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Information Regarding Forward-Looking Statements
This report contains "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act
of 1995 that involve risks and uncertainties, many of which are beyond our control.  Our actual results could differ
materially and adversely from those anticipated in such forward-looking statements as a result of certain factors,
including those set forth in this report.  Important factors that may cause actual results to differ from any
forward-looking statements include any forward-looking statements:

•significant changes in consumer demand for our products, resulting in volatility of our operating results and financial
condition;
•our ability to effectively respond to changing market conditions;

•whether as a result of market conditions, or our financial condition or otherwise, the possibility that we will not be
able to raise sufficient additional capital needed to operate our business;
•unexpected costs, lower than expected sales and revenues, and operating deficits;
•our ability to obtain supply at favorable rates;

•unexpected changes in our industry's competitive forces including the manner and degree in which our competitors
serve our target market;
•our ability to attract or retain qualified senior management personnel; and
•other specific risks that may be referred to in this report including those in Part I, Item 1A, "Risk Factors."

All statements, other than statements of historical facts, included in this report regarding our strategy, future
operations, financial position, estimated revenue or losses, projected costs, prospects and plans and objectives of
management are forward-looking statements.  When used in this report, the words "will," "may," "believe,"
"anticipate," "intend," "estimate," "expect," "project," "plan" and similar expressions are intended to identify
forward-looking statements, although not all forward-looking statements contain such identifying words.  All
forward-looking statements speak only as of the date of this report.  We undertake no obligation to update any
forward-looking statements or other information contained herein.  Stockholders and potential investors should not
place undue reliance on these forward-looking statements.  Although we believe that our plans, intentions and
expectations reflected in or suggested by the forward-looking statements in this report are reasonable, we cannot
assure stockholders and potential investors that these plans, intentions or expectations will be achieved.  We disclose
important factors that could cause our actual results to differ materially from our expectations under "Risk Factors"
and elsewhere in this report.  These cautionary statements qualify all forward-looking statements attributable to us or
persons acting on our behalf.

Information regarding market and industry statistics contained in this report is included based on information available
to us that we believe is accurate. It is generally based on academic and other publications that are not produced for
purposes of securities reports or economic analysis.  Forecasts and other forward-looking information obtained from
these sources are subject to the same qualifications and the additional uncertainties accompanying any estimates of
future market size, revenue and market acceptance of products and services. We do not intend, and undertake no
obligation, to update any of our forward-looking statements after the date of this report to reflect actual results or
future events or circumstances. Given these risks and uncertainties, readers are cautioned not to place undue reliance
on such forward-looking statements. See "Risk Factors" for a more detailed discussion of risks and uncertainties that
may have an impact on our future results.

If you are interested in HealthWarehouse.com, Inc. stock, we recommend that, at a minimum, you read the SEC
Forms 10-K, 10-Q and 8-K each filed by HealthWarehouse.com, Inc. (the "Company") with the SEC and available at
http://www.sec.gov.
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PART I

Item 1: Business.

Overview

HealthWarehouse.com, Inc. ("HEWA" or the "Company") is an online mail order pharmacy, licensed and/or
authorized to sell and deliver prescription in 50 states and the District of Columbia focusing on the out-of-pocket
prescription drug market, a market which is expected to grow to over $51 billion in 2017. HealthWarehouse.com is
currently 1 of 41 Verified Internet Pharmacy Practice Websites ("VIPPS") accredited by the National Association of
Boards of Pharmacy ("NABP") open to all.  The Company won the 2015 BizRate Circle of Excellence Award for
outstanding customer service and satisfaction along with 186 other major online retailers, the fourth time since its
inception and was prominently featured in articles by two nationally recognized consumer magazines during the
fourth quarter of 2015 as having the lowest price among top US pharmacies for five commonly prescribed
medications. The Company markets a complete range of generic, brand name, and pet prescription medications as
well as over-the-counter ("OTC") medications and products.
Consumers who pay out of pocket for their prescriptions include those with:
•     no insurance coverage;
•     high insurance deductibles or copays;
•     Medicare Part D plans with high deductibles;
•     Health Savings Accounts (HSA) or Flexible Savings Accounts (FSA);
•     insurance through the Affordable Care Act (ACA) with high deductibles;
•     drug exclusions and quantity restrictions placed by insurance companies.

