the general wage inflation, as Heyward mentioned, we have been working at this for over 24
months. And we made some strategic investments in Q4 of last year, which are modeled into our plan for
this year. So at this point in time, we feel very good about our frontline hiring situation. And so from that
perspective, we don't see much pressure for the back half of the year on wages for us.

Operator

Your next question will come from the line of Elizabeth Anderson with Evercore.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

I was just wondering if you could maybe start off by talking about the benefits of the new loyalty program
in the quarter and how do you expect those to ramp for the rest of the year?

Heyward Rutledge Donigan
President, CEO & Director

I'll start by saying that the benefits of the new loyalty program, Rite Aid Rewards, has largely been
improved margin in the quarter because of the lack of having to accrue for these discounts that we were
giving to some customers who actually didn't even -- weren't even aware that they were earning the
discount. So Andre, can you update on the new rewards program?

Andre Persaud
Executive VP & Chief Retail Officer

Absolutely. It's an exciting new program. We're very early in this. We actually have a big bang launch plan
in the next 30 days. It is a points-based program relative to a discount program and a much more efficient
spend of our margin dollar investment. For us, it appeals to a much larger consumer base. It's a digital-
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first program and is -- the goal is to drive customer acquisition through that so we could be much more
personalized and how we speak to our customers.

The program, you earn points are both online, brick-and-mortar spend, both pharmacy and front end.
And as we mature into the program in the back half of this year, there will be offers that extend beyond
products. That really brings us in line with our overall purpose, which is, of course, help you achieve health
for life. So very early, but excited about our progression for the next 3 months here.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

So you still expect that in terms of -- I think last quarter, you talked about like a $30 million positive
contribution from between that and private label. So you would still think of that as being on track versus
what you said last quarter?

Matthew C. Schroeder
CFO & Executive VP

Elizabeth, this is Matt. That's exactly right. Between those 2 items, we expect a $30 million gross margin
benefit on the loyalty program, on the lack of the reduction in markdowns in particular. We were very
pleased with what we saw from a bottom line benefit in the first quarter.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

Got it -- can you?

Heyward Rutledge Donigan
President, CEO & Director

Just...

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

Sorry, go ahead.

Heyward Rutledge Donigan
President, CEO & Director

No, go ahead.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

I would just switch topics unless you had something else to add there, just in terms of COVID testing
volumes in the quarter. Obviously, that's been something that's been moving around as between sort
of switching of PCR and Home Test. So I was wondering if you could talk about that, whether it's sort of
similar cadence to the vaccine drop off sequentially or something else that you're seeing there?

Heyward Rutledge Donigan
President, CEO & Director

Well, we tend to see the vaccines and the testing move in concert with each other. And certainly, the
vaccines have dropped off but as you know, there's still a lot of hotspots in the United States, the West
Coast being the big one right now. So we are still seeing strong sales in home testing, and we are also
doing PCR testing as well. Matt, I don't know if you have some specifics you want to go over.

Matthew C. Schroeder
CFO & Executive VP
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Yes. I would say on the PCR test, certainly, we saw that drop off over kind of quarter-over-quarter. But
demand for the over-the-counter test, the antigen test remains strong. We probably did about $35 million
worth of sales in antigen test in the first quarter. And that cadence was pretty steady over the quarter, and
it continues to be a high demand even as we move into the second quarter.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

Okay, right. And just so that we remember that would go in the front end sales, right, for the
[indiscernible].

Matthew C. Schroeder
CFO & Executive VP

For us, we run the majority through The pharmacy because they're a covered benefit with some also
coming through the finance. So I would say the mix is about 75% in the pharmacy and about 25% in the
front end.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

Okay. And then so if I was -- if I had a PCR test is something like 300,000, that's roughly -- is that
ballpark sort of right kind of area?

Matthew C. Schroeder
CFO & Executive VP

Probably a little less than that, quite a little less than that for the quarter.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

Okay. Perfect. And then maybe, sorry, one last question on the stores. I just want to make sure I have
the cadence of the stores for the year. Obviously, versus my original expectations, you obviously closed
a bunch of the stores earlier than I expected, which is fine. So I just want to understand just in terms of
the total store closure cadence for the rest of the year. And then you talked about the rural store openings
in New York and Virginia, et cetera. So do those count as sort of full new stores and the store count? And
how do we think about how many you're adding in the rest of the year?

