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Cyber Governance Alert
★★★★★
Cyber-Financial (CyFi) Analysis
■ Strategic KPI for RAD’s
business model: M&A for
improved economies of
scale.
■ How do digital assets create
value for RAD shareholders?
Patient medical data is the
highest-value data RAD has
to protect—central to the
viability of the Rx business
that drives the company’s
revenues and margins.
■ Biggest cyber governance
problem: A complex network
with a large threat surface
relative to owning a highvalue asset for hackers:
medical data. Lack of funds
required to secure network.
■ Biggest financial constraint
to fix cyber problems:
Significant debt load—
EBITDA-to-debt ratio
increased from 6 to 6.8 in
Q2—coupled with declining
free cash flow make the
necessary security investments more difficult to make.
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Structurally Challenged: Rite Aid (RAD) has significant financial
constraints and has undergone a management overhaul in an
attempt to revive its prospects. It also faces a much greater
challenge on cybersecurity relative to other companies because it
is both an easy and attractive target for hackers seeking the
company’s most valuable asset—patient medical data. The new
executive team is understandably focused on cost cutting but
should not neglect the increased spend required on security in
order to better protect this data. Failure to do so could lead to
further erosion in RAD’s value as a company or attractiveness as
an acquisition target.
RAD’s 1-star rating is reflective of persistently poor cyber
governance that is driven in part by an overly complex corporate IT
network (a legacy of M&A and rapid digitization of retail and health
care) and an underinvestment in technology security. The problem
is that RAD cannot focus on improved growth, cost cutting, and
security in the near-term. It can only choose two. Wall St. is
pushing for the first two, but we are alerting investors on security,
as it could lead to long-term losses.
No secret here: the retail pharmacy is central to RAD’s current
and future prospects—72% of total EBITDA with profit margins
that are 17% higher than the margins on the overall business (Q2
‘19). Most of the pharmacy business’ value is derived from patient
data, which is also the most valuable information to any hacker—
10x the value of credit card information by some estimates. A
breach of this data damages brand trust/customer loyalty, would
cause a costly business disruption in the retail pharmacy business,
and would make RAD less attractive to a potential acquirer. All of
this at a time when RAD is facing intense competitive pressure
from Walgreens and CVS.
Poor cyber governance has already adversely impacted
shareholder value.
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Companies with poor cyber governance (1-stars) underperform
industry peers that perform well (5-stars) and the broader market.
Improved cyber governance could play an important role in RAD’s
recovery.

Bottom Line: Cyberhedge has issued an alert on Rite Aid
because the company has little margin for error on cybersecurity, especially considering the vital operational and
strategic importance of patient medical data to its core retail
Rx business. Significant financial constraints—a structural
problem, we believe—make it difficult for the company to spend
the resources required to fix the underlying problem. Amid the
cost cutting, RAD should be careful not to decrease its spend
on technology security, but rather increase it in order to
better secure its most valuable (for market) and soughtafter (for hackers) asset.

A Cyber Governance Alert provides investors advance warning of potential further value loss due to
poor cyber governance, as well as recommendations for the company’s C-Suite.
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Disclaimer
The Cyberhedge Research (the “Report”) is not an offer or recommendation to buy or sell or a solicitation of an offer to buy or sell any security or instrument
or to participate in any particular trading strategy or be construed as to be a representation or warranty of Cyberhedge (whether express or implied) or its
affiliated entities (collectively, the “Cyberhedge Parties” or “Cyberhedge”) regarding the advisability or appropriateness to invest in any security or
instrument.
The information and opinions in this report were prepared by Cyberhedge or one of the other Cyberhedge Parties. Though the information herein is believed
to be reliable and has been obtained from public sources believed to be reliable, Cyberhedge makes no representation as to its accuracy or completeness.
Hyperlinks to third-party websites in the Report are provided for reader convenience only. Cyberhedge neither endorses the content nor is responsible for
the accuracy or security controls of these websites.
Further, none of the contents of the Report is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of
investment decision and may not be relied on as such. Reproduction, redistribution or any other form of copying or transmission of the Report without
Cyberhedge’s prior written consent is strictly prohibited. Without limiting the generality of the foregoing, the Report and other Cyberhedge intellectual
property you access via the Cyberhedge website may not be used as a basis for any financial instruments or products (including, without limitation, passively
managed funds and index-linked derivative securities), or used to verify or correct data in any other compilation of data or index, or used to create any other
data or index (custom or otherwise), without Cyberhedge's prior written permission.
In no event shall any of Cyberhedge, its affiliates, any of its or their direct or indirect information providers nor any other third-party involved in, or related to,
compiling, computing or creating any of the information contained in the Report (collectively, the "Cyberhedge Parties") have any liability to any person or
entity for any damages, whether direct, indirect, special, incidental, punitive, consequential (including, without limitation, loss of use, lost profits or revenues
or any other economic loss) arising in any manner out of your use or inability to use any of the information or date contained in the Report, even if such party
might have anticipated, or was advised or notified of, the possibility of such damages.
You agree to indemnify, defend and hold harmless the Cyberhedge parties from and against any claims, losses, damages, liabilities, costs and expenses,
including, without limitation, reasonable attorneys' and experts, fees and costs, as incurred, arising in any manner out of your use of, or inability to use, any
information or data contained in the Report.
You acknowledge that (I) the Report and all components thereof constitute copyrighted, database righted, trade secret and/or proprietary information of
substantial value to Cyberhedge, (II) that you receive no proprietary rights whatsoever in or to the Report or data or information contained therein, and (III)
that title and ownership rights in and to the Report and all the rights therein and legal protections with respect thereto remain exclusively with Cyberhedge.
You shall not, and shall not assist any third-party to, assert any rights in the Right or any component thereof or challenge Cyberhedge’s rights therein.
None of the material, nor its content in the Report, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party,
without the prior express written permission of Cyberhedge. Cyberhedge will not treat recipients of this report as its customers by virtue of their receiving
this report. The legal entities and potential investments in such entities contained or referred to in the Report may not be suitable for you and it is
recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in the Report
constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual
circumstances, or otherwise constitutes a personal recommendation to you.
Opinions, estimates and projections constitute the current judgment of the author as of the date of this Report. They do not necessarily reflect the opinions
of Cyberhedge and are subject to change without notice. Cyberhedge has no obligation to update, modify or amend the Report or to otherwise notify a
recipient thereof if any opinion, forecast or estimate contained herein changes or subsequently becomes inaccurate. Coverage and the frequency of
changes in market conditions and in both general and company specific economic prospects makes it difficult to update research at defined intervals.
Updates are at the sole discretion of the coverage analyst concerned. The financial instruments discussed in the Report may not be suitable for all investors
and investors must make their own informed investment decisions. Prices and availability of financial instruments are subject to change without notice and
investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial instrument is denominated in a currency other
than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results.
The information we provide is being directed only to persons we believe to be financially sophisticated, who are capable of evaluating investment risks
independently, both in general and with regard to particular transactions and investment strategies. If this is not the case, we ask that you inform us
immediately.
We and our affiliates, officers, directors, employees, and contractors, excluding equity and credit analysts, will from time to time have long or short positions
in, act as principal in, and buy or sell, the securities or derivatives, if any, referred to in the Report.

