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Overview

Headquarters: San Francisco, CA
Medical Distribution Industry
Market Cap: 38 Billion

Today’s Price: $166.43

Return on Equity & Return on Capital: >15% -

Price/Earnings Ratio: 17x

Price/Owners Earnings Ratio: 14.5x
PEG Ratio: 1.13



History

1833 - Founded by John McKesson in New York City as a drug
wholesaler

1855 - Became one of the first wholesale firms to manufacture
drugs

1900s - Became the largest wholesaler of pharmaceutical drugs
after buying several competing wholesalers

1960s - Became Foremost-McKesson Inc. after merging with the
Foremost Dairies

1990s - Focus shifts to health care specifically and acquires

General Medical, the largest distributor of medical-surgical
supplies.

1993 - Founded Acumax, a barcode warehouse management
solution.

2010 - Acquired US Oncology, becoming the second-largest
specialty company

2013 - Announced CommonWell Health Alliance, an effort
among health I'T suppliers to support universal access to health
care data

2014 - Acquired Celesio, which made McKesson the 11" largest
company on the Fortune 500




Acquisitions

2016

Biologics, Inc. (Services to providers and patients, solutions to manufacturers
and payers)

TBD - Rexall Health (470 Canadian Pharmacies)
2014

Celesio (International Distribution)

2013
PSS World Medical, Inc. (Medical-Surgical Distribution)
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What Do We Do?

Global pharmaceutical distribution services and mformation technology

Deliver a comprehensive offering of pharmaceuticals and medical supplies
as well as technological services

Work with payers, healthcare providers, pharmacies, pharmaceutical
companies and others across the healthcare industry



Business Segments

» Distribution Solutions Revenue
2%
» Branded and generic pharmaceutical drugs .

» Medical and surgical supply equipment

» Inventory Management

Technology Solutions

» Hospital/Clinical services

» Patient Care

» Financial

» Supply Chain Management
m Distribution Solutions  ® Teechnology Solutions



Independent
Retail

Pharmacies

Institutional

. . S - Retall Naﬁona.l
Distribution Solutions e
Healthcare

Physicians
Offices

Retail
Pharmacies
Distribution .
Solutions International D & S =
Institutional
Customers

Medical - Surgical D & S

Surgery
Centers

Homecare &
Occupational
Health Sites




MC

Distribution Soluttons Customers




How Do We Make Money?

(Distribution Solutions)

Manufacturer McKesson Large
Distribution Customers

Revenues are McKesson Smaller

collected at time Warehouses Customers
of purchase R




'1T'echnology Solutions

Cost Management
McKesson Health and Compliance
Solutions

Streamline

Connected Care and Communication

Analytics

Technology Solutions Imaging and Advanced Screening
Workflow Solutions Solutions

Business Performance Revenue Cycle
Services Management

Enferprise Information Workflow
Solutions Management




'T'echnology Solutions Merger

June 28, 2016 McKesson and Change HealthCare announced a merger
agreement

70% of McKesson Technology Solutions
1009% of Change HealthCare
New company expected to produce $4 Billion in annual revenues
McKesson owns 70%
Change HealthCare owns 30%



How Do We Make Money?

(T'echnology Solutions)

McKesson >

One time fees vs
Re-occurring fees
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E.conomic Moat

Operate in a Duopoly

Market Share

McKesson, Cardinal Health, and AmerisourceBergen have 909% market
share

Size and Scale
Distribution Network

Largest percentage of small pharmacies in North America



Risk Factors




Risk Factors

Changes in United States and Canadian HealthCare
System

Reforms

Government Caps on Markup Price
Pricing Transparency

Industry Consolidation
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Qualitative Review

‘What type of business 1s this: commodity
or sustained competitive advantage?

Sustained Competitive Advantage

Can you easily explain what the business does? Yes

Is it heavily unionized? There 1s a union presence
Does it require heavy capital infusion? No

Does it require lots of R&D? No

Can mventory become obsolete?

Are there chronic “one-time” write-offs?

Is the company able to raise its prices to offset
mflation?

Will the company be able to sell more n the
future?

If T gave you $1 billion could you develop a
competitor?