Heyward Rutledge Donigan
President, CEO & Director

Well, think of us closing 145 stores by June. So this will be largely behind us. And then we will be opening
anywhere between, let's say 5 and 20, just depending right now on, frankly, how fast we can find real
estate, how fast we can get the real estate branded and into our formats as well as ensuring that we get
a staff to standards. So I would look for us to at least minimally be opening 5 stores this year with an eye
toward opening 20 within months after that.

Elizabeth Hammell Anderson
Evercore ISI Institutional Equities, Research Division

Okay. So -- and those count as sort of still like full types of stores like versus the other store. They're
small format.

Heyward Rutledge Donigan
President, CEO & Director

Yes. Yes. I'd still call it a store. But just to run that thought out, they will be pharmacies with limited
over-the-counter front end. Think of them as like a European apothecary, where really a trusted health
care frontline health care professional in those markets, where we depend on McKesson for the supply
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chain instead of our -- having to deal with a lot of our own inventory and rent on the front end. So -- but
definitely consider the store.

Matthew C. Schroeder
CFO & Executive VP

Elizabeth, from a modeling and statistical standpoint, it is definitely a discrete story.

Operator

Your next question will come from the line of William Reuter with Bank of America.

William Michael Reuter
BofA Securities, Research Division

Good morning. Given the high incidence of COVID still across the U.S., is the number of vaccines that
you're administering, I guess, into the second quarter above your previous expectation? And is this
potentially a tailwind that was maybe not foreseen at the beginning of the year.

Matthew C. Schroeder
CFO & Executive VP

So Bill, this is Matt. We had said it last quarter that we expected a vaccine decline for the full year
to levels of 20% to 30% of what they were in fiscal '22. And I think that's a number that we're still
expecting. As far as expectations for cadence, candidly, it's a little hard to have expectations of exactly
what the cadence is going to be quarter-over-quarter or month-over-month. This is been very kind of
difficult to predict.

So I think -- if anything, what we saw in the first quarter of the 1.7 million probably gives me even a little
more confidence that we're going to be well within that 20% to 30% kind of reduction range over last
year. But beyond that, so that's -- we plan for our guidance. That's what we're sticking with, and that's our
best thought until unless facts change as we go forward.

Heyward Rutledge Donigan
President, CEO & Director

Yes. We saw more than we expected in the first quarter. And then we are now expecting and counting on
a version of a vaccine that comes out that is effective against Omicron, whether it's the current variants
or the new variant, that's what they're working on. And so we do expect that. We can't really predict
what the uptake will be, but we anticipate there will be an uptake since it's likely to be a different variant
version. And then, of course, also pointing to what we think will be a very strong flu season.

William Michael Reuter
BofA Securities, Research Division

Got it. Yes, I didn't know if the 70% to 80% reduction, it would be your expectation it might be less than
that at this point, given it seems like everyone, I know gets [indiscernible] with COVID. But okay. The
second question is you mentioned the 80,000 additional lives for Elixir that you've attained, and there's
still 1 million potentially that you're going to be getting? I guess, what's your degree of confidence in that
additional potential million. What percent might be reasonable that you would attain of those? And then if
there has been anything else in terms of losses of lives, I'm trying to think about next 2023, that calendar
year, how Elixir is shaking out.

Heyward Rutledge Donigan
President, CEO & Director

I'll let Chris answer.

Chris DuPaul
COO & Director
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Thank you for the question. Just to clarify a bit, taking you down through the numbers. The 1 million
lives that Heyward referenced are the lives that we still have active in our pipeline inside of our target
markets. So those are -- that's a business that is up for bid right now for 1/1 '23. So out of that 1 million,
we expect to win a portion of those. Where we are right now in terms of our new life count for next year, I
think in our last earnings call, we've talked about -- we've set a goal to try and win 300,000 new lives.

At the time, we've had a pretty strong start to our selling season, particularly on the health plan side. As
we've moved into more of the commercial book, that slowed a bit. As we've seen more clients sticking
with incumbents. That said, we are still expecting to have the strongest selling season that we've had in
several years at Elixir. And so we feel really good about where our life count is headed. Our retention rate
is still expected to come in right around 95%. And we did retain our largest client, MCS, earlier in the year.
So we're feeling really good about where our lives are headed going into 1/1 '23, and that's sort of how
we get there.

Operator

Your next question will come from the line of Karru Martinson with Jefferies.