Our objectives are to utilize our proprietary technology to make the pharmaceutical supply chain more efficient and to
pass the savings on to the consumer.  We are becoming known by consumers as a convenient, reliable, discount
provider of over-the-counter products and prescription medications. We intend to continue to expand our product line
as our business grows. Our customers include uninsured, under-insured, and insured consumers with high insurance
co-payments who rely on our service for their daily prescription medications.  With many brand name drug patents
continuing to expire over the next several years and a general trend of rising insurance co-payments and deductibles,
our service is expanding to mainstream insured consumers of prescription medications, as the market continues to
move away from brand name prescription drugs to generics.  Accordingly, we are focused on cash paying customers
and do not accept consumer insurance as a form of payment.
Historical Background
In March 2007, Hwareh.com, Inc. ("Old HW"), a Delaware corporation formerly named HealthWarehouse.com, Inc.,
was incorporated to carry on the business of selling OTC products. In November 2007, we began to develop the
proprietary software necessary for our business, and in February 2008, version 1.0 of the
http://www.healthwarehouse.com website was successfully launched running on our own proprietary software.
In March 2008, as part of our expansion into prescription drugs, we completed construction of a full service licensed
pharmacy within our warehouse in Loveland, Ohio. This pharmacy passed inspection by the Ohio State Pharmacy
Board in April 2008.
Effective August 5, 2009, we changed our corporate name to HealthWarehouse.com, Inc., simultaneously with our
name change, we changed the corporate name of our subsidiary to Hwareh.com, Inc.  In connection with the name
change, we also obtained a new ticker symbol for quotation, and our common stock currently trades on the OTCQB
Market under the symbol, "HEWA."
 On February 14, 2011, Hocks Acquisition Corporation ("Hocks Acquisition"), a wholly-owned subsidiary we formed
for the purpose of the acquisition, entered into an Asset Purchase Agreement (the "Asset Purchase Agreement") with
Hocks Pharmacy of Hocks Pharmacy, Inc., an Ohio corporation ("Hocks Pharmacy"), to purchase, for $200,000 in
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cash all of the inventory and fixed assets owned by Hocks Pharmacy and used in the operation of its internet
pharmacy business (the "Internet Business).  The Internet Business consists primarily of the internet sale of
over-the-counter health and medical products and supplies.   That same day, we acquired all of the intangible assets of
the Internet Business, including domain names and customer accounts, in a reverse merger of Hocks Acquisition into
Hocks.com Inc. ("Hocks.com"), a newly formed Ohio corporation and then wholly-owned subsidiary of Hocks
Pharmacy.  As a result, Hocks.com Inc. became our wholly-owned subsidiary.
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On June 15, 2011, the Company commenced a lease on a new facility in Florence, KY. On August 1, 2011, the
Company transferred its operations to the new facility in Florence, KY.

Our Business Model
Our business model seeks to improve both the efficiency and convenience by which consumers obtain prescription
medications.  To increase efficiency, we make efforts to source products from either the manufacturer or wholesaler
level, eliminating unnecessary costs associated with distribution. In addition, we distribute medications to the
consumer from a single warehouse, as opposed to retail locations, which we believe eliminates unnecessary costs such
as real estate, rents, inventory, and personnel.  By going directly to the consumer via the Internet, we reduce our
marketing expense and increase convenience for consumers, especially those taking maintenance medications for
conditions ranging from diabetes to high blood pressure.

Current Healthcare
Distribution Model

Our Distribution
Model

Manufacturer
'

Manufacturer or Wholesaler
'

Wholesaler '
' '
Distributor HealthWarehouse.com
' '
Pharmacy '
' '
Consumer Consumer

Our target is consumers who are paying out-of-pocket for their medications.  Out-of-pocket consumers have increased
significantly since insurance co-pays are rising and high deductible plans are becoming more prevalent.

