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Glossary

Act

Allotment

Associates

BDO
Bill
Buy Back

Buy Back Price

Cape

Code

EBOS

DCF

EBIT
EBITDA
Enterprise Value
IBD

Life

Listing Rules
LPL Trustee

Merger Agreement

Non-Associated Shareholders

Non-Associated Fully Paid
Shareholders

Non-Associated Partly Paid
Shareholders

NPAT
NZSX
NZX
PBL
PIMS

Companies Act 1993

the proposed allotment of 26,904,646 full paid Life ordinary
shares to Cape

associate (i.e. investee) pharmacy companies of Life, PBL, or
both, as the context requires

Beauty Direct and Online Limited
Therapeutic Products and Medicines Bill

the proposed buy back offer of 8.2 million partly paid shares by
Life

$0.32 per partly paid ordinary share, equivalent to $0.52 on a fully
paid basis

Cape Healthcare Limited
Takeovers Code

EBOS Group Limited
discounted cash flows

earnings before interest and tax
earnings before interest, tax, depreciation and amortisation
ungeared business value
interest bearing debt

Life Pharmacy Limited

the listing rules of the NZSX
LPL Trustee Limited

the merger agreement between Life and PBL and their respective
board of directors dated 1 August 2009

Life shareholders not associated with Andrew Bagnall, John
Bolland, Andrew Davidson, or Mark Vuksich

fully paid ordinary shareholders of Life not associated with
Andrew Bagnall, John Bolland, Andrew Davidson, or Mark
Vuksich

partly paid ordinary shareholders of Life not associated with
Andrew Bagnall, John Bolland, Andrew Davidson, or Mark
Vuksich

net profit after tax

the main board equity securities exchange operated by the NZX
NZX Limited

Pharmacybrands Limited

PIMS (2005) Limited
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Pre-Bid Agreements

Propharma

Taxable Bonus Issue
VWAP

Zuellig

the pre-bid agreements between Life and certain shareholders of
PBL to accept the offer to be made under the Merger Agreement

Pharmacy Retailing (NZ) Limited

the 1 for 100 taxable bonus issue to be undertaken by Life
volume weighted average price

Zuellig Pharma
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1.

Introduction

1.1. Background

Life Pharmacy Limited (“Life” or “the Company”) is a company listed on the main board equity
security market (“NZSX™) operated by NZX Limited (“NZX™). Life is New Zealand’s only listed
retail pharmacy group. It operates under the Life Pharmacy, Life Metro, Life Outlet and Care Chemist
brands. The total Life group includes 52 retail outlets operating throughout New Zealand, comprising
29 Life branded stores and 23 pharmacies branded Care Chemist. Of the 52 retail outlets, Life has
49% shareholdings in 20 associate pharmacy companies (“Associates”) and a 50/50 joint venture.
Life’s audited financial statements to 31 March 2009 recorded net assets of $36.7 million.

Life currently has 37,819,588 fully paid ordinary shares, 29,004,631 partly paid ordinary shares and
960,000 redeemable ordinary shares on issue. Holders of partly paid shares will be required to pay
$0.20 per share on 18 September 2009, upon which their partly paid shares will become fully paid.
Each partly paid share currently entitles the holder to one half of a vote on shareholder resolutions
(versus one full vote per fully paid share).

LPL Trustee Limited (“LPL Trustee”) owns 19.2% of the fully paid ordinary shares and 93.3% of the
partly paid ordinary shares in Life. In the absence of the transactions discussed in this report, these
shareholdings would give LPL Trustee just over 50% of the voting rights in Life after the partly paid
shares become fully paid in September 2009. LPL Trustee is a privately held company, wholly owned
by John (Andrew) Bagnall. Andrew Bagnall represents LPL Trustee on the board of directors of Life.
We note that John Bolland, another director of Life, is deemed an associate person of LPL Trustee
under the NZX Listing Rules.

Pharmacybrands Limited (“PBL”) is a non-listed but widely held company with 173 shareholders.
Due to the number of shareholders, PBL is a code company for the purposes of the Takeovers Code
(“the Code™). PBL operates under the Unichem and Amcal brands. The total PBL group includes 203
retail outlets throughout New Zealand, comprising 128 Unichem and 75 Amcal branded stores. Of the
203 retail outlets, PBL has shareholdings in nine associate pharmacy companies. PBL’s audited
financial statements as at 31 March 2009 show net assets of $6.7 million.

PBL currently has 1,023,045 ordinary shares on issue. Cape Healthcare Limited (“Cape”) owns
66.1% of the ordinary shares in PBL. Cape is a privately held company, owned 51% by a company
associated with Zuellig Pharma (“Zuellig™) and 49% by a trust associated with Peter Merton.

1.2. Proposed Transactions

Merger

On 3 August 2009, Life announced that it had entered into a merger agreement with PBL (the “Merger
Agreement”) under which it would make an offer for 100 percent of the ordinary shares of PBL and
merge the operations of the two companies.

Under the Merger Agreement, Life agreed to offer to purchase PBL shares by way of a share swap,
offering PBL shareholders the opportunity to sell their shares and receive Life shares in exchange.

PBL shareholders who accept the offer will receive 39.783 Life fully paid ordinary shares for every
one PBL share. For the purpose of calculating this exchange ratio, PBL was valued at approximately
$20 million, or $19.55 per PBL share, and Life at approximately $29.1 million (after the buy back
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discussed below), or $0.491 per Life share. The shares to be issued by Life under the offer will rank
pari passu with all other ordinary shares on issue at the date of allotment.

The offer is recommended to PBL shareholders by the board of directors of PBL. Cape and a number
of entities associated with certain directors of PBL (Peter McSweeney, Ken Orr, Graham Gyde, Steve
Tatton and lan Sharp), who together hold 68.9% of the shares in PBL, have signed pre-bid agreements
stating that they will accept the offer, when made, in respect of all of their PBL shares (“Pre-Bid
Agreements”).

As part of the transaction, and prior to the share swap offer, Life will offer to buy back 8.2 million of
its partly paid shares (the “Buy Back”). Also, prior to the merger, Life will be undertaking a 1:100
taxable bonus issue to distribute available imputation credits (the “Taxable Bonus Issue™).

Allotment

Cape currently holds 66.1% of the ordinary shares in PBL, and no shares in Life. In consideration for
its shareholding in PBL, Cape would be allotted 26,904,646 Life ordinary shares (the “Allotment”).
Should this takeover offer be successful, Cape would become the holder of between 26.8% and 30.9%
of the ordinary shares in Life.

Buy Back

Prior to the proposed merger, Life intends to buy back up to 8.2 million partly paid shares at $0.32 per
share (equivalent to $0.52 per share on a fully paid basis). This represents 28.3% of the approximately
29 million partly paid ordinary shares. The Buy Back will be on a pro-rata basis to all holders of
partly paid ordinary shares. Life’s directors and associated entities hold 93.9% of the partly paid
ordinary shares, with LPL Trustee alone holding 93.3%.

The Pre-Bid Agreements are conditional upon LPL Trustee accepting the Buy Back in respect of all of
the partly paid shares it holds which are subject to the Buy Back offer. LPL Trustee has indicated to
Deloitte that it will accept the Buy Back offer in full.

1.3. Regulatory Requirements

Allotment

Rule 6(1)(a) of the Code prohibits a person (or company) from becoming the holder or controller of
greater than 20% of the voting rights in a code company unless it complies with an exception to this
fundamental rule.

One of the exceptions is set out in Rule 7(d) of the Code. This enables a person (or company) to hold
or control more than 20% of the voting rights by an allotment of shares if the allotment is approved by
an ordinary resolution of the code company.

The Allotment will result in 26,904,646 Life ordinary shares being held by Cape. This will represent
between 26.8% and 30.9% of the voting securities in the Company. The maximum percentage is
calculated assuming:

e the Taxable Bonus Issue is undertaken;

e only the shares subject to Pre-Bid Agreements accept the offer and no other PBL
shareholders do so; and

o all of the partly paid shares subject to the Buy Back accept the Buy Back offer.
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Accordingly, all of Life’s shareholders will be asked to vote at the annual meeting on Resolution 1.
This ordinary resolution seeks approval for the Company to undertake the proposed merger with PBL
and all other associated transactions including, without limitation, that Life be authorised to undertake
the Allotment. We understand that all of Life’s shareholders are eligible to vote on this resolution as
none of Life’s shareholders are associated with Cape.

Rule 16(h) of the Code requires that the notice of meeting in respect of an allotment of shares under
Rule 7(d) must include or be accompanied by an Independent Adviser’s Report.

The Directors of Life have requested Deloitte Corporate Finance to prepare an Independent Adviser’s
Report evaluating the merits of the Allotment pursuant to Rule 18 of the Code. Chas Cable and Alan
Dent, partners in Deloitte, have been approved by the Takeovers Panel to prepare the Independent
Adviser’s Report in relation to the Allotment.

Buy Back

NZSX Listing Rule 7.6.5 requires share buy backs to be “approved by separate resolutions (passed by
a simple majority of votes) of members of each separate group of each class of quoted equity
securities of the issuer whose rights or entitlements are materially affected in a similar way by the
proposal”.

Listing Rule 6.2.2(c) requires an Appraisal Report to accompany the notice of meeting in relation to a
share buy back where “...it is intended or likely that more than 50% of the Securities to be acquired or
redeemed will be Securities held by Directors or Associated Persons of Directors of the Issuer...”.

The following table lists the number and percentage of partly paid ordinary shares held by directors or
associated persons of directors of Life:

Life Partly Paid Ordinary Shares

Shareholders Total Number % of Partly Number of Partly
of Partly Paid Paid Shares Paid Shares

Shares Subject to Buy

Back

Associated Directors

Andrew Bagnall and John Bolland 27,068,975 93.3% 7,652,763
Andrew Davidson 156,000 0.5% 44,103
Mark Vuksich 10,000 0.0% 2,827
Sub-total Directors 27,234,975 93.9% 7,699,693
Other Shareholders 1,769,656 6.1% 500,307
Total 29,004,631 100.0% 8,200,000

Source: Life share register

Accordingly, Life’s fully paid shareholders and partly paid shareholders must each separately approve
resolutions that, in part, address the Buy Back. Resolution 2 seeks approval from fully paid ordinary
shareholders for the Company to undertake the proposed merger with PBL and all other associated
transactions including, without limitation, the Buy Back and the issue of Life shares to PBL
shareholders. Resolution 3 seeks the same approval from the partly paid shareholders.