Interpretation of Financial Statements

TTM

Gross Profit Margin
SGA % of GP
R&D % of GP

Depreciation % of GP
Interest % of OP
Net Profit Margin

Current Ratio
Obligation Ratio
Adj. Debt to Shareholder
Equity
Return on Equity
Return on Capital
Dividend Payout Ratio
Preferred Stock
CAPEX/Net Income
Net Earning Trend
Retamned Earnings Trend

Value

5.98%
63.73%
3.43%
2.46%
9.96%
1.18%
1.10
1.41 years

0.65

26.68%
19.88%
11%
None
29%
Increasing
Increasing

Threshold
> 20%
<80%
<10%
<10%
<15%
>10%

>1

< 5 years

<0.8

> 15%

> 15%

<60%

None

<25%
Increasing
Increasing

Ruling
Fail
Pass
Pass
Pass
Pass
Fail
Pass
Pass

Pass

Pass
Pass
Pass
Pass
Fail
Pass
Pass




Historical 'Trend Analysis

Metric Ruling

Sales per Share Increasing
Cash flows per Share Increasing
Earnings per Share Increasing
Dividends Declared per Share Increasing
Book Value per Share Increasing
Revenues Increasing
Gross Profit Margin Increasing
Operating Profit Margin Increasing
Net Profit Increasing
Net Profit Margin Increasing
Working Capital Increasing
Return on Total Capital Increasing
Return on Shareholder's Equity Increasing
Common Shares Outstanding Decreasing
Long Term Debt Increasing

L'TD Payable in 5 years Yes

All Dividends to Net Profit under 60% Yes
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Yield to Maturity

s Debt & Preferred s Convertible ~ Circle size determined by issue amount
6.0 %

2028 2031 2034 2037 2040 2043

' | Amount | Credit | ' | Coupon Type ' ' | Yield to |
Name N Tou | Qualty | Pice | Coupon%s | (Feafomims) | Callble | Ruleistn  Manty %
Mckesson Corp New 5.7% 03/01/2017 5000 —- 102.0 5.700 Fixed No Mo 0.596
Mckesson Corp New 1.292% 03/10/2017 7000 --- 10001 1.292 Fixed Mo Mo 1.01
Mckesson 1.4% 03/15/2018 500.0 --- 100.0 1.400 Fixed Mo Mo 1.43
Mckesson Corp New 7.5% 02/15/2019 350.0 - 114.0 J.500 Fixed Mo Mo 1.58
Mckesson Corp New 2.284% 03/15/2019 1,100.0 -—- 102.1 2.284  Fixed Mo Mo 1.39
Mckesson 4.75% 03/01/2021 &00.0 --- 11i.9 4.750 Fixed Mo Mo i.94
Mckesson Corp New 2.7% 12..;"15“!2022 4000 - 102.1 2.700 Fixed Mo Mo 2.33
Mckeszon E.Eé% 03/15/2023 4000 --- 103.7 2.850 Fixed Mo Mo 2.24
Mckesson Corp New 3.7936% 03/15/2024 1,100.0 —- i08.9 3.796 Fixed Mo Mo 2.48

Per-Se Tech Cv 3.25% 06/30/2024 1250 -—— == 3.250 Fixed Mo Mo —
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Value Bands

Metric Multiple
Price/Sales 0.2
Price/Owner’s Earnings 8.9

Price/Earnings — Cash 15.2

Price/Earnings 17.2
Price/Book 4.0
Price/Cash Flow 7.5
Price/Free Cash Flow 8.7
EV/Revenue 0.2
EV/EBITDA 9.1

EV/EBIT 11.3




Ticker ” Price /

e

MCK

WT
BEBY
CHRW
Pl

Chi
AlG
BRK.B
IBNd
MNSRGY
UHP
QCOM
ORCL
M3FT

Ticker & Price/

Earnings
BRK.B

BBEY
IBM
Pl

WMT

MCK

Ch
NSRGY

QCOM

ORCL
CHRW
MSFT
AlG

Ticker

BRK.B

BBEY

&l

[BM

CMI

QCOoM
ORCL

« PIE Adjusted

MCK

HSRGY

WMT

CHRW

Ticker

Price /
Book

Ticker

~ Price/
FCF

MCK

BEBY
1BM
YT
Pl
ORCL
ChI
QCOM
CHRW
MSFT
BRK.B
AlG
NSRGY
UNP

Ticker

BBBY
Fll

« 52-wk Range

341.15§

567.80 [

361.4%
512439

MCK

5145.29

3202 .20

CHRW
AlG
ORCL
MSRGY
BRE.B
IBM
WMT
CMI
UNP
MSFT
QCOM

8.7
548.41
333.13
568.00
5123.55]
3116.90
$56.30 |
570.68 |
367.06
543.05]