Our VIPPS Accredited Online Pharmacy
We operate a full-service online pharmacy within our warehouse in Florence, Kentucky, 15 miles south of Cincinnati,
Ohio.  The pharmacy includes two robotic machines.  Our pharmacy passed inspection by the Kentucky Board of
Pharmacy, and we are presently licensed as a mail-order pharmacy for sales to all 50 states, the District of Columbia,
U.S. Territories and APO/FPO military and embassy addresses.
Our online pharmacy offers the following advantages:
●        Legitimacy.  We have obtained state licenses and certifications to separate ourselves from the numerous
uncertified "rogue" pharmacies that exist online. We are the 19th pharmacy in the U.S. to receive Verified Internet
Pharmacy Practice Sites accreditation, issued by the National Association of Board of Pharmacy.  Google, Yahoo,
and Bing now all require VIPPS as a prerequisite to advertise on their sites.
●        Convenience.  Our easy-to-use online store is available to consumers 24 hours a day, 7 days a week through the
Internet and includes a robust product search engine and a variety of features, like auto-refill.  We deliver
medications to any location in the United States including Alaska and Hawaii and offer 6-month and 12-month
supplies of medications to reduce the need for refills. All of our products are also available for purchase by phone.
●        Selection.  Due to our online structure, we are able to offer a significantly broader assortment of products, with
greater depth in each product category, because we do not have the shelf display space limitations of
brick-and-mortar drugstores.
●        Information.  We provide a broad array of interactive tools and information on our website to help consumers
make informed purchasing decisions. Our information services include detailed product information pages, product
user manuals and brochures, detailed product descriptions which contain the manufacturer's phone number, and
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●        Privacy.  When shopping at a "brick-and-mortar" drugstore, many consumers may feel embarrassed or
uncomfortable about buying items or asking questions that may reveal personally sensitive aspects of their health or
lifestyle to pharmacists, store personnel, or other shoppers.  Our customers avoid these problems by shopping from
the privacy of their home or office.
●        Value.  Our goal is to offer shoppers a broad assortment of generic drugs and health products with competitive
pricing.  We strive to improve our operating efficiencies and to leverage our fixed costs so that we can pass along the
savings to our customers in the form of lower prices and exclusive deals.  Since we source drugs directly from
manufacturers and wholesalers and eliminate third party payors such as insurance companies, we believe that we
have lower costs than traditional pharmacies.  We also strive to inform customers of additional cost-saving
opportunities when they become available.  For example, we show the generic equivalents of all brand name products
and also offer 6 and 12 month supplies of our medications to consumers to reduce refills and provide better value. 
The Company was prominently featured in two nationally recognized consumer magazines during the fourth quarter
of 2015 as having the lowest price among top pharmacies for five commonly prescribed medications.
●        Customer Service.  We keenly focus on customer service and endeavor to lead the industry in our policies and
procedures.  We are prevented by law from accepting returns for prescription medications. The Company has
received numerous awards for customer service and satisfaction and won the 2015 BizRate Circle of Excellence
Award for outstanding customer service and satisfaction along with 186 other major online retailers, the fourth time
since its inception.

Our customer support representatives operate from our call center in Florence, Kentucky, available 9 a.m. to 7 p.m.
Eastern Time, Monday through Friday, and 9 a.m. to 5 p.m. Eastern Time on Saturday.  Customers can contact us via
e-mail,  fax and telephone, plus our online Help Center outlines store policies and provides answers to customers'
frequently asked questions.
We ship our products to all 50 states, the District of Columbia, U.S. Territories, and APO/FPO military and embassy
addresses. We process all orders from our distribution center in Florence, Kentucky, 15 miles south of Cincinnati,
Ohio. Our logistics operation is also based there to maintain proximity to UPS, located 90 miles away in Louisville,
Kentucky.  Processing from this location allows us to reach up to 80% of the U.S. population by standard ground
shipping in two days from shipment date.
Marketing and Sales
Our marketing strategy aims to build brand recognition, increase customer traffic to our online store, add new
customers, build strong customer loyalty, maximize repeat purchases and develop incremental revenue opportunities. 
In addition, we focus on providing fast, transparent prescription delivery to help increase word of mouth marketing by
consumers to their colleagues, friends and family.  Search engine marketing with Google Bing and Yahoo as well as
targeted areas like Google Shopping, all require VIPPS accreditation for advertisers.  As a VIPPS accredited
pharmacy licensed in all 50 states and the District of Columbia that sells to consumers online, we believe this provides
the Company with a unique avenue to reach customers with limited competition.  The Company also partners with
data aggregators such as GoodRx that direct consumers to HealthWarehouse.com for prescription medications and
other medical supplies.  We also utilize social media, including Facebook and Twitter as a way to reach consumers to
build a dialogue with them.  The Company began a public relations campaign in 2015 and was prominently featured
in two nationally recognized consumer magazines during the fourth quarter of 2015 as having the lowest price among
top pharmacies for five commonly prescribed medications.
Suppliers
There are several suppliers available for the pharmaceutical and non-pharmaceutical products that we sell. Our
principal suppliers are Amerisource Bergen, Cardinal Health, Top Rx and Attain Med, Inc. as well as many direct
manufacturers. While we source our supplies from a limited number of suppliers, we do not believe that our business
is dependent on any one supplier since the products that we sell are readily available from several alternative
suppliers.  Even if a significant supplier were to no longer be available to us, we believe that we could source
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Customers
We sell directly to individual consumers who purchase prescription medications and OTC products over the Internet. 
  Rising insurance co-pays and high deductible plans have caused more consumers to pay out-of-pocket.  This market
is expected to grow to over $51 billion by the end of 2017.