Listing Rule 6.2.2(c) requires that the notice of meeting be accompanied by an Appraisal Report.
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The Directors of Life have requested Deloitte to prepare an Appraisal Report in compliance with
Listing Rule 1.7.2 on the fairness of the Buy Back to “the holders of Equity Securities other than those
associated with the relevant Associated Persons”. Deloitte was approved by NZX on 22 July 2009 to
prepare the Appraisal Report.

1.4. Purpose of the Report
Deloitte issues this:

e Independent Adviser’s Report to the Company’s directors to assist all Life shareholders in
forming their own opinion on whether to vote for or against the resolutions in respect of the
Allotment,

e Appraisal Report to the directors of Life not associated with Andrew Bagnall, John Bolland,
Andrew Davidson, or Mark Vuksich for the benefit of the holders of the partly paid
ordinary shares and fully paid ordinary shares not associated with any of those directors
(“Non-Associated Partly Paid Shareholders” and “Non-Associated Fully Paid
Shareholders”, respectively; together “Non-Associated Shareholders™).

We note that each shareholder’s circumstances and objectives are unique. Accordingly, it is not
possible to report on the merits of the Allotment or fairness of the Buy Back in relation to each
shareholder. This report on the merits of the Allotment and fairness of the Buy Back is therefore
necessarily general in nature.

This Independent Adviser’s Report and Appraisal Report are not to be used for any other purpose
without Deloitte’s prior written consent.
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2.

Summary of Deloitte’s Opinion

Allotment

In our opinion, the Allotment has merit for Life shareholders.

The key factors leading to our opinion are:

the Allotment is a natural consequence of the merger being structured as a share exchange.
We believe the rationale for the Allotment is sound;

the proposed exchange ratio for the merger (39.783 Life shares for every one PBL share) is
close to the middle of the range of exchange ratios implied by our stand alone valuations of
Life and PBL. Therefore, in our opinion, the number of shares to be received by Cape in
the Allotment is fair to Life shareholders;

from the perspective of minority shareholders in Life, the Allotment does not in our view
increase, and may reduce, the degree of control that can be exercised by major
shareholders;

there are a number of potential benefits of the Allotment and the merger, including synergy
benefits from combining the two businesses, increased liquidity of Life shares, increased
potential for small shareholders to receive a takeover premium in the future, and the
involvement (as shareholders and directors) of Peter Merton and William Meaney (Zuellig)
who both have significant experience in the pharmaceutical industry; and

we do not perceive any significant disadvantages of the Allotment and the merger.

Buy Back

In our opinion, the consideration and the terms and conditions of the Buy Back are fair to the
Non-Associated Shareholders.

The key factors leading to our opinion are:

the rationale for the Buy Back is sound. The Company wishes to (i) return capital that the
Company does not believe is required, and (ii) to only extend the Buy Back offer to 8.2
million partly paid shares in order to equalise the shareholdings of LPL Trustee and Cape in
the merged entity (a condition of the merger imposed by PBL and Cape);

the Buy Back price of $0.32 per partly paid share (equivalent to $0.52 on a fully paid basis)
is fair when the value of potential synergy benefits is included. It is appropriate to assess
the Buy Back price on a post-merger basis as those partly paid shareholders who accept the
Buy Back offer are giving up the opportunity to participate in the merger synergies in
respect of the shares sold into the Buy Back; and

if the resolutions that, in part, relate to the Buy Back are not approved then the merger will
not proceed and all shareholders give up the opportunity to share in the potential benefits of
the merger.

Voting for or against resolutions that, in part, relate to the Allotment and Buy Back is a matter for
individual shareholders based on their own views as to value and future market conditions, their risk
profile and other factors. Shareholders will need to consider these factors and consult their own
professional adviser if appropriate.
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3.

Industry Overview

Until September 2004, pharmacy ownership by non-pharmacists was restricted to a maximum of 25%
shareholding in a single pharmacy and pharmacists were prohibited from having a controlling interest
in more than one pharmacy.

Following partial industry deregulation in September 2004, non-pharmacists are now permitted to hold
an interest in an unlimited number of pharmacies up to a maximum of 49.9% of the voting rights, with
one or more pharmacists holding the controlling interests. A pharmacist can hold a maximum of five
controlling interests and must hold a license to operate a pharmacy. Licences are issued annually by
Medsafe on behalf of the Ministry of Health.

There are approximately 1,190 pharmacies operating throughout New Zealand, over half of which are
operating as independently owned pharmacies. An estimated 544 stores belong to retail pharmacy
groups, as illustrated in the table below.

Retail Pharmacy Groups and Market Share

Company Number of Retail sales Dispensary Total sales MarkeE
Stores ($m) sales ($m) ($m) share

Life Pharmacy 29 97 33 130 6.9%
Care Chemists 2 23 10 12 23 1.2%
Pharmacybrands 203 244 278 522 27.8%
Radius 34 36 52 88 4.7%
Buying Groups? 255 143 175 319 17.0%
Independents 646 359 439 798 42.5%
Total 1,190 890 990 1,880 100.0%

Market share is based on % of total sales

2The Care Chemist franchise is owned by Life

3Buying Groups include Vantage (9.3% market share), Pharmacy First (1.0% market share) and CDC (6.7%
market share)

Source: Life Management estimates

Pharmacies have tended to form themselves into franchise groups or more loosely associated buying
groups to take advantage of group buying power, branding and advertising scale efficiencies, and
support function cost efficiencies.

Pharmacies derive revenue from prescription and non-prescription sales. Pharmacies located close to
medical centres tend to sell a higher mix of lower margin prescription medicine, whilst pharmacies in
areas with high levels of retail shoppers sell a greater portion of higher margin non-prescription
products.

District Health Boards pay pharmacies a Pharmacy Services Fee of $2.30 for every prescription
dispensed, with the level of customer surcharge dependent upon whether medicines are partly or fully
subsidised. Since 1 September 2008, the maximum surcharge has been limited to $3.00. Given price
regulation, pharmacies only compete on volumes in respect of prescription products. Higher
dispensary levels help drive sales of non-prescription products.

10
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The retail environment for non-prescription products is more competitive with supermarkets and
discount retailers increasingly seen as a threat to traditional stand alone pharmacies. Supermarkets
and discount retailers already stock many types of non-prescription products sold by pharmacies and
more recently PBL entered into a joint venture with Foodstuffs Auckland to establish pharmacies in
some of its supermarkets. To date, one pilot in-store pharmacy has been established in Pak-N-Save
Albany on Auckland’s North Shore.
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4.

Company Profiles

4.1. Life Pharmacy Limited

Background

Life was New Zealand’s first listed retail pharmacy group, operating the Life brand in retail locations
as a franchisor and holding an ownership interest in certain stores.

The Life franchise originated in 1995 and initially comprised 10 pharmacies. Prior to listing, the Life
brand was owned by an entity then called Life Pharmacy Limited (now called PIMS 2005 Limited
(“PIMS™)). This entity was owned by the pharmacists who were the owner operators of the Life
pharmacies.

Following partial ownership deregulation in September 2004, PIMS identified an opportunity to
establish a listed retail pharmacy group. On 4 March 2005, listed company Beauty Direct and Online
Limited (“BDO”) acquired the business assets of PIMS, being the Life Pharmacy brand and all of the
shares in a small beauty products retailer trading as Origins, as well as 49% of the shares in 17
pharmacy companies operating Life branded stores. The acquisition by BDO was funded by the
issuing of new shares to the shareholders of PIMS and the Life pharmacists who were selling 49%
shareholdings. BDO was then renamed Life Pharmacy Limited, with the entity formerly named Life
Pharmacy Limited being renamed PIMS 2005 Limited.

Since listing on the NZSX, organic growth has seen the number of Life branded pharmacy stores
increase to 27. The Company has a 49% shareholding in 19 companies owning 22 Life-branded
pharmacy stores, with no ownership interest in the remaining five franchised stores. Life pharmacy
stores are mainly focused on non-prescription medicine sales and are therefore typically located in
retail districts and shopping malls in major metropolitan areas. In addition, Life has a 50% interest in
two Life branded non-pharmacy outlet stores operating in Te Rapa and Onehunga.

In May 2008, Life acquired the Care Chemist business, which at the time included eight franchised
stores. Under Life ownership, the Care Chemist business has grown to 23 stores. Of the 23 stores,
Life has a 49% shareholding in one store and no ownership interest in the other 22 franchised stores.

12
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Financia

| Performance

A summary of Life’s recent historical financial performance and FY10 Budget is set out below:

Summary of Life Financial Performance

$000s FYO7 FYO8 FY09 FY10 Budget
Revenue
Associate earnings 760 426 1,069 1,790
Franchise revenue 3,793 5,512 6,169 6,760
Other 471 504 239 =
Total revenue 5,024 6,442 7,477 8,550
Expenses
Scc’c‘geur:fa”bciﬁtsnd (459) (482) (412) (641)
Marketing (2,134) (3,254) (3,014) (3,134)
Employee expenses (1,685) (2,400) (2,974) (2,632)
Other expenditure (1,724) (1,341) (1,529) (1,073)
Operating costs (6,002) (7,477) (7,929) (7,480)
Asset impairment charge (6,035) - - -
Total costs (12,037) (7,477) (7,929) (7,480)
EBITDA (7,013) (1,035) (452) 1,070
EBITDA % -139.6% -16.1% -6.0% 12.5%
e 2ue (129) (280) (357) (463)
EBIT (7,142) (1,315) (809) 607
Interest income / (expense) (64) 247 743 615
NPBT (7,206) (1,068) (66) 1,222
Tax 644 498 127 170
NPAT (6,562) (570) 61 1,392

Source: Life Audited Financial Statements and Life management’s FY10 budget

Key matters to consider when reviewing Life’s financial performance for FY07 to FYQ9 are:

Life charges all franchisees, including Associates, a franchise fee based on a percentage of
sales and a fixed charge for administrating, accounting and information technology

services;

Life has reported year on year growth in franchise revenue (CAGR of 27.5% over the FY07
to FY09 period), partly driven by two new Life store openings (Albany and Sylvia Park)
and the acquisition of the Care Chemist business in May 2008 (i.e. 11 months earnings in
FY09). FY10 budget growth is partly due to the full year impact of a new Life store
opening in Dunedin and a new Care Chemist stores planned to be acquired throughout 2009

and 2010;



e Associate earnings, shown as revenue in the above table, represent Life’s share of net profit
after tax (“NPAT”) from its Associates and joint ventures *. Growth in FY09 included the
acquisition of the partly owned Care Chemist store in Pakuranga, with budgeted growth in
FY10 including the new partly owned Life store opened in Dunedin;

e removing the impact of the Care Chemist acquisition and new store openings, existing Life
stores reported revenue growth of approximately 2.5% in FY09. This is attributed to the
enhancement of the marketing program, in particular the catalogue program, a greater focus
on loyalty schemes and stronger sales from in-store displays;

e operating costs increased year on year between FYO07 and FY09. The increase in FY08 was
driven by an increase in marketing costs as a result of investment in the Living Card. The
FYQ9 increase was driven by an increase in staff costs to achieve growth aspirations;

e the asset impairment charge in FYOQ7 relates to the investment in Associates, which was
reduced in value by $6.0 million following an assessment of the previous two years trading
and a review of the latest forecasts. Excluding the impairment charge, EBITDA was
negative $978,000;

e management attributes the operating losses made in FY07 to FYQ9 to having a cost base
and central office structure designed to meet the needs of a planned rapid growth in store
numbers. This growth strategy has not been fully implemented and therefore has not yet
provided sufficient scale to absorb the fixed cost base;

e management’s FY10 budget is based on the following key assumptions;

o growth in revenue from the full year impact of a new Life store in Dunedin and
new Care Chemist stores that Life plans to acquire throughout FY 10, and increased
volumes in existing stores;

o similar levels of marketing support are anticipated in FY10; and

o a decrease in other expenditure by focusing on cost savings and efficiencies at
central office.

