Pharmacy
Watch:
Shining a Light on the
Pharmacy Transactions
Market, 2018

Contents

17

Contents

3

4

8

Foreword

The Pharmacy
Transactions
Market

The
Advisor’s View

10 12 14
The
Lender’s View

The
Vendor’s View

The
Consolidator’s
View

17 18 19
Conclusion

The Vendor’s
Checklist

The Purchaser’s
Checklist

This document has been prepared by Fitzgerald Power and Bank of Ireland for informational purposes only. It is not to be reproduced,
in whole or in part, without prior permission. Any information contained herein is believed by the authors to be accurate and true but
the authors express no representation or warranty of such accuracy and accept no responsibility whatsoever for any loss or damage
caused by any act or omission taken as a result of the information contained in this document. You should obtain independent legal
advice before making any decision. Bank of Ireland is regulated by the Central Bank of Ireland. Fitzgerald Power is regulated by
Chartered Accountants, Ireland.
(c) Fitzgerald Power & Bank of Ireland, 2019

Foreword

Foreword
17

2018 was a busy year in
the pharmacy transactions
market. Investors, lenders
and operators remain bullish
about the sector’s prospects
despite challenges to pharmacy
profitability from on-going
Reference Pricing adjustments,
changing HSE reimbursement
policies and wage inflation.

This is reflected in the number of pharmacy purchases,
greenfield openings and store refurbishments that were
carried out in 2017 and 2018 together with the appetite
for continued investment as we move into the new year.
Based on this positive sentiment and the existing
pipeline of acquisition opportunities we believe this
momentum will be maintained in 2019.
This report analyses the key trends in the pharmacy
transactions market over the last two years.
Our findings for 2017 are based on information provided
by the HSE’s Primary Care Reimbursement Service
(PCRS), The Pharmaceutical Society of Ireland (PSI),
Bank of Ireland and Fitzgerald Power. These four
data points provide a precise view of the pharmacy
transactions market in that year.
As the PCRS have not yet published data for 2018 our
analysis for that year is based on information provided
by Bank of Ireland and Fitzgerald Power which is then
aggregated to present a complete market view. Our
findings for 2018 will be updated to account for PCRS
statistics in next year’s report.
We hope that you find this report useful.
Hilary Coates
Bank of Ireland
Head of Healthcare
envelope-square hilary.coates@boi.com
phone-square 087 255 3314

Stuart Fitzgerald
Fitzgerald Power
Director
envelope-square sfitzgerald@fitzgeraldpower.ie
phone-square 086 344 1738
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1
The Pharmacy
Transactions Market
The number of transactions in the community
pharmacy market has increased steadily since 2014.
This increased activity has been driven by improved
economic conditions, positive lender and investor
sentiment, clarity regarding the impact of profit
pressures from FEMPI and Reference Pricing and
pent up demand amongst vendors wishing to sell.
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The Pharmacy Transactions Market

I. Annual deal volumes
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60We do not believe the noted reduction in activity
in 2018 represents a market slowdown. Given
53 the
relatively
small
number
of
pharmacies
in
Ireland
50
and the corresponding number of acquisition
opportunities that this pool can create in any one
40year the data is consistent year-on-year.
37 We expect
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this consistency to continue in 2019.
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this report exclude Carlyle Cardinal Ireland’s
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17 of Sam McCauley Chemists in 2017
purchase
and Uniphar’s proposed purchase of the Bradley
10Pharmacy Group in 2018. Were these transactions
included the respective figures for pharmacy
acquisitions in 2017 and 2018 would be 67 and 53.
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Sources; PSI, PCRS, Fitzgerald Power, Bank of Ireland

Note; the shaded areas of the above graph incorporate
the Sam McCauley Chemists deal in 2017 and the Bradley
Pharmacy Group sale 2018

II. Geographical split of
transactions
2017 and 2018
Connacht
/ Ulster

6

Munster was the busiest6region for pharmacy sales
Dublin
over the two year review period. Connacht / Ulster
10
(grouped together in the analysis) was the least
9
active area due to fewer available opportunities
and a limited number of active purchasers in those
regions.
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The Pharmacy Transactions Market