Competition
The market for prescription and OTC health products is intensely competitive and highly fragmented.   However,
there are fewer competitors focusing on the out-of-pocket prescription market.  Our competitors in the segment
include chain drugstores, mail order pharmacies, pharmacy benefits managers (PBMs), mass market retailers,
warehouse clubs and supermarkets. Many of these potential competitors in the market are also established
organizations with greater access to resources and capital. In addition, we face competition from foreign online
pharmacies that can often sell drugs to U.S. residents at a lower price because they do not comply with U.S. pharmacy
regulations, are not subject to U.S. regulatory oversight, or both. We also compete with Internet portals and online
service providers that feature shopping services and with other online or mail-order retailers that offer products similar
or the same to those that we sell.
We believe that the principal competitive factors in our market includes brand awareness and preference, company
credibility, product selection and availability, convenience, price, actual or perceived value, website features,
functionality and performance, ease of purchasing, customer service, privacy, quality and quantity of information
supporting purchase decisions (such as product information and reviews), reliability and speed of order shipment.
Intellectual Property and Technology
We have implemented a broad array of services and systems for website management, product searching, customer
interaction, transaction processing, and order fulfillment functions. These services and systems use a combination of
our own proprietary technologies, open-source technologies and commercially-available, licensed technologies.
We focus our internal development efforts on creating and enhancing the specialized, proprietary software that is
unique to our business.  For example, our core merchandise catalog, as well as our customer interaction, order
collection, fulfillment and back-end systems are proprietary to us. Our systems are designed to provide real-time
connectivity to our distribution center systems for both pharmacy and OTC products. They include an inventory
tracking system, a real-time order tracking system, and an inventory replenishment system.
Our website at http://www.healthwarehouse.com is developed using readily available open source technologies and is
hosted on Google Cloud Services (GCS) due to the platform's perceived cost effectiveness and scalability. Due to
Google's lengthy experience at running servers capable of serving one of the largest commerce sites on the web, our
site remains scalable on days when our traffic spikes.  Our open source platform runs on Linux, Nginx, MySQL and
PHP (LEMP).
We filed for a trademark on the name "HealthWarehouse.com" on August 14, 2007 with the U.S. Patent and
Trademark Office, which trademark was granted with a registration date of May 19, 2009.  On February 14, 2011, we
acquired the registered trademark "Hocks.com" in connection with our purchase of the online reseller business of
Hocks Pharmacy Inc.    We also rely on trade secret law and contractual restrictions to protect our intellectual
property, and we do not intend to seek patent or copyright protection for our intellectual property at this time.
Government Regulation
Federal and state laws and regulations govern many aspects of our business and are specific to pharmacies and the sale
of OTC drugs. Our pharmacy passed inspection by the Kentucky Board of Pharmacy and we are presently licensed as
a mail-order pharmacy for sales to 50 states and the District of Columbia. We ship our non-prescription products to all
50 states, U.S. Territories, and APO/FPO military and embassy addresses.
We believe the Company is in substantial compliance with all existing legal and regulatory requirements material to
the operation of our business and have standard operating procedures and controls in place designed to assist in
ensuring compliance with existing contractual requirements and state and federal law. We diligently monitor and audit
our adherence to these procedures and controls and take prompt corrective and disciplinary action when appropriate.
However, we cannot predict how courts or regulatory agencies may interpret existing laws or regulations or what
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In addition, although we presently do not accept insurance reimbursement nor do we participate in federal and state
programs such as Medicare and Medicaid, this may change in the future. If in the future we do accept reimbursement
from commercial or governmental payers, we would be subject to extensive government regulation including
numerous state and federal laws and corresponding regulations directed at preventing fraud and abuse and regulating
reimbursement.
Among the federal and state laws and regulations that currently affect or may reasonably affect in the future aspects of
our business are the following:
Regulation of Our Pharmacy Operations
The practice of pharmacy is generally regulated at the state level by state boards of pharmacy. Our pharmacy must be
licensed in the state in which it is located. In some states, regulations require compliance with standards promulgated
by the United States Pharmacopeia (USP).  The USP creates standards in the packaging, storage and shipping of
pharmaceuticals.  Also, many of the states where we deliver pharmaceuticals, including controlled substances, have
laws and regulations that require out-of-state mail-order pharmacies to register with that state's board of pharmacy or
similar regulatory body. In addition, some states have proposed laws to regulate online pharmacies; we may be subject
to this legislation if passed. Furthermore, if our pharmacy dispenses durable medical equipment items, such as
infusion pumps, that bear a federal legend requiring dispensing pursuant to a prescription, we would also be regulated
by applicable state and federal durable medical equipment laws.
Federal agencies further regulate our pharmacy operations. Pharmacies must register with the Drug Enforcement
Administration (DEA) and individual state controlled substance authorities in order to dispense controlled substances.
We sell controlled substances and therefore require a DEA license and maintain said DEA license. In addition, the
FDA inspects facilities in connection with procedures to effect recalls of prescription drugs. The Federal Trade
Commission (FTC) also has requirements for mail-order sellers of goods. The U.S. Postal Service (USPS) has
statutory authority to restrict the transmission of drugs and medicines through the mail to a degree that could have an
adverse effect on our mail-order operations.  The USPS historically has exercised this statutory authority only with
respect to controlled substances. If the USPS restricts our ability to deliver drugs through the mail, alternative means
of delivery are available to us.  However, alternative means of delivery could be significantly more expensive. The
Department of Transportation has regulatory authority to impose restrictions on drugs inserted in the stream of
commerce. These regulations generally do not apply to the USPS and its operations.
Additionally, under the Omnibus Budget Reconciliation Act of 1990 and related state and local regulations, our