! Associates are those entities in which Life has significant influence, but not control, over the financial and operating
policies. Joint ventures are those non pharmacy entities over which Life has joint control, established by contractual
agreement and requiring unanimous consent for strategic financial and operating decisions. Life accounts for Associates
and joint ventures using the equity method.

14
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Financial Position

A summary of Life’s recent historical financial position is set out below:

Summary of Life Financial Position

As at 31 March As at 31 March As at 31 March

$000s 2007 2008 2009
Trade and other receivables 4,119 2,644 8,668
Trade and other payables (2,270) (1,424) (1,564)
Net working capital 1,849 1,220 7,104
Fixed assets 1,112 842 1,125
Group advances 7,287 7,042 5,652
Group investments 18,587 18,712 19,280
Deferred tax asset 800 1,298 1,425
Net cash/(debt) (7,516) (3,386) 2,205
Other non-current liabilities (191) (146) (124)
Net assets 21,928 25,582 36,667
Share capital 30,947 35,171 46,195
Retained earnings / (deficits) (9,019) (9,589) (9,528)
Equity 21,928 25,582 36,667

Source: Life Audited Financial Statements

Key matters to consider when reviewing Life’s financial position are:

trade and other receivables at 31 March 2009 includes $5.38 million of unpaid share capital,
and $1.57 million of trade receivables from related parties (2008: $1.30 million);

group advances represent loans to Associates under a revolving group debt facility with
interest charged on a floating basis at 5.66% (2008: 9.77%);

group investments relate to Life’s shareholdings in Associates. The investment carrying
value is tested annually for impairment using an internal discounted cash flow model based
on an eight year cash flow cycle to coincide with a typical store refit cycle. A discount rate
of 11.46% was applied to these estimated unleveraged post-tax nominal cash flows at 31
March 2009 for the purposes of this impairment test. An inflation assumption of 2.5% was
used, with growth factors above inflation ranging from 0% to 0.5% for stores, with some
specific stores reaching as high as a 10% growth factor above inflation in the year a refit is
planned,;

the deferred tax asset has been generated from taxable losses and the conversion of excess
imputation credits into losses in prior years; and

in FY09 Life had a net cash position of $2.2 million at 31 March 2009, as a result of the
capital raising undertaken during the year in preparation for cash acquisitions. The capital
raising was a pro rata rights issue of approximately 29 million partly paid shares at $0.20
per share with the second $0.20 per share payment due on 18 September 2009.



Cash Flows

A summary of Life’s recent cash flows is set out below:

Summary of Life Cash Flows

$000s

Net cash flow from operating activities

Net cash received (used) by investing activities

Net cash received from financing activities

Net increase / (decrease) in cash held

Opening cash balance

Closing cash balance

Source: Life Audited Financial Statements

FY07 FYOS8 FY09
(1,524) (459) (453)
1,077 (439) 397
1,307 1,935 4,106
860 1,037 4,050
463 1,323 2,360
1,323 2,360 6,410

Key matters to consider when reviewing Life’s cash flows are:

e net cash outflow from operating activities is due to a high central office cost structure in
anticipation of rapid growth in store numbers; and

e the net cash inflow from financing activities in FY07, FY08 and FYQ9 was driven by
capital raising activity of $2.2 million, $5.0 million and $5.6 million respectively.

Major Shareholders

A summary of Life’s current major shareholders and their corresponding voting rights is set out

below:

Current Voting Rights

As at 31 July 2009

Upon Full Payment of Partly Paid

Shares

Shareholder . . = = .

Fully Paid Partly Paid Redeem Voting Fully Paid Redeem Voting

Ordinary Ordinary* Ord? Rights Ordinary Ord? Rights

LPL Trustee Limited 7,280,000 27,068,975 = 39.8% 34,348,975 51.4%
PIMS 2005 Limited 3,508,400 = = 6.7% 3,508,400 5.2%
Massey Pharmacy Limited 2,996,396 - - 5.7% 2,996,396 4.5%
M Fleet 2,397,077 = = 4.6% 2,397,077 3.6%
b7, DU Ene [FEATE 1,947,668 - - 3.7% 1,947,668 2.9%
Manning Trustee Company
Other Ordinary Shareholders 19,690,047 1,935,656 - 39.5% 21,625,703 32.4%
REERmE B Ol Rz - - 960,000 0.0% 960,000 0.0%
Shareholders
Total 37,819,588 29,004,631 960,000 100.0% 66,824,219 960,000 100.0%

lpartly paid shares have half the voting rights of ordinary shares until fully paid
2Redeemable Ordinary Shares have 1/55" of the voting rights of ordinary shares until fully paid

Source: Life Share Register

During 2007, LPL Trustee Limited became a cornerstone investor in Life with an option to acquire up
to 50.01% of the ordinary shares on issue. In 2008, LPL Trustee increased its shareholding through

the rights issues for partly paid ordinary shares.

Upon paying the remaining instalment on its

27,068,975 partly paid shares, LPL Trustee will become the holder of over 50% of Life’s fully paid

ordinary shares.

16
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PIMS is a widely held company which is owned by a range of pharmacists and was, under a different

name, the original owner of the Life brand.

Redeemable ordinary shares carry 1/55th of a vote each, and holders have the option to pay $0.54 per
share to convert them into fully paid ordinary shares. In effect they have been used as management

share options.

Share Trading History

The graph below illustrates the trading in Life shares since early 2007.

LPL Share Trading Analysis
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Since early 2007, the Life share price decreased from a high of $0.94 per share to $0.36 per share as at
20 July 2009 (being the date of the last trade before the merger with PBL was announced). The
volume weighted average price (“VWAP”) for the six months prior to the merger announcement was
$0.39. On the day of the announcement, 3 August 2009, the share price increased from $0.36 to $0.60

(66.67%).

Trading has been sporadic and has involved very low volumes, particularly over the past 12 months.
The share price is likely to have included a discount for this lack of liquidity.



4.2. Pharmacybrands Limited

Background

Pharmacybrands Limited is the largest pharmacy group in New Zealand. PBL started in 1981 as the
Unichem buying group and was corporatised in 1988 as Unichem Chemists Limited. In 2003, its
name was changed to Pharmacybrands Limited and the Amcal and DispensaryFirst brands were
merged into this entity. In 2008, the DispensaryFirst brand was discontinued with those stores
encouraged to rebrand as either Unichem or Amcal.

PBL’s core activity is the provision of marketing and administrative services to its member
pharmacies. PBL operates pharmacies through two arrangements: partnership stores (where PBL has
an ownership interest as well as a license arrangement) and franchise businesses (with a license but no
equity interest). At the date of this report, PBL had 203 stores, of which nine were partnership stores.
PBL owns up to a 49% voting interest in its partnership stores, while its economic interest in
partnership store earnings ranges from 49% up to 100%.

Individual pharmacies are licensed by PBL to operate under one of its brands. Licensee numbers have
declined since their peak in 2004/05, primarily due to the loss of approximately 20 stores to Life and
26 stores to the Radius Pharmacy group during the 2004 to 2006 period.

PBL stores are typically located close to medical centres, as compared to Life stores which are
primarily in retail areas. Pharmacy stores located near medical centres typically have a higher
proportion of prescription product sales, than stores located in retail environments.
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Financial Performance

A summary of PBL’s recent historical financial performance and FY 10 budget is set out below:

Summary of PBL Financial Performance

$000s FYO7 FYO8 FYO09 FY10 Budget
Revenue

Membership income 4,596 4,323 3,787

Marketing income 4,908 5,214 5,228

Associate earnings (409) 479 538

Other 2,962 3,179 3,069
Total revenue 12,057 13,195 12,622 12,500
Expenses

Marketing (5,304) (4,830) (4,325)

Administration Expenses (5,629) (4,719) (4,494)

Other (1,872) (2,177) (1,899)

Total costs (12,805) (11,726) (10,718) (10,323)
EBITDA (748) 1,469 1,904 2,177
EBITDA % -6.2% 11.1% 15.1% 19.5%

R i (220) (175) (127) (202)

Profit / (loss) on asset sales - (745) - =
EBIT (968) 549 1,777 1,975

Interest 427 443 461 316
NPBT (541) 992 2,238 2,291

Tax 201 (210) (529) (434)
NPAT (340) 782 1,709 1,857

Source: PBL Audited FY08 and FY09 Financial Statements and PBL management’s FY10 budget

Key matters to consider when reviewing PBL’s financial performance are:

the two largest revenue contributors are membership revenue and marketing revenue.
Membership revenue represents a monthly license fee paid by the franchisee and
partnership stores. Marketing income includes income relating to the sale of space in
catalogues, stores and a small amount of television advertising;

Associate earnings represents PBL’s share of NPAT from the partnership stores;

approximately 40% of other revenue consists of income received from the supply
arrangement with the Flybuys loyalty program, and also includes conference income,
commissions and leasing receipts;

marketing costs have decreased from 108% of marketing revenue in FY07 to 83% in FY09;
and

the year on year decrease in administration expenses between FY07 and FY09 was driven
by a focus on rationalisation of the head office function and the centralisation of
procurement.



