THIS DOCUMENT IS IMPORTANT. If you are in any doubt as to the importance
of the terms of this document then you should consult a lawyer or other
adviser familiar with matters similar to those dealt with in this document or
who is otherwise authorised to give investment advice under the Financial
Services and Markets Act 2000.

The Pharmacy Mutual Insurance Company Limited
(incorporated in England with company number 184646)
Registered Office:

Mallinson House
40-42 St Peter’s Street
St Albans
Hertfordshire
AL1 3NP

15 October 2007

To all Members of The Pharmacy Mutual Insurance Company Limited
(Members are holders of policies written by The Pharmacy Mutual Insurance

Company Limited. If you no longer hold at least one such policy, please disregard
this letter.)

(Definitions are set out on page 5.)

Dear Members

| am writing to follow up on my letter to members of 20 June 2007 regarding the
approach by National Pharmacy Association Limited to purchase from your company
its Renewal Rights and certain related intellectual property.

| am very pleased to advise you that NPA and PMI have reached agreement on the
terms of the sale of the Renewal Rights and related intellectual property by PMI to
CDA, an insurance company which is wholly owned by NPA. These terms are
reflected in the Sale and Purchase Agreement.

As Chairman of PMI | am very confident that this sale is in the best interests of PMI
and its Members. By combining the best of PMI with CDA, there should be an
opportunity to benefit from economies of scale, the possibility of an enhanced
product range and greater price flexibility. Overall, the insurance service should be
even more tailored to pharmacists. Fuller details of how the insurance business of
PMI will be operated following the sale of the Renewal Rights are contained in the
letter from the Chairman of NPA which is set out in Section 3.

As referred to in my letter of 20 June 2007, such sale will also be followed by a
substantial distribution. The total reserves of PMI after the sale of the Renewal
Rights are likely to be in the region of £55 million. The intention is that initially the
sum of circa £40 million will be distributed among the Qualifying Members as soon
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as possible after the sale of the Renewal Rights. Further details are set out in

paragraph 11 of Section 1 and in Section 5. For each New Member, there will be a
lump sum distribution of £250.

I am happy to advise that your Board unanimously share my views that the sale of
the Renewal Rights and related intellectual property to NPA is in the best interests of
PMI and its Members.

Completion of the sale of the Renewal Rights and the related intellectual property in
accordance with the terms of the Sale and Purchase Agreement is conditional,
amongst other things, on the Members of PMI passing, in accordance with PMI’s
Articles of Association, an appropriate special resolution. Further details on this are
given in Sections 2 and 8.

The special resolution, and other resolutions relating to the sale and the distribution,
are to be put to a general meeting of Members to be held on 7 November 2007.
The formal notice calling the General Meeting, because of the postal strike was, in
accordance with the Articles given by way of being published in The Pharmaceutical
Journal and The Times on Saturday 13 October 2007, with full details of the

resolutions and the place and time of the meeting. A further copy of the notice forms
Section 9 of this document.

You will be aware that to date there has been a very close relationship between PMI
and NPA and certain of the directors of PMI are also directors of NPA. In those
circumstances it was very important that the interests of the PMI Members were not
only considered independently but also seen to be so. Accordingly, at an early stage
in the process following the receipt of the approach by NPA, the Independent
Directors of PMI, Michael Major, Alan Webster and lan Johnstone were constituted a
committee of the Board with full authority to consider and, if thought fit, agree the
terms of any sale of the Renewal Rights and intellectual property and related matters
with NPA and its advisors. We also appointed a Chief Executive, Michael Lamb, to
assist us both in terms of the deal with NPA but also to ensure that the general
business of PMI was being looked after by an executive, with significant relevant
experience in the insurance business, and who was demonstrably independent of
NPA. A letter from the Independent Directors recommending that you vote in favour
of the resolutions to be put to the General Meeting forms Section 2.

The senior Independent Director, Michael Major, writes to Members in Section 1.