pharmacists are required to offer counseling to our customers about medication, dosage, delivery systems, common
side effects, adverse effects or interactions and therapeutic contraindications, proper storage, prescription refill and
other information deemed significant by the pharmacists.  We are also subject to requirements under the Controlled
Substances Act and federal DEA regulations, as well as related state and local laws and regulations, relating to our
pharmacy operations, including registration, security, recordkeeping and reporting requirements related to the
purchase, storage and dispensing of controlled substances, prescription drugs and some OTC drugs.
"Compendial standards," which can also be called "official compendium," means the standards for drugs related to
strength, purity, weight, quality, labeling and packing contained in the USP, official National Formulary, or any
supplement to any of them. Under the Food, Drug and Cosmetic Act of 1938, a drug recognized by the Homeopathic
Pharmacopeia of the United States must meet all compendial standards and labeling requirements contained therein,
or it will be considered adulterated (for example, lacking appropriate strength, quality or purity; or containing
poisonous or unsanitary ingredients) or misbranded (for example, having a false or misleading label; or a label
containing an inaccurate description of contents).  If we add homeopathic remedies to our product offerings, we will
be required to comply with the Food, Drug and Cosmetic Act. The distribution of adulterated or misbranded
homeopathic remedies or other drugs is prohibited under the Food, Drug and Cosmetic Act, and violations could result
in substantial fines and other monetary penalties, seizure of the misbranded or adulterated items, and/or criminal
sanctions.
We also are required to comply with the Dietary Supplement Health and Education Act (DSHEA) when selling
dietary supplements and vitamins.  The DSHEA generally governs the production, sale and marketing (including
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We believe that our operations have the appropriate licenses required under the laws of the states in which they are
located, and that we conduct our pharmacy operations in accordance with the laws and regulations of these states.
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Drug Importation
In the face of escalating costs for plan sponsors providing a prescription drug benefit for their employees, and
uninsured individuals seeking to lower their drug costs, the issue of importing drugs from Canada or other foreign
countries has received significant attention. Drug importation, sometimes called drug re-importation, occurs when
prescription medicines from other countries are imported for personal use or commercial distribution. Individual
importation activities are generally prohibited under U.S. law, and the FDA has issued warnings and safety alerts to a
number of entities seeking to promote or facilitate systematic importation activities.  However, there has been
considerable legislative and political activity seeking to change the FDA requirements to enable drug importation, and
we are evaluating appropriate actions if such legislation were to be enacted.
Health Management Services Regulation
All states regulate the practice of medicine and require licensing under applicable state law. It is not our intent to
practice medicine and we have attempted to structure our website and our business to avoid violation of state licensing
requirements.  However, the application of this area of the law to Internet services such as ours is not well established
and, accordingly, a state regulatory authority could at some time allege that some portion of our business violates
these statutes. Any such allegation could harm our business.  Further, any liability based on a determination that we
engaged in the unlawful practice of medicine may be excluded from coverage under the terms of our general liability
insurance policy.
Consumer Protection Laws
Most states have consumer protection laws designed to ensure that information provided to consumers is adequate,
fair and not misleading. We believe that our practices conform to the requirements of state consumer protection laws.
However, we may be subject to further scrutiny under these laws as they are often interpreted broadly.
Regulation Relating to Data Transmission and Confidentiality of Patient Identifiable Information
Dispensing of prescriptions and management of prescription drug benefits require the ability to utilize patient-specific
information. Government regulation of the use of patient identifiable information has grown substantially over the
past several years.  At the federal level, Congress enacted the Health Insurance Portability and Accountability Act of
1996 (HIPAA), which extensively regulates the transmission, use and disclosure of health information by all
participants in healthcare delivery, including physicians, hospitals, insurers and other payers.  To the extent that our
pharmacy operations engage in certain electronic transactions (including claims for reimbursement by third-party
payers), we may be a covered entity which is directly subject to these requirements.  Additionally, regulation of the
use of patient-identifiable information is likely to increase. Congress is currently reviewing proposals that would alter
HIPAA, which would create additional administrative burdens. Many states have passed or are considering laws
addressing the use and disclosure of health information. These proposals vary widely, some relating to only certain
types of information, others to only certain uses, and yet others to only certain types of entities.  These laws and
regulations have a significant impact on our operations, products and services, and compliance with them is a major
operational requirement.  Regulations and legislation that severely restrict or prohibit our use of patient identifiable
information could materially adversely affect our business.
Sanctions for failing to comply with HIPAA standards include criminal and civil penalties. If we are found to have
violated any state or federal statute or regulation with regard to the confidentiality, dissemination or use of patient
medical information, we could be liable for significant damages, fines or penalties.
Fraudulent Billing, Anti-Kickback, Stark, Civil Monetary Penalties and False Claims Laws and Regulations
Our operations may in the future participate in federal and state programs such as Medicare and Medicaid. If we do,
we would be subject to extensive government regulation including numerous state and federal laws and corresponding
regulations directed at preventing fraud and abuse and regulating reimbursement. The government's Medicare and
Medicaid regulations are complex and sometimes subjective and therefore may require our management's
interpretation. If we were to participate in federal and state programs such as Medicare and Medicaid, our compliance
with Medicare and Medicaid regulations may be reviewed by federal or state agencies, including the Department of
Health and Human Services' (HHS) Office of the Inspector General (OIG), the Centers for Medicare and Medicaid
Services (CMS), the Department of Justice (DOJ), and the FDA. To ensure compliance with Medicare, Medicaid and