Management’s FY 10 Budget is based on the following key assumptions:
e 11 new franchise stores, and the acquisition of four new partnership stores;
e marketing income growth from the introduction of one additional catalogue;

e decrease in income from the supply arrangement with Flybuys which is assumed to cease at
the end of July 2009; and

e Wage inflation and salary increases of 3%.
Financial Position

A summary of PBL’s recent historical financial position is set out below:

Summary of PBL Financial Position

As at 31 March As at 31 March As at 31 March

$000s 2007 2008 2009
Current assets? 1,911 1,202 977
Current liabilities? (3,236) (2,850) (3,335)
Net working capital (1,325) (1,648) (2,358)
Fixed assets 980 877 795
Group advances - - 52
Group investments 2,605 2,885 3,611
Deferred tax asset 236 154 179
Net cash/(debt) 1,671 2,681 4,420
Net assets 4,167 4,949 6,699
Share capital 3,853 3,853 3,894
Retained earnings / (deficits) 314 1,096 2,805
Equity 4,167 4,949 6,699

ICurrent assets defined for the purpose of this report as trade and other receivables and inventory
2Current liabilities include trade and other payables

Source: PBL Audited 2008 and 2009 Financial Statements

Key matters to consider when reviewing PBL’s financial position are:

e The increase in current liabilities at 31 March 2009 was mainly driven by an increase in
income tax payable;

e Group investments relate to PBL’s shareholding in Associates. The increase at 31 March
2009 was due to four new partnership stores acquired during the period and PBL’s share of
partnership profits not received in cash. The investment carrying value is tested annually
for impairment; and

e Net cash increased each year over the period with PBL holding cash for possible acquisition
of partnership stores. PBL also has an approved $2.0m bank facility from ANZ National
Bank Limited.
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Shareholders

A summary of PBL’s current major shareholders is summarised below:

Major PBL Shareholders as at 30 July 2009

Shareholder No. Shares %
Cape Healthcare Limited 676,285 66.1%
Wilkinson, Kim Christopher and Marie Eleanor 15,749 1.5%
Bay Pharmacies Limited 11,000 1.1%
Cotter, Pierre 10,637 1.0%
Orrs Kaipara Pharmacies Limited 7,500 0.7%
The Wellness Centre Limited 7,500 0.7%
Other Shareholders 294,374 28.8%
Total 1,023,045 100.0%

Source: PBL Share Register

Cape is the major shareholder in PBL with a 66.1% shareholding. Further background on the Cape
shareholdings is provided later in this section.

The remaining 33.9% of shares in PBL are widely held amongst 172 shareholders with no other
shareholder having an interest greater than 5%. The Directors of PBL all hold small parcels of shares
in the company representing approximately 2.8% (not shown in the table above).

Historical Transactions

In October 2005, PBL embarked on a capital raising programme to raise $2.5m new capital at an issue
price of $5.50 per share. The principal purpose of this initiative was to fund the development of the
Smart Pharmacy franchise model and a pilot program to establish three Smart Pharmacy stores. The
Smart Pharmacy model was discontinued in 2008.

The 2005 capital raising was undersubscribed by existing pharmacy shareholders, with the then 50%
majority shareholder, Australian company APl Healthcare (“API”) funding a $2.18m shortfall
pursuant to an underwriting agreement. As a result, API’s shareholding increased from 50% to
approximately 66%.

In April 2007, Pharmacy Retailing (NZ) Limited (“Propharma”) acquired API’s shareholding in PBL.
The acquisition price was $8.40 per share and was approved by 78% of the voting shareholders.
Around the same time, Life announced that it was planning to make a full takeover offer for all of
PBL’s shares at $9.20 per share. However, the takeover offer was never lodged.

In August 2007, EBOS Group Limited (“EBOS”), a company listed on the NZSX, acquired the
Propharma business, excluding the PBL shares. Propharma’s 66.1% shareholding in PBL was
subsequently transferred to Cape.



4.3. Cape Healthcare Limited

Cape is owned 51% by Elite Investment Holdings Limited (an entity associated with the Zuellig
family) and 49% by a trust associated with Peter Merton. The Zuellig family is associated with
Zuellig Group Inc., a group that manages and owns a portfolio of businesses across the Asia-Pacific
region, including Zuellig Pharma which is a healthcare products distribution company. Peter Merton
is a director and shareholder in EBOS and was the CEO of Propharma. He has previously held roles
with Zuellig Group and API.
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Stand Alone Valuations of Life and PBL

5.1. Introduction

As will be discussed in section 6, the Code requires the independent advisor to evaluate the merits of
an offer, which is a broader concept than fair value. Nevertheless, a key component of an assessment
of the merits of the Allotment will be a comparison between the value of the shares allotted and the
value of the consideration received (in this case, the value of Cape’s PBL shares).

In relation to the Buy Back, an assessment of the fairness of the price offered for the partly paid shares
requires a view to be formed on the value of Life shares.

In this section we provide our opinion on the stand alone value of Life and PBL (i.e. not including any
assessment or apportionment of merger synergies), because that is the situation that shareholders face
if the merger does not proceed.

In this section we focus on the fair market value of 100% of the shares in each company (i.e. including
the value of control). In sections 6 and 7, discussing the Allotment and Buy Back respectively, we
address any adjustments we believe are necessary in each case (e.g. to reflect lack of control).

Fair market value is defined as the price (expressed in terms of money or money’s worth) that a
willing but not anxious buyer, with access to all relevant information and acting on an arm’s length
basis, would be prepared to pay for an asset to a willing but not anxious seller in an open, unrestricted
and stable market.

5.2. Valuation Methodology

We have used the capitalisation of earnings approach to value both Life and PBL. The capitalisation
of earnings approach requires an assessment of the future maintainable earnings of the business and
the selection of a capitalisation rate (or earnings multiple) appropriate to that particular business for
the purpose of capitalising the earnings figure.

The capitalisation of earnings method adopted in our analysis produces an estimate of the value of the
core operating business, prior to considering how the business is financed or whether it has any
significant surplus or non-core assets. This ungeared business value is commonly referred to as the
“enterprise value” and represents the market value of the operating assets (i.e. operating working
capital, fixed assets and intangible assets such as brand names, licences, know-how and general
business goodwill) that generate the operating income of the business.

We have valued the ownership interest in the associate stores and the franchise business separately for
both companies. Firstly, we used the capitalisation of earnings approach to value 100% of the
associate stores, then deducted all interest bearing debt including shareholder loans, to derive an equity
value for all of the shares in the associates. We then adjusted for the economic ownership held by Life
or PBL to calculate the value of each company’s equity investment in its associates. To calculate their
total investment in associates we added back the shareholder loans advanced by Life or PBL to
associate stores.

We added the total value of the investment in associates to the enterprise value of the franchise
business, which we also valued using the capitalisation of earnings approach, to calculate each
company’s total enterprise value. To derive the value of the Life and PBL shares, it is necessary to



add the value of any surplus or non-operating assets and deduct the value of net interest bearing debt
(“IBD™) from the assessed enterprise value.

5.3. Future Maintainable Earnings

We have used earnings before interest, tax, depreciation and amortisation (“EBITDA”) as the measure
of earnings for the valuation. EBITDA or earnings before interest and tax (“EBIT”) (and,
correspondingly, EBITDA or EBIT multiples) are commonly used in valuing businesses for
acquisition purposes as they eliminate the effect of financial leverage, which is ultimately in the
control of the acquirer, and also eliminates any distortions from the tax position of the business.

For Life, we have adopted the 2010 budgeted EBITDA for each store, and have assumed that the
future maintainable earnings for the head office and franchise business is zero. This assumption is
based on the following:

e the marketing income is offset by the marketing expenses and the cost of head office
employees associated with the marketing program;

e the head office currently has excess capacity in anticipation of future growth, and should
the business continue on a stand alone basis, this capacity would be reduced (to bring costs
in line with the administration fees component of the franchise fees); and

o the franchisee fees could be increased to cover any shortfall after reducing capacity.

For PBL, we have adopted the 2010 budgeted EBITDA for all stores and the 2010 budgeted EBITDA
for the franchise business (which includes license fees, fragrance business and investment income),
without adjustment.

The following table summarises the EBITDA assumptions used in our valuation:

Future Maintainable Earnings (FY10 Budget)

Life PBL
Total Associates EBITDA $7.7 m $2.4 m
Franchise EBITDA $ nil $1.2 m

We understand that the FY10 budgets for both companies exclude growth from possible additions of
further Associate stores.
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5.4. Earnings Multiple

We have derived an earnings multiple range to apply to our assessed level of maintainable earnings,
using two main approaches:

e areview of the earnings multiples implied by the trading multiples of NZX listed retailers;
and

e areview of the earnings multiples implied by actual sales of pharmaceutical stores in New
Zealand;

Listed Retail Companies

There are no companies listed on the NZSX that are truly comparable with Life. Set out below are
five companies operating in the wider retail sector:

Retail Company Trading Multiples

Company Enterprise Value Trailing EBITDA Trailing EBITDA

($m) ($m) Multiple
The Warehouse Group Limited 1,235 158 7.8
Michael Hill International Limited 320 42 7.6
Pumpkin Patch Limited 317 50 6.3
Briscoe Group Limited 186 24 7.7
Hallenstein Glasson Holdings Limited 144 17 8.5
Average 7.6 x
Median 7.7 x

Source: Bloomberg, NZX and Company Financial Statements

The market implied enterprise values of these listed retail companies range from 6.3 to 8.5 times their
trailing year EBITDA, with an average of 7.6 times. We note that:

e the forward looking multiples for these companies will be slightly lower to the extent that
the market is assuming earnings growth from FYQ9 to FY10;

e these companies are much larger than Life and PBL, and their shares trade with much
higher liquidity than Life’s; and

e the data above is based on the trading price of minority parcels of each company’s shares,
so the EBITDA multiples effectively incorporate a discount for lack of control. However
the high liquidity tends to offset this factor (i.e. we would not expect the control value of
these retail companies, were they unlisted, to necessarily be higher than the values above
for liquid minority stakes).

In our view, the appropriate EBITDA multiple range to be applied in the valuation of Life and PBL (as
much smaller, unlisted or relatively illiquid companies) is below the range for listed retailers in the
table above.
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Comparable Transactions

A second approach to assessing an appropriate EBITDA multiple is to examine transactions involving
businesses in the same industry.