Yours sincerely

Rajesh Patel
Chairman
The Pharmacy Mutual Insurance Company Limited




EXPECTED TIMETABLE

Latest time for receipt of forms
of Proxy for General Meeting

General Meeting

Period during which it is expected to

distribute lump sums to New Members

Period during which it is intended to

make a distribution from the Initial Pogl to

Qualifying Members

Period during which it is intended to

make a distribution from the Subsequent

Pool to Qualifying Members

Period during which it is intended to

make final distribution of assets of The
Pharmacy Mutual Insurance Company

Limited to Qualifying Members

11am on 5 November 2007

11am on 7 November 2007

subject to approval by the members
of PMI of the sale of the Renewal
Rights, within a period of two and a
half months from the date of the
General Meeting i.e. by the end of
January 2008

subject to approval by the members
of PMI of the sale of the Renewal
Rights, within a period of two and a
half months from the date of the
General Meeting i.e. by the end of
January 2008

mid-2008

mid/late 2009
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DEFINITIONS

In this document, where the context permits, the expressions set out below shall

bear the following meanings:

Articles
Board

CDA

Companies Act

Data Information Notice

Distribution Programme

Form of Proxy

Free Renewal Rights

FSMA

Gross Weighted Premium
Income or GWPI

means the Articles of Association of PMI
means the board of directors of PMI

means Chemists’ Defence Association Limited,
incorporated in England with company number
64269 and having its registered office at
Mallinson House, 40-42 St Peter's Street, St
Albans, Hertfordshire AL1 3NP

means the Companies Act 1985 (as amended)

means the data information notice set out in
Section 4 of this document

means the distribution methodology and the
proposed distribution programme set out in
Section 5 of this document

means the form of proxy accompanying this
letter for use in connection with the General
Meeting

means rights attaching to certain of the policies
issued by PMI in terms of which the holders of
such policies are entitled to a free renewal of
those policies every sixth year if no claims have
been made in the previous five years and Free
Renewal shall be construed accordingly

means the Financial Services and Markets Act
2000 (as amended)

means an amount equal to the premiums paid by
a Qualifying Member in calendar years 2004,
2005 and 2006 less any refunds, or where the
Qualifying Member had a Free Renewal during
that period there will be deemed to have been
paid for the calculation of GWPI for that
Qualifying Member an amount equal to 103% of
the prior year’s premium, less any refunds
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General Meeting

Independent Directors

Initial Pool

Mazars’ Valuation Report

Members

Membership Status
Notification

New Members

NPA

means the general meeting of PMI to be held on

7 November 2007 at Ramada Jarvis Hotel, Hemel
Hempstead Road, Redbourn, St Albans, Herts,
AL3 7AF at 11 am, notice of which has in
accordance with the Articles been given by way of
being published in The Pharmaceutical Journal
and The Times on Saturday 13 October 2007 and

a copy of which is set out in Section 9 of this
document

means Michael Major, Alan Webster and lan
Johnstone being the independent directors of PMI
as at the date of this document

means (subject to capital requirements of PMI)
the amount of circa £40million which shall be
available for distribution among Qualifying
Members following the completion of the sale of
the Renewal Rights and related intellectual
property rights

means a report dated 13 July 2007 and
addressed from Mazars Actuarial Services
Limited to PMI

means Full Members of PMI in accordance with
the Articles. Currently all members of PMI are Full
Members

means a notification from PMI which will be sent
to each Member following the approval of the sale
of the Renewal Rights at the General Meeting
advising each Member of their membership status
(i.e. whether that Member is a Qualifying Member
or a New Member) as shown by PMI’s records as
at the date of the General Meeting

means Members who became Members of PMI
after 1 January 2007 up to 30 September 2007
and who are still Members at the date of the
General Meeting

means National Pharmacy Association Limited,
incorporated in England with company number
1281757 and having its registered office at
Mallinson House, 40-42 St Peter’s Street, St
Albans, Hertfordshire AL1 3NP
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PMI

Qualifying Members

Renewal Rights

Sale and Purchase Agreement

Subsequent Pool

means The Pharmacy Mutual Insurance
Company Limited, incorporated in England with
company number 184646 and having its
registered office at Mallinson House, 40-42 St
Peter’'s Street, St Albans, Hertfordshire AL1 3NP

means Members who were Members of PMI as at
31 December 2006 and who have been
continuous Members of PMI up to the date of the
General Meeting

means the rights to seek renewal of any
insurance policy written by PMI

means the agreement relating to the sale of the
Renewal Rights and certain intellectual property
dated 5 October 2007 between PMI, CDA and
NPA

has the meaning ascribed to that term in
paragraph 3 of Section 5 of this document