34224

57610
564.31
342.00
383.25
5151.05
5164.95
57519

12764




Ticker & 5-Year Price / Sales Range

NSRGY
BEBY
Pl
CHRW

Ticker « 5-Year Price / Earnings Range

NSRGY
BBBY

MCK

MCK

WMT
QCOM
CMI
1BM
ORCL

BRKE

Ticker

NSRGY
BBBY
2l

= 5-Year Price / Book Range

26§

Ticker

NSRGY
BBBY
WMT
Pl

CHRW

~ 5Year Price / Cash Flow Range

810§
B[
B[
1340§

MCK

Ticker

BBEY

& 5-Year Price Range

541.15§
546,83
5116.90
579.53
551.29

54124

580,82
515933
5215.90
5161.03
590,97

38197

QCOM
IBM
CMI
BRKEB
UNP
DORCL

566.61

524361

538.87
5249
550.21
31918
55348
369.07
52426

512452
346,71
7749

364.93

j 138325

jis152.84
ji556.70




DuPont Historical MCK

Financial
Total Asset Net Profit Return on
Leverage

Multiplier

Turnover Margin

Equity

TTM 3.43 1.15 6.26 24.88
2016 3.46 1.18 6.34 20.68
2015 3.39 0.82 6.73 17.87
2014 3.18 0.92 6.07 16.20

2013 3.60 1.09 4.92 19.25



DuPont Compettors (1T'TM)

Net Profit Total Asset [Pmnel Return on
Margin Turnover Leveens Equit
8 Multiplier Uity

MCK 1.15% 3.4 6.26 24.88

1.17% 3.73 22.79




Market Cap (mil) 24,895 17,877

Revenue (mil) _ 121,546 144.759
Price/Earnings 17.26 18.09 _

Price/Sales 0.20 0.22

ROA 3.95

11.30

ROE 24.88

Operating Margin 1.86 -




Conscious Investor




7 yoe d0d 0 I M2 3 ¥4 I8 Gl EPSttm  Years HGROWTH  STAEGR®

EPS(S) 3150 3320 290 4620 4570 5590 5580 410 6270 9700 @ 10 11.56% 67.36%
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10 Year - Expected Rate of Return

Price EFPSttm P/E Ratio HGrowth Payout STRET®
Default [ 164.42 ] [ $9.620 ] 24.27 11.58% 13.6% 14.04%
Safety [ 164.42 ] [ $9.620 ] 14.46 9.13% 2.9% 6.31%
Cut P/E. by 40%
Cut Growth rate by 20%

Cut Payout Ratio by 78%



6 Year

307 J/08 309 310 S 312 13 314 JNs 316  EPSttm  Years HGROWTH  STAEGR®
EPS(S) 3150 3320 2950 4620 4570 5390 5590 5410 6270 9700 §9.620 i 11.92% 8863% M

SPS(S) 312838 352200 389406 4014 444778 522272 539449 595710 71746 B4B.373 6 13.73% 95.76%  fl



Price EPSttm P/E Ratio HGrowth Payout STRET®

Default [ 164.42 [ $9.620 | 24.27 11.92% 13.6% 14.37%
Safety [ 164.42 | [ $9.620 14.46 9.82% 2.9% 6.91%
Cut P/E. by 40%
Cut Growth rate by 21%

Cut Payout Ratio by 78%



d07 308 0% 0 I M2 WS 314 N5 M6 EPSHtm  Years HGROWTH  STAEGR®

EPS(S) 3150 3320 2950 4620 4570 5590 5590 5410 6270 9700 m J 33.90% 9429% [l

SPS(8) 312838 352200 369406 401114 444778 522272 539449 B%.MM0 TM.746 848373 3 19.34% 97.06%  ful



Default

Safety

Price EPSttm F/E Ratio HGrowth

[ 164.42 ] | $9.620 ] 24.27 33.90%
[ 16442 ] [ $9.620 14.46 14.79%
Cut P/E. by 40%
Cut Growth rate by 56%

Cut Payout Ratio by 78%

Payout

13.6%

2.9%

STRET®

36.03%

11.31%




CI - 10 YR Kill It Scenario

Price EPSttm P/E Ratio HGrowth Payout STRET®
Default | 164.42 | [ $9.620 | 24.27 11.58% 13.6% 14.04%
Safety [ 164.42 | [ $9.620 | 14.46 9.13% 2.9% 6.31%
< saved 2016-10-01 [ 164.42 ] [ $9.620 ] 14.46 5.00% 2.9% 3.65%
Keep P/E at 14.46
Cut Growth rate by 56%