We understand from discussions with Life management that the transaction multiples of individual
pharmacies typically range from 3.5 to 5.5 times EBITDA. We note that:

these are purchases of individual pharmacies, while both PBL and Life are owners of
multiple pharmacies, as well as being master franchisors and brand owners;

in these transactions the purchaser has not obtained full voting control and therefore the
multiple incorporates some degree of minority discount; and

the transactions at the top of the range reflect situations where pharmacy groups have
competed for the store, and therefore are more likely to represent a full valuation of the
pharmacy as part of the acquiring group.

In our view, the appropriate EBITDA multiple range to be applied in the valuation of Life and PBL is
around the top end of this range.

Conclusion

We believe that the multiple to be applied to value the Life business should be slightly higher than the
multiple applied to the PBL business due to its potential to achieve higher earnings growth. We
believe that the EBITDA growth rate for Life will be greater than for PBL for the following reasons:

a number of Life’s Associate stores are recent “greenfields” developments and their sales
and EBITDA are expected to grow at a higher rate than the more mature stores that PBL
has purchased,;

compared to PBL, Life has a greater proportion of non-prescription sales, and relatively less
dispensary sales. The EBITDA growth potential of non-prescription sales is greater than
dispensary, as dispensary income is largely regulated; and

Life has invested in the Living Card which is expected to benefit Life through increased
sales and EBITDA growth.

On balance, taking all of the relevant factors into account, we believe the appropriate EBITDA
multiple range with which to capitalise forecast FY10 EBITDA is 5.25 to 5.75 times for Life and 5.0
to 5.5 times for PBL.
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5.5. Valuations

Value of Investments in Associates

The following table outlines our assessment of the value of the total investment in Associate stores for
both Life and PBL.

Value of Investments in Associates

Life PBL

Low High Low High
Associates EBITDA (100%) $7.7 m $7.7 m $2.4 m $2.4 m
Forward EBITDA Multiple 5.25x 5.75x 5.0 x 5.5 x
Enterprise Value of Associates $40.5 m $44.4 m $12.2 m $13.5m
Less: Net Debt ($6.3 m) ($6.3 m) ($6.2 m) ($6.2 m)
Equity Value of Associates (100%) $34.2 m $38.1 m $6.1 m $7.3 m
Weighted Average Economic Interest 49.2% 49.2% 62.7% 62.4%
Equity Value of Associates (% Interest) $16.8 m $18.7 m $3.8 m $4.6 m
Plus: Shareholder Loans $6.3 m $6.3 m $2.8 m $2.8 m
Total Associate Investment Value $23.1 m $25.0 m $6.7 m $7.4 m

Note: Differences due to rounding

We valued each company’s equity investment in each store and the above table presents a summary on
an aggregated basis. The weighted average economic interest is weighted based on equity value of the
Associates.

We assess the value of Life’s total investment in associate stores to be in the range of $23.1 million to
$25.0 million and PBL’s total investment in associate stores to be in the range of $6.7 million to $7.4
million. We note that this compares to a carrying value of the investment in associates at $24.8
million for Life and $3.6 million for PBL as at 31 March 2009.

Value of Franchise Businesses

As previously mentioned, we have assumed that Life’s franchise business is capable of running at
breakeven. Therefore, we have attributed no value to the franchise business. This approach assumes
that the assets will continue to be used in the existing manner, on a stand alone basis. Management
believes that the franchise business, brands and other associated intangible assets would have a
positive value to potential purchasers either through synergy value (i.e. a trade buyer would be able to
significantly reduce the costs as a result of merging operations) or through increasing the range of
products sold through the channel.



For PBL, the following table outlines our assessment of the value of PBL’s franchise business:

Enterprise Value of Franchise Business

Low High
Franchise EBITDA (100%) $1.2 m $1.2 m
Forward EBITDA Multiple 5.0 x 5.5 x
Enterprise Value of Franchise Business $6.1 m $6.7 m

Note: Differences due to rounding

We assess the value of PBL’s franchise business in the range of $6.1 million to $6.7 million.

Stand Alone Equity Valuations

The total enterprise value for each business is the sum of the value of their investments in associate
stores and in the franchise businesses. To then derive the value of the Life and PBL shares, it is
necessary to add the value of any surplus or non-operating assets and deduct the value of net IBD from
the assessed enterprise value. These adjustments are set out in the following table.

Stand Alone Equity Valuation

Life PBL

Low High Low High
Total Enterprise Value $23.1 m $25.0 m $12.7 m $14.1 m
Less: Debt ($3.7 m) ($3.7 m) $ nil $ nil
Plus: Surplus Cash $5.5m $5.5m $4.2 m $4.2 m
Plus: Partly Paid Cash Due $5.8m $5.8m n/a n/a
Less: Dividend n/a n/a ($1.2 m) ($1.2 m)
Total Equity Values (pre Buy Back) $30.7m $32.6m $15.8 m $17.1m
Less: Buy Back ($4.3m) ($4.3m) n/a n/a
Total Equity Values (post Buy Back) $26.5m $28.3m $15.8 m $17.1 m
Number of Shares* 59,147,598 59,147,598 1,023,045 1,023,045
Value per Share (Full Control) $0.447 $0.479 $15.40 $16.72

For Life, the number of shares is after the Taxable Bonus Issue and assumes full acceptance of the Buy Back
offer

Note: Differences due to rounding

In the valuation of Life, we have made an adjustment for the payment due on all of the partly paid
shares, including the shares subject to the Buy Back. We have not applied any discount to this amount
as it is due for payment at approximately the same time as the merger. The adjustment for the Buy
Back in the table therefore includes both the cash cost of the Buy Back and the payments foregone on
the partly paid shares that are bought back.

In the valuation of PBL, we have made an adjustment for the $1.2 million dividend paid on 31 July
2009.
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In conclusion, we assess the stand alone equity value of Life to lie between $26.5m and $28.3m, or
$0.447 to $0.479 per share. We assess the stand alone equity value of PBL to lie between $15.8m and
$17.1m, or $15.40 to $16.72 per share. Both value ranges include a pro rata apportionment of the

value of control.
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6. Evaluation of the Merits of the Allotment

6.1. Basis of Evaluation

Pursuant to Rule 18 of the Code, the Independent Adviser’s Report must report on the merits of the
Allotment.

There is no legal definition of the term “merits” in New Zealand in either the Code or in any statute
dealing with securities or commercial law.

In the absence of an explicit definition of “merits”, guidance can be taken from:
e the Takeovers Panel guidance note on the role of independent advisers dated August 2007;

e definitions designed to address similar issues within New Zealand regulations which are
relevant to the proposed transaction;

e overseas precedents; and
e the ordinary meaning of the term “merits”.

The New Zealand regulations’ and overseas regulations® focus primarily on fairness and
reasonableness rather than “merits” and as such are of limited assistance.

The New Collins Concise Dictionary of the English Language defines the term “merit” as “the actual
and intrinsic rights and wrongs of an issue, especially in a law case”. Black’s Law Dictionary defines
merit as “the substance, elements or grounds of a cause of action or defence.” These definitions imply
that the essential elements of an issue should be considered and an assessment made of the associated
advantages and disadvantages of the issue from the perspective of the relevant party.

We are of the opinion that an assessment of the merits of a transaction is a broader test than “fair and
reasonable” and encompasses a wider range of issues associated with the transaction. We have
assessed the merits of the Allotment after taking into consideration the following factors:

e the rationale for the Allotment in the context of the wider transaction;
e our estimate of the relative valuation of Life and PBL shares;
o the likely impact on the control of Life if the Allotment is approved,;

o the benefits and disadvantages for Life shareholders of accepting the Allotment and of the
merger proceeding; and

e the implications for shareholders of not accepting the Allotment and of the merger not
proceeding.

Our opinion should be considered as a whole. Selecting portions of the evaluation without considering
all the factors and analysis together could create a misleading view of the process underlying the
opinion.

2 NZSX Listing Rules and Guidance Note No. 10 issued by the Institute of Chartered Accountants of New Zealand
(“Guideline on Independent Chartered Accountants Reporting as Experts to Shareholders™).

® Policy Statements 74 and 75 and Practice Note 43 issued by the Australian Securities and Investment Commission and
Rule 3 of the City Code (City of London).

30



Deloitte

31

6.2. Rationale for Allotment

The Allotment is a consequence of the merger being structured as a takeover of PBL by Life and the
consideration being the issue of Life shares rather than cash. Therefore, we must consider the
rationale for the Allotment in the wider context of the transaction.

Life has stated that the rationale for the merger is:

“The Company believes that the Merger creates an opportunity for the combined organisation to
generate greater wealth for shareholders whilst enhancing the services to both pharmacists and
consumers compared to the two entities operating independently. The key benefits to these
stakeholders will be derived from:

e synergy benefits achieved from operating one central support office;
e Detter purchasing power with suppliers from the combined volumes of both organisations;

e the ability to derive further value from the intellectual property and best practices of both
organisations;

¢ the opportunity to apply more resources to assist the Guild, the Pharmaceutical Society and
other lobby groups to ensure pharmacies can play a greater role in primary care and to
deliver a range of new services to enhance the health care of New Zealanders;

e the ability to enhance future opportunities, such as own label product development and
expanding into other pharmacy related channels; and

e the strength to represent and defend the pharmacy channel as stronger competition
continues to build, especially from other retail and grocery traders.”

We understand that neither of the major shareholders of Life and PBL wished to sell out for cash. A
stock-for-stock merger gives all shareholders the opportunity to share in the benefits identified above,
and avoids the need to raise finance. The Allotment is therefore a necessary component to give effect
to the merger as it has been structured. In the context of the transaction, we are of the view that the
rationale for the Allotment is sound.

6.3. Relative Value of Life and PBL Shares

In our view, a key component of the assessment of the merits of the Allotment is whether, from the
perspective of Life’s shareholders, Cape’s proposed shareholding in Life is appropriate. In other
words, is the proposed share exchange ratio of 39.783 Life shares for each PBL share, leading to Cape
exchanging a 66.1% stake in PBL for 26,904,646 shares and 26.8% to 30.9% of Life, fair to Life
shareholders?

Section 5 contains our assessment of the stand alone valuations for Life and PBL shares, incorporating
the value of control.

A key focus of the Code is control and the process by which control can pass in companies subject to
the Code. A central issue, then, is the value placed on control (the so-called control premium), and
how it should be reflected in our assessment of fair value.

In relation to Life’s full takeover offer for PBL, fair value should reflect the full control value of PBL
as Life is gaining control of PBL. Life’s existing shareholders (as a group) will continue to control
Life, and PBL’s shareholders (as a group) are relinquishing control.