Edgar Filing: HealthWarehouse.com, Inc. - Form 10-K

18
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and billing requirements. Similarly, regional health insurance carriers routinely conduct audits and request patient
records and other documents to support claims submitted for payment.
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Federal law prohibits the payment, offer, receipt or solicitation of any remuneration that is knowingly and willfully
intended to induce the referral of Medicare, Medicaid or other federal healthcare program beneficiaries for the
purchase, lease, ordering or recommendation of the purchase, lease or ordering of items or services reimbursable
under federal healthcare programs. These laws are commonly referred to as anti-remuneration or anti-kickback laws.
Several states also have similar laws, known as "all payer" statutes, which impose anti-kickback prohibitions on
services covered by any third-party payer (whether or not a federal healthcare program). Anti-kickback laws vary
between states, and courts have rarely interpreted them.  If in the future we accept third-party reimbursement, we may
be subject to these laws.
Courts, the OIG and some administrative tribunals have broadly interpreted the federal anti-kickback statute and
regulations.  Courts have ruled that a violation of the statute may occur even if only one of the purposes of a payment
arrangement is to induce patient referrals or purchases.  Should we enter the government payer sector, it is possible
that our current practices in the commercial sector may not be appropriate in the government payer sector.
The Ethics in Patient Referrals Law (Stark Law) prohibits physicians from making a referral for certain
Medicare-covered health items or services if they, or their family members, have a financial relationship with the
entity receiving the referral. No bill may be submitted in connection with a prohibited referral. Violations are
punishable by civil monetary penalties upon both the person making the referral and the provider rendering the
service. Such persons or entities are also subject to exclusion from Medicare and Medicaid.  Many states have adopted
laws similar to the Stark Law, which restrict the ability of physicians to refer patients to entities with which they have
a financial relationship.
The Federal False Claims Act prohibits the submission of a false claim or the making of a false record or statement in
order to secure a reimbursement from a government-sponsored program. In recent years, the federal government has
launched several initiatives aimed at uncovering practices that violate false claims or fraudulent billing laws. Civil
monetary penalties may be assessed for many types of conduct, including conduct that is outlined in the statutes above
and other federal statutes in this section. Under the Deficit Reduction Act of 2005 (DRA), states are encouraged to
pass state false claims act laws similar to the federal statute.
Sanctions for fraudulent billing, kickback violations, Stark Law violations or violations of the False Claims Act
include criminal and civil penalties. If we do accept third-party reimbursement and/or participate in federal payer
programs in the future and are found to have violated any state or federal kickback, Stark Law or False Claims Act
law, we could be liable for significant damages, fines or penalties and potentially be ineligible to participate in federal
payer programs.
Legislation and Regulation Affecting Drug Prices and Potentially Affecting the Market for Prescription Benefit Plans
and Reimbursement for Durable Medical Equipment
Recently, the federal government has increased its focus on the methods drug manufacturers employ to develop
pricing information, which in turn is used in setting payments under the Medicare and Medicaid programs.  One
element common to many payment formulas, the use of "average wholesale price" (AWP) as a standard pricing unit
throughout the industry, has been criticized as not accurately reflecting prices actually charged and paid at the
wholesale or retail level. The DOJ is currently conducting, and the House Commerce Committee has conducted, an
investigation into the use of AWP for federal program reimbursement, and whether the use of AWP has inflated drug
expenditures by the Medicare and Medicaid programs. Federal and state proposals have sought to change the basis for
calculating reimbursement of certain drugs by the Medicare and Medicaid programs.
The DRA revised the formula used by the federal government to set the Federal Upper Limit (FUL) for multiple
source drugs by adopting 250 percent of the average manufacturer's price (AMP) without regard to customary prompt
pay discounts to wholesalers for the least costly therapeutic equivalent. On July 17, 2006, HHS published a Final Rule
for the Medicaid Prescription Drug Program implementing the DRA in which AMP was defined to exclude discounts