Cut Payout Ratio by 78%



CI - 10 YR Kill It Again

Price EPSttm P/E Ratio HGrowth Payout STRET®
Default [ 164.42 ] [ $9.620 24.27 11.58% 13.6% 14.04%
Safety [ 164.42 ] &ED 14.46 9.13% 2.9% 6.31%
< Saved 2016-10-01 €& [ 59.620 ] 11.50 4.00% 2.9% 0.14%
Cut P/E. by 53%
Cut Growth rate by 65%

Cut Payout Ratio by 78%



Discounted Cash Flows




DCF - Base Case

HEL
Earnings Per Share @) - T 1022 DCF | Reverse DCF

Growth Rate In the Next g : 10  Years: | 135 % Fair Value @ : $ 189.47
Terminal Growth Rate @ 4 Yo
Tangible Book Value ¢ : 5| -2225
Years of Terminal Growth g3 : 10 ) £ Add to Fair Value
Discount Rate g3 : 12 T Growth Value 110,04
Business Predictability ¢ - - & & & N Terminat Vaiue @' $79.43
Stock Price: §| 16442

Save Parameters
Margin Of Safety: 13%




DCF - Bull Case

o HELW
Earnings Per Share 3 Hl 12.08 ki Revpise DAY
Growth Rate In the Next @ 10 Years:] 15 Ibh Fair Value o : $ 295.72
Terminal Growth Rate 3 4 e
Tangible Book Value @ ; $1 2228
Years of Terminal Growth ¢ : 10 ) 0 Add to Fair Value
Discount Rate @ 10 F-E. Growth Value g : 515552

Business Predictability @ - - e & Teaninal vatue @ 51402

Stock Price: b 16442

Save Parameters
NMargin Of Safety: 44%




DCF - Bear Case

DCF | Reverse DCF ™

Earnings Per Share g) : 5 12.08
Growth Rate In the Next£) ; 10 vears: | 530 [P Fair Value @ : $ 164.41
Terminal Growth Rate § 4 e
Tangible Book Value €3 - 5| 2225
Years of Terminal Growth &3 : 10 ) ) Add to Eair Value
Discount Rate g} 10 25 Growth Value ) ; 510056

Business Predictability @ T & & L Terminal Value g3 : §63.84

Stock Price: | 16442

Save Parameters
Kargin Of Safety: 0%




Valuation

"Price is what you pay.
Value is what you get.”

Warren Buffett




P/S P/OE P/E P/B P/CFO  P/FCF

Current
Multiple

209% Rank

Multiple 12.7

Per Share

Figures 17.9

Prices $166.68 | $141.62 | $148.66 $168.63

Buy Price Buy Price = $




Monopoly like business
Sound financials and growth record

HealthCare Industry can be unpredictable but
McKesson will continue to distribute drugs and
equipment 1n the future

Value Gap

Recommendation: Limit Order at $148 or wait until
better premiums appear

i




Appendix




B MCHK Price % Change

B MCK Eevenue Per Share (TTM) % Change

375.0%
325.0%

275.0%

216.6%
K 187.3%

125.0%
75.00%
___#-.1#’
25.00%
o
-25.0%
2008 2010 2012 2014 2016
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B MK Price
m MK Price to Book Value

225.00 .30

175.00 5.90

':: 164.40

125.00 (4.50

{

4.012

75.00 310

25.00 1.70

2008 2010

202

2014

2018

Sep 30 2016 12:54AM EDT. Powered by YGHARTS




MSKESSON

McKesson’s Executive Committee
Diverse and Experienced Leadership

John H. Hammergren
Chief Executive Officer,

President & Chairman
20 years

Paul Julian Pat Blake James Beer
President

EVP & G;ﬂp:;irasudent EVP & Group President Chief Fir;a:;zi;l Dfficer
- 20 years

Kathy McElligott Bansi Nagji Jorge Figueredo Lori Schechter
Chief Information Officer/ EVP, Corporate Strategy EVP, Corporate Human Resources EVP, General Counsel &

Chief Technology Officer & Business Development & Administration Chiet Compliance Officer
1 year 1 year B years 4 years




McKesson’s Executive Commuttee

John H. Hammergren
Chiet Executive Ofticer, President, and Chairman of the Board

20 year career at McKesson
15 years as the CEO

Under his management, revenues have more than quadrupled

Named “Top 100 CEOs in the World” by Harvard Business Review




McKesson’s Executive Commuttee

James Beer

Executive Vice President and Chief Financial Officer
3 years as the CFO

Served as the Executive Vice President and CFO of Symantec
Managed the worldwide finance organization

Served 1n several management positions at American Airlines for
over 15 years