In relation to the Allotment, Cape is going from significant control of PBL, with a 66.1%
shareholding, to a lesser degree of control in Life, with a shareholding between 26.8% and 30.9%.
Therefore, we believe it is appropriate to apply a partial discount for lack of control in the Life share
valuation, as the consideration offered to Cape is a 26.8% to 30.9% stake.

In our view, the size of this discount for lack of control is relatively modest in this instance as:

e empirical studies of takeover premiums measure the combined payment for control and the
sharing of merger synergies. Cape will retain access to a pro rata share of future synergies
as a shareholder in Life, and only needs to be compensated for the partial loss of “pure
control”. This “pure control” value can in many instances be quite modest (for example
when the company is already operating an optimal strategy, or where high liquidity means
exiting is easy for minority shareholders who disagree with the strategy); and

e Cape will have significant influence over Life, including having Peter Merton as Chairman.
Also, it is reasonable to presume that, prior to entering the Merger Agreement, Cape and
LPL Trustee ensured that they at least have similar visions for the future of the merged
entity. Their combined shareholdings would allow them to give effect to this strategy.

We have applied a discount for partial lack of control of 10%.

The following table summarises our calculation of the values per share we believe are relevant for
assessing the merits of the Allotment:

Share Values for Assessing Allotment

Life PBL
Low High Low High
Stand Alone Equity Values (post Buy Back) $26.5m $28.3m $15.8 m $17.1m
Number of Shares* 59,147,598 59,147,598 1,023,045 1,023,045
Value per Share (Full Control) $0.447 $0.479 $15.40 $16.72
Less: Discount for Lack of Control 10% 10% n/a n/a
Share Values for Assessing Allotment $0.402 $0.431 $15.40 $16.72

'For Life, the number of shares is after the Taxable Bonus Issue and assumes full acceptance of the Buy Back
offer

Note: Differences due to rounding

In this stock-for-stock merger, where shares in PBL are being exchanged for shares in Life, the
absolute values ascribed to the shares by the parties are less important than their relative value. It is
the exchange ratio (the number of PBL shares received per Life share) that is relevant.

The exchange ratio for the proposed merger is 39.783 Life shares per PBL share. The following table
shows the range of exchange ratios implied by our valuations.
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Exchange Ratios Implied by Deloitte Valuation

PBL Valuation

Life Valuation High Low

($16.72) ($15.40)
High ($0.431) 38.76 35.70
Low ($0.402) 41.55 38.26

The exchange ratios implied by our valuations range from 35.70 to 41.55. The proposed exchange
ratio for the merger (39.783) lies close to the middle of this range. We therefore conclude that the
number of shares to be received by Cape in the Allotment is fair to Life shareholders. Put another
way, we believe that the number of shares to be received by Cape in the Allotment will not dilute Life
shareholders’ economic interest in the Company.

6.4. Voting Control Issues
Potential Shareholding Levels

The table below illustrates the range of potential shareholding levels in Life depending on the level of
take-up of the takeover offer and the level of acceptance of the Buy Back (and assumes the partly paid
shares are fully paid).

Potential Voting Levels

Shareholders Full Takeover Full Takeover 68.9% Takeover 68.9% Takeover
Max. Buy Back Min. Buy Back Max. Buy Back Min. Buy Back

Cape 26.9% 26.8% 30.9% 30.7%
LPL Trustee 26.9% 26.8% 30.9% 30.7%
Other Life Shareholders 32.3% 32.7% 37.0% 37.4%
Other PBL Shareholders 13.8% 13.7% 1.3% 1.3%

100.0% 100.0% 100.0% 100.0%

Depending upon the outcome of the merger offer and the Buy Back, Cape and LPL Trustee will each
hold similar shareholdings of between 26.8% and 30.9%. Other Life shareholders will hold
approximately 32% of the shares if the full takeover is successful and approximately 37% if only those
PBL shares subject to the Pre-Bid Agreements accept the takeover offer.

As the range of possible outcomes does not span any of the critical voting thresholds of a company,
the following analysis will be generally correct.



Levels of Voting Control

There are five critical levels of voting control in a company:
e 10% - over which a compulsory takeover can be blocked,;
e 25% - at which a special resolution can be blocked;
e 50% - over which an ordinary resolution can be passed;
e 75% - over which a special resolution can be passed; and
e 90% - at which a compulsory takeover can be effected.

We note that in circumstances where some shareholders are ineligible to vote or not all shareholders
entitled to vote do so, the effective control thresholds may be affected.

We also note that the 20% threshold is critical from a Code perspective because it puts the shareholder
into the “no fly zone” of 20% - 50%.

A shareholding of 25% is sufficient to stop the passing of a special resolution (i.e. a resolution that
requires the approval of more than 75% of the shareholders). Section 106 of the Companies Act 1993
(“the Act”) states that special resolutions are required to:

e adopt a constitution or, if it has one, alter or revoke the company’s constitution;
e approve a major transaction;

e approve an amalgamation; or

e put the company into liquidation.

A shareholding of greater than 50% enables the holder to pass ordinary resolutions including the
appointment of directors. As such it gives a significant level of control including the ability to:

e select and decide on levels of compensation for directors, officers and employees;

e decide with whom to do business and enter into binding contracts, including contracts with
related parties;

e decide whether to pay dividends and, if so, how much;

e repurchase outstanding shares or issue new shares;

e make acquisitions or divest subsidiaries or divisions;

e determine capital expenditures;

e change the capital structure;

e determine policy, including changing the strategic direction of the business; and
e block any of the above.

A shareholding of 90% or more enables a shareholder to compulsorily acquire the shares of the
remaining shareholders.

The ability for shareholders to influence the above may be reduced by external factors such as the
company’s constitution, the Act and the Listing Rules.

We note that in a listed company with a large number of small shareholders, a shareholding of 25% to
35% is generally considered to provide a significant level of control. However, the level of control is
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potentially reduced to some degree if there are two or more shareholdings of this size. Alternatively,
the level of control can be heightened if significant shareholders act in concert.

Special and Ordinary Resolutions

LPL Trustee has significant shareholder voting control of Life as it currently holds 39.8% of the
voting rights. In the absence of the merger, and once the remaining $0.20 per share is paid on the
partly paid shares, LPL Trustee would hold over 50% of the voting rights in Life. LPL Trustee could
therefore single-handedly pass ordinary resolutions but not special resolutions without the support of
other shareholders. LPL Trustee could however single-handedly block the passing of special and
ordinary resolutions.

If the Allotment is approved and the merger proceeds, LPL Trustee will hold a minimum of 26.8% of
the voting rights and accordingly would not be able to single-handedly pass or block ordinary
resolutions but would still be able to single-handedly block a special resolution. In addition, Cape will
hold a minimum of 26.8% of the voting rights and it will also be able to single-handedly block a
special resolution.

We understand that no agreements exist between LPL Trustee and Cape and they will not necessarily
operate in concert with each other. However, if they did, their combined shareholdings will have
significant control over the operations of Life. The combined shareholdings of LPL Trustee and Cape
will amount to between 53.6% and 61.8% depending on the degree of acceptance of the merger offer
by PBL shareholders and on the degree of acceptance of the Buy Back offer by Life partly paid
shareholders.

Conclusion

In effect, therefore, Life will move from the current situation (after the remaining $0.20 payment is
made on the partly paid shares), where one shareholder can pass ordinary resolutions and block
ordinary or special resolutions, to a situation where no shareholders can single-handedly pass ordinary
resolutions, but two can block special resolutions.

From the perspective of minority shareholders in Life, the Allotment does not in our view increase,
and may reduce, the degree of control that can be exercised by major shareholders.

6.5. Board Control

Life’s current board of directors set out below.

Current Board of Directors

Name Role Associated Shareholders
Mark Vuksich Non-Executive Chairman PIMS 2005 Limited
Andrew Davidson Independent Director Independent
Andrew Bagnall Non-Executive Director LPL Trustee
John Bolland Non-Executive Director LPL Trustee
Neil Webber Non-Executive Director PIMS 2005 Limited

Currently, the board has one independent director, two directors representing LPL Trustee, and two
directors representing PIMS, one of whom is the Chairman. Liz Coutts resigned as Chairman and
Independent Director on 3 August 2009, following the announcement of the merger. In the absence of
the merger, a replacement independent director would need to be appointed to the board.



Neil Webber will resign as a director of the Company at the annual meeting if all resolutions in
relation to the merger are passed. Resolutions 4(a) to 4(f) propose new directors. Resolutions 4(a)
and 4(b) relate to the reappointment of John Bolland and Andrew Davidson, and would be sought in
the absence of the merger. Resolutions 4(c) to 4(f) relate to the appointment of directors related to the
merger and must be passed for the transaction to proceed. Therefore, if Resolutions 4(a) to 4(f) are all
passed, the new board of directors will be as set out below.

Post Transaction Board of Directors

Name Role Associated Shareholders
Peter Merton Executive Chairman Cape
Andrew Davidson Independent Director Independent
Ian Sharp Independent Director Independent
Andrew Bagnall Non-Executive Director LPL Trustee
John Bolland Non-Executive Director LPL Trustee
William Meaney Non-Executive Director Cape
Mark Vuksich Non-Executive Director PIMS 2005 Limited

If the merger proceeds:

e LPL Trustee will retain its two directors, however the number of directors will increase by
two, which will slightly decrease its voting percentage of the board,;

e PIMS will reduce its representation on the board from two to one director, which is
reflective of the decrease in its shareholding in the merged entity; and

o Cape will be represented by two directors, one of whom is the Chairman.

Cape may be perceived to have greater influence through its ability to appoint the Chairman.
However, while the Chairman leads the board and is the public face of the Company, from a board
control perspective, the Chairman’s role will have little additional impact as he does not have a casting
vote.

Conclusion

In summary, the Allotment and merger will result in the following changes in composition of the Life
board:

o the representation of existing Life shareholders, other than LPL Trustee and PIMS, by
independent directors will reduce from two out of five directors to two out of seven
directors;

e LPL Trustee’s and PIMS’ representation by associated directors will reduce from each
having two associated directors to LPL Trustee having two associated directors on a larger
board and PIMS’ representation reducing to one associated director; and

e Cape will gain representation by two associated directors, one of whom will be the
Chairman.