III. Value per region 2017 and 2018
Given the level of activity in Dublin and Munster in 2017 it was unsurprising that these regions recorded the
highest level of total deal value in that year. The Rest of Leinster was consistent in both years and Connacht /
Ulster again lagged behind while overall deal values fell in 2018 (as per the current estimate) due to the smaller
number of transactions and decreases in average deal values. The type of pharmacies sold in 2018 was the
€48.6m shops
Total
National
2017
principal cause of deal value contraction. Generally
with
smaller Value
turnover
and profit bases changed hands
in that year compared to 2017.
€39.2m
Total National Value 2018

€48.6m

Total National Value 2017

€39.2m

Total National Value 2018

€10.4m

€14.7m

€10.8m

€11.3m
€14.7m
€11.3m

Dublin

€10.4m
€10.8m

€15.5m
€10.2m
€8m

€15.5m

Dublin

€10.2m

Rest of Leinster

Rest of Leinster

Munster

€6.9m

Munster

Connacht / Ulster

Sources; PSI, PCRS, Fitzgerald Power, Bank of Ireland

Note; the valuations stated above are based on goodwill only and do not include relevant net
assets. These figures exclude Carlyle Cardinal Ireland’s purchase of Sam McCauley Chemists
in 2017 and Uniphar’s proposed purchase of the Bradley Pharmacy Group in 2018.

IV. Average deal
value per region
Average deal values were lowest in
€2,000,000
Munster in 2017 while the lowest
average prices in 2018 were noted
in The Rest of Leinster. Connacht
€1.500,000
/€2,000,000
Ulster more or less matched the
national average in both years whilst
pharmacies sold in Dublin returned
€1,000,000
the
highest
average
value
in
2017
€1.500,000
and the second highest in 2018 due
to the greater demand for pharmacy
€500,000
opportunities
in the capital. Average
€1,000,000
prices achieved are a factor of the
type of opportunity which came to
0
the market in both years. There was a
€500,000
marginal change in average valuation
multiples year-on-year but again this
was due to the type of pharmacies
0
that were sold in both years.
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The Pharmacy Transactions Market

V. Greenfield pharmacy investment 2017 and 2018
The number of new greenfield openings in 2018 was broadly
similar to 2017. Acccording to PSI records 38 new greenfield
pharmacies opened in Ireland in 2017 versus 36 in 2018.
The average investment per unit was €215,000 in 2017

and €227,000 in 2018, an increase of 5.3%. While there
was a small contraction in the number of new openings the
Greenﬁeld pharmacy
Greenﬁeld pharm
total national investment
investment remained consistent due to the
investment
increase in the average investment per unit.
New
openings

38

2017

Average
investment per unit

Greenﬁeld pharmacy
investment

2017

38

New
openings

Average
investment per unit

2018

Average
investment pe

€215,000
36
New
2018

€227,0

Greenﬁeld pharmacy
investment

openings

Average
investment per unit

Total national
investment

€8,170,000
€227,000

€215,000

Total national
investment

€8,170,000

€8

Total national
investment

€8,172,000

Sources; PSI, PCRS, Fitzgerald Power, Bank of Ireland

VI. Valuation methodology
and multiples
The valuation methodology employed in the
community pharmacy sector in Ireland is Maintainable
Earnings X Earnings Multiple + Relevant Net Assets on
completion. The earnings multiple range in 2018 was
4.5 to 6 while the average multiple achieved was 5.13.

5.23 X
Average
Earnings Multiple

5.23 X
Average
Earnings Multiple

2017

5.13 X

2017

5.13 X
Average
Earnings Multiple

2018
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2
The Advisor’s View
Stuart Fitzgerald is a director in the firm Fitzgerald Power
and specialises in providing strategic advice to vendors
and purchasers in the community pharmacy sector.
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The Advisor’s View

Why do vendors and purchasers
need an advisor?

1

In essence we professionalise and streamline
the process. A vendor typically gets just one
opportunity to sell their business and we
ensure they get the best possible price. It’s
important to understand the market and current
valuations and to have someone in your corner
who can project manage the process because
it can be quite complex. From the purchaser’s
point of view we make the transaction seamless,
ensure the offer price is not out of sync with the
market, assist with fundraising and help manage
any legal and financial hurdles that may arise.

What steps are involved in
the advisory process?

2

From the vendor’s perspective we begin with a
valuation of the business and then undertake tax
planning to ensure all available reliefs are fully
utilised. It’s about how much cash the vendor
walks away with so understanding the impact
and availability of CGT reliefs is crucial. Once
the valuation and tax position are understood we
develop a target list of prospective purchasers
and begin marketing the opportunity. The
transaction will typically take 4 to 6 months to
complete from initial instruction.
For the purchaser it’s all about deal flow and
finding the right fit, so we help to identify suitable
opportunities based on the criteria our clients’
set out. We will also help negotiate the price and
raise funding.