SECTION 1

Letter from Michael Major, Senior Independent Director of The Pharmacy
Mutual Insurance Company Limited

The Pharmacy Mutual Insurance Company Limited
(incorporated in England with company number 184646)
Registered Office:

Mallinson House
40-42 St Peter’s Street
St Albans
Hertfordshire
AL1 3NP
15 October 2007

To all Members of The Pharmacy Mutual Insurance Company Limited

Dear Members

Following on from the letter from your Chairman, Rajesh Patel, confirming that a
conditional Sale and Purchase Agreement has been entered into between PMI and
NPA regarding the sale of PMI's Renewal Rights and certain intellectual property, |
am writing to you to set out in more detail the terms of the sale, the methodology of
the distribution referred to in the Chairman’s letter and other related matters. Some
of the aspects of this and connected matters are quite complicated and although |
will go into reasonable detail in this letter further information is given in other
Sections of this document.

1 Role of Independent Directors and Advisers

As the Chairman advised in his letter, to ensure that the interests of the
Members of PM| were considered and dealt with in relation to the proposed
transaction with NPA and related matters in an entirely independent way,
those directors of the Board who were not directors of NPA were constituted a
committee to make the final decision on all these matters. As well as myself
the other members of this committee were lan Johnstone and Alan Webster.
As the Chairman also advised, the Board appointed Michael Lamb as Chief
Executive. Please note that although the Chief Executive acts with all the
authority one would expect of someone in that position, Michael Lamb has not
been appointed to the Board and is not and has not been a director of PMI,
although he attends and participates in all Board meetings. The Independent
Directors appointed McClure Naismith as solicitors to advise on legal matters
and appointed Mazars to advise on financial and tax matters and to give
actuarial advice as appropriate.
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3

Sale of the Renewal Rights and the Sale and Purchase Agreement

In considering the offer to purchase the Renewal Rights from NPA, the
Independent Directors took into account that NPA through its provision of
management, administration services and marketing support had been closely
involved with the business of PMI for some time. Given NPA'’s aims for its
own insurance business it was felt that if the business of PMI was combined
with theirs it should benefit from being part of the NPA which is dedicated to
the needs of pharmacy. PMI policyholder Members should derive the benefits
of economies of scale and to a focused insurance service even more tailored
to the needs of pharmacy. Accordingly the Independent Directors considered
it worthwhile and in the best interests of Members to explore the offer from
NPA to see if acceptable terms could be agreed to sell the Renewal Rights.

The terms of the Sale and Purchase Agreement were negotiated on behalf of
the Independent Directors by Michael Lamb and the independent advisers
appointed by us. The terms, once negotiated, were approved by the
Independent Directors and then presented to the Board for ratification.
Completion of the Sale and Purchase Agreement is conditional, amongst
other things, upon you, the Members, approving the sale of the Renewal
Rights and related intellectual property in accordance with the terms of the
Sale and Purchase Agreement by passing a special resolution in accordance
with the Articles. In addition, your approval is sought for the proposed
distribution to the Members of PMI following the completion of the sale of the
Renewal Rights and related intellectual property. On a technical level,
changes need to be made to PMI's Articles of Association to deal with the fact
that Qualifying Members should remain members of PMI even once they
cease to hold insurance polices written by PMI. This will also require the
passing of a special resolution. Further details on the terms of the Sale and
Purchase Agreement are contained in paragraphs 3, 4 and 5 of this letter and
in Section 6. Further details on the various resolutions mentioned in this
paragraph are contained in Section 8.

The Independent Directors recommend the terms of the Sale and Purchase
Agreement and the proposed method of distribution to you and further
recommend that you vote in favour of the necessary resolutions. A separate

letter of recommendation by all of the Independent Directors is set out in
Section 2.

Sale of the Renewal Rights

In terms of the Sale and Purchase Agreement, PMI is selling the rights to
renew its insurance policies, that is the policies held by you, the Members, to
Chemists’ Defence Association Limited, a wholly owned subsidiary of NPA.
As part of the transaction PMI will undertake not to write any new insurance
policies or otherwise be active in the insurance market but it will, as set out in
paragraph 7 below, carry on dealing with all your current policies and any
matters arising under them including claims, and will also deal with any


















































