and rebates to pharmacy benefit managers and include sales to mail-order and specialty pharmacies in the AMP
calculation by manufacturers.
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These proposals and other legislative or regulatory adjustments that may be made to the program for reimbursement of
drugs by Medicare and Medicaid, if implemented, could affect our ability to negotiate discounts with pharmaceutical
manufacturers. They could also impact the reimbursement we may receive from government payers in the future
should we choose to participate in such programs. In addition, they may affect our relationships with health plans. In
some circumstances, they might also impact the reimbursement that we would receive from managed care
organizations that contract with government health programs to provide prescription drug benefits or otherwise elect
to rely on the revised pricing information. Furthermore, private payers may choose to follow the government's
example and adopt different drug pricing bases. This could affect our ability to negotiate with plans, manufacturers
and pharmacies regarding discounts and rebates.
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Relative to our durable medical equipment operations, The Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (DIMA), established a program for the competitive acquisition of certain covered items of
durable medical equipment, prosthetics, orthotics and supplies (DMEPOS). Diabetes testing supplies, including test
strips and lancets, which are commonly supplied via mail-order delivery, are subject to the competitive acquisition
program. Only qualified suppliers that meet defined participation standards specified in the final rule will be permitted
to engage in the competitive acquisition program. In 2010, mail-order diabetes testing supplies may be subject to a
national or regional program, which would require mail-order suppliers to bid on supplying certain DMEPOS items.
Medicare Part D and Part B; State Prescription Drug Assistance Programs
The DIMA also offers far-reaching changes to the Medicare program. The DIMA established a new Medicare Part D
outpatient prescription drug benefit for over 40 million Americans who are eligible for Medicare. Qualified
beneficiaries, including senior citizens and disabled individuals, have had the opportunity to enroll in Medicare Part D
since January 1, 2006.
In addition, many states have expanded state prescription drug assistance programs to increase access to drugs by
those currently without coverage and/or supplement the Medicare Part D benefit of those with coverage to offer
options for a seamless benefit.  In accordance with applicable CMS requirements, to participate we may have to enter
into agreements with a number of state prescription drug assistance programs and collaborate to coordinate benefits
with Medicare Part D plans.
If we participate in these state and/or federal payer programs in the future, we will have to comply with the applicable
conditions of participation for such plans, may be subject to competitive bidding requirements under such plans, and
may be subject to adverse pricing limitations imposed by such plans (including the DRA limits described above).
Industry Standards for Pharmacy Operations
The National Committee on Quality Assurance, the American Accreditation Health Care Commission (known as
URAC), the Joint Commission on Accreditation of Healthcare Organizations and other quasi-regulatory and
accrediting bodies have developed standards relating to services performed by pharmacies, including mail order,
formulary, drug utilization management and specialty pharmacy. While the actions of these bodies do not have the
force of law, pharmacy benefit managers and many clients for pharmacy benefit manager services seek certification
from them, as do other third parties. These bodies may influence the federal government or states to adopt
requirements or model acts that they promulgate. The federal government and some states incorporate accreditation
standards of these bodies, as well as the standards of the National Association of Insurance Commissioners and the
National Association of Boards of Pharmacy, a coalition of state pharmacy boards, into their drug utilization review
regulation. Future initiatives of these bodies are uncertain and resulting standards or legislation could impose
restrictions on us in a manner that could significantly impact our business.
The National Association of Boards of Pharmacy has also developed a program, the Verified Internet Pharmacy
Practice Sites, as a model for self-regulation for online pharmacies. The Company has been accredited by VIPPS since
2008.

Employees

 As of February 15, 2017, we employed 59 full-time employees and 15 part-time employees.  None of our employees
are subject to a collective bargaining agreement and we believe that relations with our employees are good. The
Company, from time to time, also utilizes independent contractors to supplement its workforce.