How easy is it to
get deals funded?

3

There are a lot of dynamics and nuances in this market so the manner in which funding applications are approached
in crucial. Funding applications need to make sense in the context of current market conditions and the most
critical point to be able to demonstrate is the ability to service debt without putting undue pressure on the cash
flows of the business. It is also essential that the bank lending team have specific pharmacy sector experience.
This understanding makes it easier for vendors and purchasers to get the best service from the bank. If these
elements are in place, then fundraising is straightforward. If they aren’t, it can be very challenging.

do you see valuations going
4Where
over the next twelve months?
Currently there is a significant variance in
prices that are being achieved. I expect
this to continue. Market forces are at play
with pharmacies in large urban centres or
those with significant turnover scale often
commanding higher valuation multiples.
Valuations are now ranging from between
4.5 X EBITDA (earnings before interest,
tax, depreciation and amortisation) to 6 X
EBITDA and I expect this range to continue
in 2019.

do you see the pharmacy
5How
transactions market in 2019?
I think it’s going to be as busy and maybe even
more active than 2018. Our pipeline is very strong
and we are seeing a large number of pharmacies
coming to market. Consolidators are active and
it remains a good time for vendors to exit. With
that said purchasers are becoming more selective
so it is extremely important that the business
is primed for sale with all revenue and profit
drivers fully maximised. The more attractive the
opportunity the greater the chance of a successful
sale.
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3
The Lender’s View
Hilary Coates is the Head of Health for Bank of Ireland. As part
of her brief Hilary oversees pharmacy lending and supports
community pharmacists to grow and scale their businesses.

10
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The Lender’s View

What is the bank’s appetite to lend
to the community pharmacy sector?

1

We are the largest lender to the healthcare sector
in Ireland and have the proven financial capabilities
and appetite, combined with comprehensive
sectoral expertise with a full range of products to
support pharmacy customers to grow and thrive.
We know and understand the sector so are very
comfortable lending to pharmacists.

is unique about the
pharmacy market?
3What
The Irish pharmacy sector is unusual in that the sector’s
primary customer is the State. Also, as the primary
customer, the Government has a big say when it comes
to setting the price of medicines and drugs.
Ireland’s population is living longer and increasingly
there are more treatment options available. With
this ageing population there will be an increased use
of multiple medications by patients. As a result the
medicines bill is higher each year and the State is
increasing controls each year. The volumes of medicines
dispensed each year are growing while the income from
these medicines is decreasing.

What is the process for pharmacies
wishing to borrow to expand?

2

Most pharmacists will already be working with a financial
advisor. This means they will be able to put together a
business proposal which will then be reviewed by the Bank
and discussed with the pharmacists to understand the story
behind the financials.
The process involves a variety of things. For example, we
will look at the last three years of trading figures to see what
trends emerge, the number of items dispensed and the cash
flow. We will also look at financial projections and their
business plans to understand their plans to develop their
businesses and counter any headwinds that may emerge.
For example salary increases and mandatory staff pensions
must be part of forecasts. Then we look at the impact of
reference pricing cuts and any other HSE proposals that
may result in reductions to the pharmacy’s EBITDA.
We also need to understand each pharmacy’s local patient
(GMS, DPS, LTI, Private, OTC) and customer base.
Pharmacists are, at heart, clinicians whose first consideration
is their patients. Business requirements may not be their core
interest, so having a financial advisor is always a good idea.

It is a challenging market, but pharmacists have
been resilient, despite the State putting pressure on
budgets. At Bank of Ireland, we include pharmacies in
our healthcare portfolio - a sector where we have an
in-depth knowledge and experience.

do some deals
4Why
not get funding?
Typically it is not just one issue it’s a multitude of factors. One factor will
be if the pharmacist doesn’t have experience in managing a pharmacy.
Going from working in a pharmacy to operating and owning one is a
different thing altogether. Another reason may be the location of the
proposed pharmacy. Is there too much competition nearby? Is there a
population to sustain and grow the business?
Also, if the funding requirement is too high and if repayment capacity is
not evident or there is not enough equity going in the deal may not get
funded at the level the pharmacist is seeking. We want people to be able
to repay the loans while still operating a sustainable business that thrives.

How do you see the pharmacy
transactions market in 2019?