Karru Martinson
Jefferies LLC, Research Division

When you look at the store closures and the liquidation of scripts where you had them. What was the
benefit to the quarter in terms of the asset sales? And are those value still coming in that 10% to 20%
range that you were looking for?

Matthew C. Schroeder
CFO & Executive VP

So Karru, it's Matt. The benefit for the quarter from a proceeds standpoint of the asset sales is about $30
million. And the valuations that we're seeing, I think, both on the buy side and the sell side. because we
are out in the market, obviously, doing script file buys are in that $10 to $20 range.

Karru Martinson
Jefferies LLC, Research Division

Okay. And then when you look at the opioid litigation, is that what the add back here for the stock
expenses, the add back for the litigation expenses? Or is that separate there? And then kind of any update
on the litigation expense and outlook?

Matthew C. Schroeder
CFO & Executive VP

So the litigation add-backs were not related to opioid related to other kind of long-standing matters that
we did settlements on during the quarter. And the opioids, I think nothing really new from the last quarter
where we talked about. We've had some targeted settlements in some key -- in some key areas that kept
us out of -- kept us out of bellwether cases. Other than that, no data to report.

Karru Martinson
Jefferies LLC, Research Division

Okay. And just lastly, on the revolver draw. Is the right way to think about it, we've kind of funded the
store closures on that front, and so that we'll continue to work that revolver down as we go through the
course of the year?

Matthew C. Schroeder
CFO & Executive VP

Well, the store closures, I expect to be an EBITDA benefit and actually help us against revolver draws
because we're getting out stores here that are negative EBITDA. And that's really between that and some
of the proceeds we're getting on selling scripts when we can't transform other stores, I actually look at the
store closure program as cash accretive.
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Operator

Your next question will come from the line of Jenna Giannelli with Goldman Sachs.

Jenna Loren Giannelli
Goldman Sachs Group, Inc., Research Division

I know you've called out and emphasized a lot. That's a strong liquidity position. I guess, can you just --
can you speak a little bit to just your vendor relations. Any changes in terms that you may have seen?
And sometimes, I guess, with the rating agencies, the speculative default rating update on the back of the
exchange, I guess, have there been any questions from some of your vendors around that have needed to
be clarified?

Matthew C. Schroeder
CFO & Executive VP

The short answer, Jen, is no. No questions need to be clarified. Our relationships with vendors are good,
no term changes. Our vendor partners are very supportive. And -- we've actually been -- Byron and
I have actually been pretty proactive in going out and talking to vendors about the bond tender and
the expectation of a potential speculative default and actually get it, they understand it and they're not
concerned about it. So we feel very good about where we are for vendor relationships.

Jenna Loren Giannelli
Goldman Sachs Group, Inc., Research Division

Awesome. Good. That's great to hear. And then you adjusted in an earlier question just on the PBM side,
around the confidence in the full year guidance and that being embedded in the expectation of increased
lives. But maybe just a little -- I mean, right now, we're still run rating below where the full year EBITDA
guide is, I guess, just in terms of the expected benefits of the cost savings and the benefits from the
rebate aggregator. When we can really expect to see those come through? Is that going to be the primary
driver of the pickup in EBITDA on the PBM side in the back half of the year?

Heyward Rutledge Donigan
President, CEO & Director

I would say it's a combination of all the above. But just to reaffirm, that we are sticking with our guidance
on the Elixir business of $140 million to $150 million in EBITDA. We have a high level of confidence
around that. That would represent a range of 24% to 33% EBITDA growth for the year for Elixir. It's a
combination of relentless focus on improving our network management, our rebate opportunities selling
business and also getting more efficient.

Operator

Our final question will come from the line of Carla Casella with JPMorgan.

Carla Casella
JPMorgan Chase & Co, Research Division

Most of mine have been answered, but just a couple of follow-ups. There's an add back in your
adjustments for EBITDA for the full year guide of $18.3 million for litigation and other contractual
settlements. Have you said what that's related to and kind of where you stand in any of the opioid
settlements?

Matthew C. Schroeder
CFO & Executive VP

So the $18.3 million in the guide related to the litigation settlements that we actually had this quarter,
there were non-opioid long-standing other cases that we had settlements for. And on the opioid really,
Carla, no change from where we were a few months ago when we reported out. We've had some success
in doing some targeted settlements in New York and Ohio that have kept us out of bellwether cases. and
we're pretty pleased about that other than that and it used to report.
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Carla Casella
JPMorgan Chase & Co, Research Division

Okay. And then the revolver draw for the bond tender and also this quarter, just the additional revolver
draw, do you expect to be able to pay that down over -- is there a time frame you target to be able to be
out of the revolver?