In our view, the change in composition and control of the board is reasonable in the context of the
merger as it reflects the proposed changes in shareholdings of Life.
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6.6. Benefits of the Allotment and the Merger

The Allotment is an integral component of the overall merger. Therefore the potential benefits of the
merger should be considered in assessing the merits of the Allotment. These potential benefits are
discussed below.

Merger Synergies

With around 30 partly owned pharmacies, 220 franchised pharmacies and a presence in most towns
and cities, the merged organisation will extend a broad national footprint. The merged entity’s
operations will range from community pharmacies with predominately dispensary income to high end
retail outlets with a greater proportion of fashion and beauty revenue.

This greater scale and national coverage can be expected to bring benefits such as greater buying
power and economies of scale in relation to marketing and administrative support. Merger synergies
are also addressed in sections 6.2 and 7.4.

Since the announcement of the merger on 3 August 2009, approximately 0.33% of Life’s shares have
traded between $0.55 and $0.60. These prices represent a 41% to 54% premium to the VWAP for the
six months prior to the announcement of $0.39. Although caution should be exercised in interpreting
this share price movement given the low volume of shares traded, it does suggest that investors
consider the merger fair to Life shareholders and that it will generate additional value through
synergies.

Impact on Liquidity

The average volume of the Company’s shares traded each month since 14 March 2005 has been low,
at approximately 0.15% of the shares on issue.

The number of shares on issue will increase as a result of the merger from 66.8 million shares at
present to a maximum of 100.8 million shares and increase the number of shareholders from
approximately 470 to up to approximately 643.

While the Allotment itself is unlikely to have a positive or negative effect on the liquidity of Life’s
shares, the merger is likely to have a positive effect on the liquidity of Life’s shares due to the increase
in the number of shareholders and the number of shares on issue. The merger would also increase
Life’s market capitalisation. This may lead to additional interest and therefore additional liquidity in
Life’s shares.

Potential Future Control Premium

For the current minority shareholders in Life, the merger increases the possibility that they may, in the
future, be offered a price for their shares that includes a control premium. In the absence of the
merger, LPL Trustee will have control. This control would give it the ability to:

e single-handedly block a takeover offer; or

o sell its stake without the acquirer needing to extend the offer to other shareholders (but only if
the other shareholders of Life approved that transfer under rule 7(c) of the Code).

After the merger, if either LPL Trustee, Cape, or a third party sought control they would have to make
a takeover offer to all shareholders and no one shareholder could prevent the offer succeeding.



Industry Structure

The Life Board believes that the pharmacy industry needs strong ownership structure, particularly as
competition continues to build from other retailers and grocery traders. As well as providing that
fundamental strength, the Board believes this merger will also create an organisation with the scale
and diversity that allows it to act as an effective voice within the industry and with the credibility it
needs to represent the pharmacy channel in a delicately poised regulatory environment.

Peter Merton

Peter Merton has worked in the retail, manufacturing, distribution and wholesale areas of the
pharmacy industry in New Zealand, Asia and Africa since the early eighties. In 1987 he joined
Zuellig Pharma in New Zealand where he worked for the Zuellig group and then API until 2005. He
is currently on the board of PBL, Cape, Pharmacy Events Limited, PRNZ Limited and its associated
companies, Pharmacy Retailing (NZ) Limited and Trustee of Pentz Trust.

The Board of Life view Peter Merton’s background and understanding of the pharmacy industry as
beneficial for Life.

Zuellig Pharma & William Meaney

As outlined in section 4.3, Zuellig is the majority shareholder of Cape. Zuellig could potentially use
its knowledge and experience in the distribution of healthcare products for the benefit Life.

William Meaney, who will represent Cape on the board of Life, is the CEO of The Zuellig Group. He
joined the Zuellig as CEO in 2004 from Swiss International Airlines, where he served as chief
commercial officer, based in Zurich. He has more than 20 years’ experience in a professional
management capacity and an international career that spans the United States, Africa, Europe and
Asia. In previous postions, Mr Meaney was the executive vice president at South African Airways in
Johannesburg; acting CEO of South African Vaccine Producers (a parastatal pharmaceutical
manufacturer based in Johannesburg); and CEO of Star Alliance.

The Board of Life view Zuellig’s and Mr Meaney’s involvement in Life as beneficial for Life.

6.7. Disadvantages of the Allotment and the Merger
Tax Losses

Life currently has approximately $5 million of tax losses. It is possible that a portion of these tax
losses will be lost due to loss of shareholder continuity as a result of the merger. These tax losses
could potentially provide a maximum total cash benefit of $1.5 million. The value of the tax losses (to
Life in the absence of the merger) would depend upon the length of time until they are utilised as a
result of profitable trading of the parent company (because dividends from Associates already carry
imputation credits). Our valuation assumed that the parent company would operate at break even on a
stand alone basis, and the tax losses are therefore unlikely to be utilised.

Dilution of Percentage Shareholdings

The Allotment will result in dilution of existing Life shareholders’ percentage shareholdings in the
merged entity. However, the merged entity will consist of the existing Life business and the existing
PBL business. Our analysis of the exchange ratio implies that the merger and Allotment will not
dilute existing Life shareholders’ economic interest in the Company. In other words, they will have “a
smaller piece of a larger pie”.

38



Deloitte

39

For the existing minority shareholders in Life, the reduction in their percentage shareholdings in the
merged entity does not materially alter their level of influence or control. By contrast, LPL Trustee’s
shareholding will be diluted from a controlling to a non-controlling position as a result of the
Allotment. However, this is offset by the potential additional economic value created through merger
synergies.

6.8. Implications of Voting For or Against the Allotment

If Life shareholders vote against the Allotment and the relevant resolution fails to pass, then:

e the merger will not proceed, as each resolution relating to the merger is contingent upon all
other resolutions being passed,;

e the merits, benefits and disadvantages of the merger discussed above will not be realised;
and

e Life will remain stand alone, and seek to both reduce operating costs and acquire other
stores to achieve greater scale.

If Life shareholders vote for the Allotment and all resolutions are passed, then the merger will proceed
and bring the merits, benefits and disadvantages discussed above.

6.9. Conclusion

In our opinion, the Allotment has merit for Life shareholders.



Evaluation of the Fairness of the Buy-back

7.1. Introduction

As part of the transaction, the Company proposes to undertake a pro rata buy back up to 8.2 million
partly paid ordinary shares. The directors of Life have proposed to undertake the Buy Back as Life no
longer requires the funds for the purposes for which they were raised in September 2008. The
proceeds of the rights issue that gave rise to the partly paid shares were intended for growth by
acquisition. Since the consideration for this acquisition is Life shares, not all of the cash raised is
required. The Buy Back of the partly paid ordinary shares gives those shareholders who bought the
shares on the understanding that the proceeds would be used for cash-funded acquisitions the option of
having a proportion of their partly paid shares repurchased by the Company.

Also, as part of the negotiation of the merger, PBL and Cape required that Cape hold a shareholding
greater than or equal to Life’s majority shareholder, LPL Trustee, in the merged entity. The Buy Back
will also achieve this result.

The Buy Back forms part of the Merger Agreement. Life has agreed, subject to all necessary
shareholder approvals, to undertake the Buy Back. The Pre-Bid Agreements are conditional upon
acceptance of the Buy Back offer by LPL Trustee in relation to its partly paid ordinary shares subject
to the Buy Back offer. LPL Trustee has indicated to Deloitte that it does intend to accept its pro rata
share of the Buy Back offer.

As outlined in section 1.3, the Listing Rules require the Buy Back to be approved by separate majority
votes of the fully paid ordinary shareholders and the partly paid ordinary shareholders.

The Buy Back forms part of two resolutions: Resolution 2 in respect of fully paid ordinary
shareholders, and Resolution 3 in respect of the partly paid ordinary shareholders. Resolutions 2 and 3
contain two parts: part (a) seeks approval for the Buy Back, and part (b) seeks approval for the issue of
Life shares to PBL shareholders. As these two aspects are included in one resolution (for each class of
shareholder), and all resolutions relating to the merger must be approved for the merger to proceed,
shareholders must consider the Buy Back in the context of the overall transaction.

7.2. Basis of Evaluation

Listing Rule 1.7.2(c) requires an Appraisal Report to “state whether or not in the opinion of the
reporter the consideration and the terms and conditions of the relevant proposed issue or other
transaction are fair to the holders of Equity Securities other than those associated with the relevant
Associated Persons...”. The term “fair” has no legal definition in New Zealand either in the Listing
Rules or in any statute dealing with securities or commercial law. Furthermore, overseas regulations
provide minimal guidance in respect of how fairness should be determined in the context of a share

buy-back from Associated Persons.

Guidance Note Number 10 issued by the New Zealand Institute of Chartered Accountants (“Guideline
on Independent Chartered Accountants Reporting as Experts to Shareholders”) states “the expression
of an opinion as to fairness will generally involve an assessment as to whether a transaction or
proposal is just, impartial and equitable”.

For the purpose of this report, we consider that the Buy-Back will be fair, having regard to the
interests of the Non-Associated Shareholders, if the Non-Associated Fully Paid Shareholders and the
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Non-Associated Partly Paid Shareholders are each, separately, likely to be better off if the Buy-Back is
approved than if it is not.

In forming our opinion we have considered:
e the rationale for the Buy Back;
o the fairness of the price at which the Buy Back will occur, if approved; and
e the implications of approving or not approving the Buy Back.

Our opinion on the fairness of the consideration and the terms and conditions of the Buy Back is based
on a balanced consideration of all of the above factors. Selecting portions of the evaluation without
considering all the factors and analysis together could create a misleading view of the process
underlying the opinion.

7.3. Rationale for Buy Back
The Directors’ rationale for the Buy Back is:

e to give those shareholders who participated in the rights issue, on the understanding that the
proceeds would be used for cash-funded acquisitions, the option to have some of their
partly paid shares repurchased by the Company; and

e to equalise the shareholdings of LPL Trustee and Cape in the merged entity, a condition of
the merger imposed by PBL and Cape.

We are of the opinion that the first rationale justifies the presence of the Buy Back as part of the
overall transaction, and the second rationale justifies including only the partly paid ordinary shares in
the Buy Back and the exact number of the shares to be redeemed.

We are of the view that the rationale for the Buy Back is sound.

Because LPL Trustee owns 93.3% of the partly paid shares, a buy back targeting the partly paid shares
is an effective means of reducing LPL Trustee’s shareholding to match Cape’s. However this does
create the potential for a value transfer to (or from) LPL Trustee from (or to) other Life shareholders if
the Buy Back price is too high (or low). The fairness of the Buy Back price is discussed in section 7.4
below.