5

I believe we will see more consolidation.
I think there may be further cuts to
HSE budgets and we will see more
vendors in the market. The role of the
independent pharmacist will continue
to be significant, but I think they will
have to look at their business models and
see can they increase efficiencies while
driving down costs with initiatives like
group buying and shared services models
in areas like HR, recruitment and online
sales. It will be a busy consolidation
market in 2019, and future success lies
with sustainable EBITDA and accurate
projections, which are critical to both
vendors and purchasers.
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4
The Vendor’s View
Roma O’Loughlin recently sold her pharmacy in
Monkstown, Co. Dublin in 2018. She owned and
operated this business for more than 30 years.

12
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The Vendor’s View

Why did you decide to
sell the pharmacy?

3

1

What were the biggest challenges
in completing the sale?

I had always intended retiring early, influenced by
the premature death of my father in 1992, just as
he had begun to consider retiring. The recession
slowed that down. 2016 was my original plan but
I pushed that out to 2021. However, despite all my
efforts, growing the business again post-recession
proved very challenging. I joined the Indepharm
Co-Op and rebranded. This helped me improve
my margins greatly but growing turnover was more
difficult without making some major changes.

I was warned in advance about the demands there
would upon my time, particularly towards the end
of the process and that was not an exaggeration.
Emails and calls were coming from multiple solicitors
as well as accountants, pharmacists & other
representatives of the buyer, all needing immediate
answers. Last minute problems with leases reared
their ugly heads and third party lawyers did not
understand the urgency of the situation. However,
it all came together.

The nature of pharmacist’s relationships with
our regulatory body and our main payor, together
with the ever-increasing burden of admin meant
that, for me, my role was less enjoyable in recent
years. Most importantly, I realised that I could
afford to retire and was advised that there was
little additional financial benefit to stay on for three
more years.

Having professional, expert people on my side who
knew exactly what was required was a life saver. I feel
that if I had tried to do this with my own accountant
and solicitor who do not specialise in this area, I
might still be in the pharmacy.

4
the sales process from
2Outline
a vendor’s perspective
Scary! My first step last January was to contact
Stuart Fitzgerald as I had heard him speak about
all things pharmacy business over a few years and
sought his advice and a valuation. I then learned
that he could act as a broker for me and he was
recommended by a colleague who had used
this service. Upon examination of my accounts
he advised that the pharmacy was sellable and
expressed hope of having the sale completed by
summer.
The amount of information to be gathered to start
the process is massive and entailed many late
evenings in the pharmacy after closing. Once this
was done, Fitzgerald Power sent out a teaser to
a number of potential buyers. The next step was
to send more detailed information to those who
expressed interest.
I was lucky to have a fantastic Lawyer,
recommended by Stuart, who is experienced in
this business so is familiar with pharmacy-speak.
We all communicated very effectively and the
deadline was met.

How did you plan for the work/life transition
and how have you found the change?
I’m surprised how much I’m enjoying life
without the normal routine/pressures and am
getting over the guilty feelings. I’ve started
playing some golf again after a long absence
and working on my fitness. My social life has
greatly improved. I miss the people I worked
with and also my customers. It is strange not
to be a central part of a community any more.
I live locally so keep meeting them anyway.
I have time to do a little charity work. I have
some ideas for the future up my sleeve but
am reluctant to tie myself down to anything.

How do you see the pharmacy
transactions market in 2019?

5

I realise that there are a number of pharmacy
owners of my generation who are thinking about
selling their businesses soon. I feel I may be
fortunate to have sold ahead of them. Starting
up, as an independent, in the sector has become
increasingly demanding. I predict we will see
groups and chains as the most likely buyers of
independent pharmacies.
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The Consolidator’s View
Sharen McCabe is the managing
director of the McCabe pharmacy
group, a multi-generational
pharmacy chain which operates
30 pharmacies across Ireland
together with an online store.
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The Consolidator’s View

Have you bought or sold or attempted to buy/
sell a pharmacy in the last twelve months?

1

2

We are continually looking at both new acquisitions and
acquiring existing businesses and greenfield sites. In the
last year, we opened two greenfield sites and in the previous
18 months we bought two existing businesses. We have 30
stores in the McCabe pharmacy group now. It’s been a steady
rather than rapid growth over the years. It’s been a strategy
that has worked for us - to go nice and steady, reasonably
cautiously. We don’t tend to take on too much. We try and
take on as much as we feel we can integrate properly while
maintaining high standards of patient service.