Matthew C. Schroeder
CFO & Executive VP

Well, by year-end, we expect to have generated positive cash flow in our business and be able to pay
down debt, and I expect that revolver draw to get at the end of the year to be in the -- kind of a ZIP code
as it was at the beginning of the year. A lot of what happened this quarter was all timing.

Carla Casella
JPMorgan Chase & Co, Research Division

Right. Exactly. Okay. And then on Elixir, it's sounds great that you're getting more lives than you're seeing
in that revenue guidance. The margin is a little bit lower than what we were targeting. Can you just give
any kind of puts and takes to the drivers of Elixir gross or EBITDA margin?

Matthew C. Schroeder
CFO & Executive VP

Yes. I think some of the revenue guide that we have for this year and the change for this year's revenue
guide is really around utilization of high-cost drugs, which is really a pass-through. So that's going to
have a little bit of a negative impact on your margin rate. So that's the kind of push and pull between the
rate and the revenue guidance and the fact that we kept EBITDA consistent with what our guidance was
before, that you're getting a little bit of a trade-off and margin rate there.

As we've said about some of the spread and rebate management initiatives that we have do expect PBM
margins to get better in the second and third and fourth quarter.

Carla Casella
JPMorgan Chase & Co, Research Division

Okay. So it's not that the underlying business is coming in lower margins, it's clearly those higher cost
drugs that you're talking about, the higher price points.

Matthew C. Schroeder
CFO & Executive VP

This higher utilization of higher drug cost is going to have basically -- it's going to have a negative impact
on margin rate. From a gross profit dollar standpoint we're still in good shape.

Operator

And I'll now turn the conference back over to Heyward Donigan for any closing remarks.

Heyward Rutledge Donigan
President, CEO & Director

All right. Well, thank you, everyone, for your questions. Really appreciate it. And most importantly, for
your interest in Rite Aid. We are maintaining our focus on becoming a leading full-service and modern
pharmacy. We have a team of 6,400 experts pharmacists available to you 24/7. And please do take
advantage of that opportunity to ask an expert. And then we have another 43,000 associates caring for
the communities and customers we serve to drive better health outcomes because that's what this is all
about. That's what we stand for as a company, and it's what we expect will drive long-term shareholder
value. Thank you.

Operator
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Ladies and gentlemen, that does conclude today's meeting. Thank you all for joining. You may now
disconnect.

https://marketintelligence.spglobal.com/


RITE AID CORPORATION FQ1 2023 EARNINGS CALL |  JUN 23, 2022

Copyright © 2022 S&P Global Market Intelligence, a division of S&P Global Inc. All Rights reserved.

spglobal.com/marketintelligence 18

Copyright © 2022 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.

These materials have been prepared solely for information purposes based upon information generally available to the public
and from sources believed to be reliable. No content (including index data, ratings, credit-related analyses and data, research,
model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered,
reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission
of S&P Global Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any unlawful or
unauthorized purposes. S&P Global and any third-party providers, (collectively S&P Global Parties) do not guarantee the accuracy,
completeness, timeliness or availability of the Content. S&P Global Parties are not responsible for any errors or omissions, regardless
of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON "AS IS" BASIS. S&P GLOBAL
PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS,
THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE
OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content
even if advised of the possibility of such damages. S&P Global Market Intelligence's opinions, quotes and credit-related and other
analyses are statements of opinion as of the date they are expressed and not statements of fact or recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P Global Market
Intelligence may provide index data. Direct investment in an index is not possible. Exposure to an asset class represented by an
index is available through investable instruments based on that index. S&P Global Market Intelligence assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the
skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other
business decisions. S&P Global Market Intelligence does not act as a fiduciary or an investment advisor except where registered
as such. S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain divisions of S&P Global may have information that is not available to
other S&P Global divisions. S&P Global has established policies and procedures to maintain the confidentiality of certain nonpublic
information received in connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from
obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public ratings and analyses are made
available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com
(subscription), and may be distributed through other means, including via S&P Global publications and third-party redistributors.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.
© 2022 S&P Global Market Intelligence.

https://marketintelligence.spglobal.com/