7.4. Fairness of the Buy-Back Price

The Buy Back, if it is approved and if the other resolutions in relation to the transaction are approved,
will occur at $0.32 per partly paid ordinary share, equivalent to $0.52 per share on a fully paid basis
(the “Buy Back Price”).

In section 5 of this report, we valued Life’s fully paid ordinary shares at between $0.447 and $0.479
per share (including a pro rata allocation of the value of control). This valuation assumed that:

e the Buy Back had occurred; and
e the value was on a stand alone basis and did not include any merger synergies.

In order to assess the fairness of the Buy Back Price, we must make adjustments to our valuation for
each of the above items.

Buy Back Adjustment

To be able to compare our valuation with the Buy Back Price, our valuation must be calculated on a
pre-Buy Back basis. Keeping all other assumptions constant, this increases our valuation range by
between 0.5 cents and 0.9 cents per ordinary share. This adjusts our valuation range to between
$0.456 and $0.484 per ordinary share.

Merger Synergies

The valuations in section 5 of this report are on a stand alone basis and do not include any merger
synergies.

We believe that the price at which the Buy Back occurs should reflect merger synergies because the
shareholders participating in the Buy Back are giving up this future potential value gain in respect of
the shares being repurchased.

The value and probability of synergies are difficult to quantify. Therefore, we have taken the
approach of quantifying the value of synergies that would need to be achieved in order to justify the
Buy Back Price and have then compared this to the Company’s estimate of synergy benefits and
savings.

The synergies would need to generate an increase in value of 3.6 to 6.4 cents per ordinary share, from
our pre-Buy Back valuation range of $0.456 to $0.484, to the Buy Back Price (on a fully paid basis) of
$0.52 per share. We estimate that synergies resulting in an EBITDA improvement of between
approximately $625,000 and $1.2 million per annum would be required to achieve this. These
synergies could come from either revenue improvements or cost reductions greater than we have
already assumed Life would achieve as a stand alone business.

The Company has provided the following information on synergy benefits:

e cost reductions from operating one central support office: Potential savings include a
reduction in personnel costs and governance costs. Management has estimated the potential
cost savings to be approximately $2.0 million per annum (we note that this is in addition to
the cost savings we have assumed in our stand alone valuation of Life). No synergy benefit
has been included for reducing office space as both entities have leases for their current
central office premises to around 2015; and
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o supply chain benefits by enhancing the scale and best practice of both organisations: These
benefits are as a result of increased purchasing power and payment terms, and a reduction
in supply chain costs. Management has assumed that 50% of these benefits would have to
be passed on to franchisees. Management has estimated Life’s share of this benefit to be
approximately $2.6 million per annum.

Based on the information provided by management it is reasonable to expect that merger synergies of
greater than $625,000 to $1.2 million per annum could be achieved, even after applying a discount
reflecting the probability of success and the time, cost and effort required to implement and achieve
the merger synergies.

It is also relevant to note that if in fact no merger synergies were realised, the resulting value transfer
to the partly paid shareholders implied by the Buy Back Price is relatively immaterial (0.3 to 0.5 cents
per share) when spread across all the shares in the merged entity.

Control Value

Our stand alone pre-Buy Back valuation of $0.456 to $0.484 includes a pro rata allocation of the value
of control. We believe this is the correct starting point for the above analysis as at least 93.3% of the
shares bought back will be from LPL Trustee, who is giving up some degree of control in Life.

Buy Back Price Conclusion

Although the Buy Back Price is at a premium to our stand alone valuation of Life, we believe that it
can be justified. The partly paid shareholders who accept the Buy Back offer are giving up the
opportunity to participate in the merger synergies in respect of the shares sold into the Buy Back. The
Company’s estimate of the potential synergies would support a post-merger valuation of Life shares
higher than the Buy Back Price (on a fully paid basis).

Also, at least 93.3% of the shares sold into the Buy Back will be from LPL Trustee, who is giving up
significant control as a result of the merger.

7.5. Potential Outcomes and Implications

Approval of Buy Back

The Buy Back is addressed as part of Resolution 2, in respect of the fully paid ordinary shareholders,
and Resolution 3, in respect of the partly paid ordinary shareholders.

If Resolution 2 or 3 (or any other resolution relating to the merger) is not approved, the merger will
not proceed. The implications of the merger not proceeding were addressed in section 6.8.

Acceptance of Buy Back Offer

The acceptance of the Buy Back offer is optional for the partly paid ordinary shareholders. LPL
Trustee has indicated to us that they will accept the Buy Back offer in full. In this situation the
potential outcomes range from 93.3% to 100% acceptance of the Buy Back.

7.6. Conclusion

In our opinion, the consideration and the terms and conditions of the Buy Back are fair to the
Non-Associated Shareholders.



Sources of, and Reliance on Information,
Disclaimer and Indemnity

8.1. Sources of Information

The statements and opinions expressed in this report are based on the following main sources of
information:

e the draft Life Pharmacy Limited Notice of Meeting and Explanatory Notes;
o the Life Pharmacy Limited Annual Report 2008 and 2009;

e the Life Pharmacy Limited 2010 store budgets;

e the Pharmacybrands Limited Annual Report 2008 and 2009;

e the Pharmacybrands Limited 2010 store budgets;

e Pre-Bid Agreements between Life and Cape and entities associated with certain other
directors of PBL

e draft Prospectus and Investment Statement for the merger;
e Other publicly available information, including from Bloomberg, OneSource, and NZX;

During the course of preparing this report, we have had discussions with and/or received information
from the management of Life, PBL and their advisers.

The directors of Life have confirmed that they have provided, for the purpose of this report, all
information relevant to the Allotment, Buy Back and merger that is known to them and that all the
information is true and correct in all material aspects and is not misleading in a material manner by
reason of omission or otherwise.

Including this confirmation, we have obtained all the information that we believe necessary for the
purpose of preparing this Independent Adviser’s Report.

In our opinion, the information set out in this report and the notice of meeting, including the
explanatory notes, is sufficient to enable the Life shareholders to understand all the relevant factors
and to make an informed decision in respect of the Allotment and the Buy Back.

We consent to the issuing of this report, in the form and context in which it is included, in the notice of
meeting to be sent to Life shareholders.

8.2. Reliance on Information

In preparing this report we have relied upon and assumed, without independent verification, the
accuracy and completeness of all information that was available from public sources and all
information that was furnished to us by Life and its advisers.

We have evaluated that information through analysis, enquiry and examination for the purposes of
preparing this report but we have not verified the accuracy or completeness of any such information or
conducted an appraisal of any assets. We have not carried out any form of due diligence or audit on
the accounting or other records of Life or PBL. We do not warrant that our enquiries would reveal any
matter which an audit, due diligence review or extensive examination might disclose.
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8.3. Disclaimer

We have prepared this report with care and diligence and the statements in the report are given in good
faith and in the belief, on reasonable grounds, that such statements are not false or misleading.
However, in no way do we guarantee or otherwise warrant that any projections or forecasts of future
profits, cash flows or financial position of Life or PBL will be achieved. Forecasts are inherently
uncertain. They are predictions of future events that cannot be assured. They are based upon
assumptions, many of which are beyond the control of Life and PBL, their directors and management.
Actual results will vary from the projections and forecasts and these variations may be significantly
more or less favourable.

We assume no responsibility arising in any way whatever for errors or omissions (including
responsibility to any person for negligence) for the preparation of the report to the extent that such
errors or omissions result from our reasonable reliance on information provided by others or
assumptions disclosed in the report or assumptions reasonably taken as implicit.

Our evaluation has been arrived at based on economic, exchange rate, market and other conditions
prevailing at the date of this report. Such conditions may change significantly over relatively short
periods of time. We have no obligation or undertaking to advise any person of any change in
circumstances which comes to our attention after the date of this report or to review, revise or update
our report.

We have had no involvement in the preparation of the Notice of Meeting, including the Explanatory
Memorandum, or any other document issued by Life in relation to the merger and have not verified or
approved the contents of the Notice of Meeting or any other document in relation to the merger. We
do not accept any responsibility for the contents of the Notice of Meeting or any other document in
relation to the merger except for this report.

8.4. Indemnity

Life has agreed that to the extent permitted by law, it will indemnify Deloitte and its partners,
employees and consultants in respect of any liability suffered or incurred as a result of or directly in
connection with the preparation of the report. This indemnity does not apply in respect of any
negligence, wilful misconduct or breach of law. Life has also agreed to indemnify Deloitte and its
partners, employees and consultants for time incurred and any costs in relation to any inquiry or
proceeding initiated by any person. Where Deloitte or its partners, employees and consultants are
found liable for or guilty of negligence, wilful misconduct or breach of law or term of reference,
Deloitte shall reimburse such costs.



Qualifications and Expertise, Independence,
Declarations and Consents

9.1. Qualifications and Expertise

Deloitte is one of the world’s leading professional services firms. Deloitte Corporate Finance is the
corporate finance practice of Deloitte, providing corporate advisory, mergers and acquisitions,
valuations and transaction support services.

The persons in the firm responsible for issuing this report are Chas Cable, BSc, MSc (Hons) and Alan
Dent, BCA, CA.

Deloitte Corporate Finance, Mr Cable and Mr Dent have significant experience in the independent
investigation of transactions and issuing opinions on the merits and fairness of the terms and financial
conditions of the transactions.

9.2. Independence

Deloitte is not the auditor of Life, LPL Trustee, PBL or Cape.

Deloitte Corporate Finance has not had any part in the formulation of the merger or any aspects
thereof. Our sole involvement has been the preparation of this report.

Deloitte Corporate Finance will receive a fee for the preparation of this report. This fee is not
contingent on the conclusions of this report or the outcome of the voting in respect of the merger or
any aspects thereof. We will receive no other benefit from the preparation of this report. We do not
have any conflict of interest that could affect our ability to provide an unbiased report.

9.3. Declarations

An advance draft of this report was provided to Life’s Directors. Certain changes were made to the
drafting of the report as a result of the circulation of the draft. However, there was no material
alteration to any part of the substance of this report, including the methodology or conclusions as a
result of issuing the draft.

Our terms of reference for this engagement did not contain any term which materially restricted the
scope of the report.

9.4. Consents

Deloitte Corporate Finance consents to the issuing of this report in the form and context in which it is
to be included in the Notice of Annual Meeting of Shareholders to be sent to Life’s shareholders.
Neither the whole nor any part of this report, nor any reference thereto may be included in any other
document without our prior written consent as to the form and context in which it appears.
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