Demographics are still very much in the
pharmacist’s favour and volume activity I think
will continue to grow as our population ages.
We have more extended survival rates, we
have a wider range of available treatment and
ongoing care for patients as they age. It’s all in
the pharmacist’s favour if you couple that with a
patient’s desire to have a more convenient service
more speedily. These are all the factors that are
driving demand but if you take the other side we
have the declining dispensary value. The only way
to be able to manage the growth in the market is
to be able to scale. It helps if you have the volume
to counteract the value decline. Growing volume
is key to the business thriving and only increasing
our scale really can deliver it.

are the challenges of integrating
3What
a new pharmacy into your group?
When buying a new pharmacy or an existing one you
have to pay attention to some significant factors.
Determining what are the sustainable dispensary
values in the pharmacy is the most significant factor
to be assessed. What is the sustainable income
coming in, what can you rely on in six years, that’s
really what you’re buying.
Working that out is essential. Part of that is knowing
about the continuity of the existing staff members,
having good cooperation with the current owner and
solid relationships with local primary healthcare
providers. All of these factors are important when
trying to integrate a new pharmacy into a broader
group. It’s making sure you stay very local in your
operations, that you don’t get diverted from the local
environment.

Do you have a medium and longterm strategy for your business?

4

Yes, our strategy is about really focusing on patient
needs in healthcare. We are about healthcare more
than the retail piece. Retail is important but it’s not our
core strategy. We are interested in providing patientcentric healthcare services. We want to build our
business around what we think is the demand for
accessible, fast, cost-effective primary healthcare,
drug dispensing and point of care services. Our strategy
is developed around that.

What factors are driving you
to scale your business?

How do you see the pharmacy
transactions market in 2019?

5

At the moment vendors are trying to work out where
the value in their business is. So they are working
out what is the maintainable source of revenue in
their business before they can put it up for sale.
Equally, buyers are saying if I buy this business what
is maintainable in four to five years. We are going
through a state of flux because of reference pricing.
These risk factors are things buyers need to take
into consideration.
There are possibly more sellers than buyers as we go
through all this uncertainty about mature income and
there are concerns around not just reimbursement
levels but the regulatory costs. It will probably drive
more sellers than buyers in the next year or two.
However, that could change quite quickly once the
risk factors become more evident to everybody.
We need clarity on drug reimbursement levels and
around the burden of regulation. People need to
understand the value of a pharmacy is based on the
maintainable EBITDA, not of today but what it will
be like in three years. In the past pharmacists looked
at turnover but most people are now looking at the
potential cash profit of a pharmacy.
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Conclusion
The data and the views of our
experts point to a buoyant
market that is experiencing a
period of continued activity.

While market indicators were generally positive in 2018
the current level of activity is fragile and the impact of
external forces on profits must be considered in any
analysis of the pharmacy transactions market.
The Carlyle Cardinal Ireland purchase of Sam McCauley
Chemists in 2017 was a watershed moment for the
sector. As the market matures we expect to see private
equity capitalising a greater number of pharmacy
consolidators.
The availability of financing will continue to drive activity
and consolidation, provided underlying profitability in
the sector remains robust and quantifiable.
Overall our outlook for the sector remains positive. We
expect resilient operators to continue to innovate and
grow their businesses in 2019.
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The
Vendor’s
Checklist:
2
Develop a tax
plan and ensure
all available CGT
reliefs are
utilised

4
Speak to a solicitor
and ensure all legal
documents are ﬁt
for purpose

18

1
Speak to a
professional advisor
and undertake a
market valuation

3
Prime the
business for sale
by ensuring all
revenue and proﬁt
drivers are
maximised

5
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Engage a
professional
advisor to manage
the sales process

The
Purchaser’s
Checklist:

1
Speak to your
lender and
understand your
available funds for
acquisition

2
3

Ensure your legal
and operational
structures can
seamlessly integrate
a new acquisition

Develop a list of
target areas and
businesses

4

Ensure you
receive details of
all acquisition
opportunities
that match your
criteria

5
Engage a
professional
advisor to sense
check your offer
price and manage
due diligence
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Fitzgerald Power is the leading professional
advisory firm to the Irish community
pharmacy sector.
Bank of Ireland is Ireland’s largest lender
and provides banking support to over
50% of the Irish community pharmacy
market. Bank of Ireland is regulated by
Central Bank of Ireland. Lending terms
and conditions apply.
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