Item 1A: Risk Factors

Risks Related to the Deficiencies in Our Internal Controls.
We have identified material weaknesses in our internal control over financial reporting, and have concluded that our
internal controls were not effective as of December 31, 2016 and 2015. We may be unable to remedy these
deficiencies or develop, implement, and maintain effective controls in future periods.
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A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such
that there is a reasonable possibility that a material misstatement of our annual or interim financial statements will not
be prevented or detected on a timely basis. Accordingly, a material weakness increases the risk that the financial
information we report contains material errors.
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Based on the review conducted by our non-management directors and management's annual assessment of our internal
controls, we concluded that, as of December 31, 2016, our internal controls over financial reporting were not effective.
Management believes that the controls, policies, and procedures implemented during the period have improved our
internal controls over financial reporting, but based on our assessment, management has concluded that as of
December 31, 2016, our disclosure controls were not effective.
Effective January 1, 2016, the Company hired a full-time Chief Financial Officer and the management team was
working on a remediation plan to address remaining weaknesses in our internal controls. The Chief Financial Officer
resigned from the Company effective October 9, 2016. See Note 7 – Changes in Board of Directors and Management
Changes to the consolidated financial statements for more information. Since that time, the Company has contracted
with an accounting and SEC consultant to assist in the SEC filings of the Company. The specific material weaknesses
identified by the directors and management are described more fully in Part II—Item 9A, "Controls and Procedures".
Even if we are able to fully implement a remediation plan in the future, we cannot assure you that we will be able to
remedy these material weaknesses, that additional material weaknesses or other deficiencies in our internal controls
will not arise in the future or that our internal controls will be adequate in all cases to prevent us from reporting
inaccurate financial information. A failure in our internal controls could result in material misstatements in our
reported financial information or misappropriation of our assets.
If we cannot conclude that we have effective internal control over our financial reporting, investors could lose
confidence in the reliability of our financial statements, which could lead to a decline in our stock price or restrict our
ability to raise capital. Failure to comply with reporting requirements could subject us to sanctions and/or
investigations by the U.S. Securities and Exchange Commission or other regulatory authorities.

Risks Relating to Our Business and Industry
We have a history of generating significant losses, we have a substantial working capital deficiency and a
stockholders' deficiency; and may not be able to sustain profitability. The report of our independent registered public
accounting firm contains an explanatory paragraph that expresses substantial doubt about our ability to continue as a
going concern.
To date, we have not been profitable, and we may never achieve profitability on a full-year or consistent basis. We
incurred net losses of $1,408,203 and $626,682 for the years ended December 31, 2016 and 2015, respectively. On
February 13, 2013, we received a Notice of Redemption of our Series C Redeemable Preferred Stock aggregating
$1,000,000 which is classified as a current liability as the Company does not have the funds for repayment. The report
of our independent registered public accounting firm with respect to our financial statements as of December 31, 2016
and for the year then ended contains an explanatory paragraph that expresses substantial doubt about the Company's
ability to continue as a going concern. The report also states that we have incurred significant operating losses and we
need to raise additional funds in order to meet our obligations and sustain operations. Our plans in regard to these
matters are described in Note 2 – Going Concern and Management's Liquidity Plan to our consolidated financial
statements as of December 31, 2016 and for the years ended December 31, 2016 and 2015 included herein in this
document. Our financial statements do not include any adjustments that might result from the outcome of this
uncertainty. If our plans or assumptions change or prove to be inaccurate, we may continue to incur net losses in 2017,
and possibly longer. As a result, investors may lose all or a part of their investment.
We have limited alternatives to finance the Company and its growth and find it difficult to raise capital.  The Series B
Preferred Shares limits the total debt to $1 million.  It also limits the ability to raise preferred equity at current market
conversion rates.  As of December 31, 2016, the Company has a significant working capital deficiency of $4,638,304
which it needs to address soon. We have incurred significant expenses related to the change in executive management
and the board of directors and may lack sufficient resources to pay related suppliers.  As of December 31, 2016,
approximately $1,500,000 of accounts payable and accrued expenses are greater than 60 days past due and the
Company may not have sufficient cash to remit payment for all items.
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We may experience significant fluctuations in our operating results and rate of growth.
Our evolving business model and the unpredictability of our industry make it difficult for us to forecast accurately the
level or source of our revenues and our rate of growth. Our financial projections are based on assumptions and
estimates that inherently are subject to significant business, economic, competitive, regulatory and operational
uncertainties, contingencies and risks, many of which are beyond our control. Our projections assume the success of
our business strategy. The success of this strategy is subject to uncertainties and contingencies beyond our control, and
we cannot assure you that the strategy will be successful or that the anticipated benefits from the strategy will be
realized in the manner or during the periods reflected in our projections or at all. These uncertainties may result in
material changes in our financial condition and results of operations, which may differ materially from our
projections.
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Our revenues and operating results may vary significantly from quarter to quarter.
Our revenues and operating results may vary significantly from quarter to quarter due to several factors, including:
•shipping charges, which do not apply to purchases made at a "brick-and-mortar" store;

•delivery time associated with Internet orders, as compared to the immediate receipt of products at a brick-and-mortar
store;
•lack of consumer awareness of our website;
•additional steps and delays in verifying prescriptions and ensuring insurance coverage for prescription products;
•regulatory restrictions or reform at the state and federal levels that could affect our ability to serve our customers;
•the general acceptance or legalization of prescription drug re-importation;
•customer concerns about the security of online transactions, identity theft, or the privacy of their personal information;

•product damage from shipping or shipments of wrong or expired products from us or other suppliers, resulting in a
failure to establish, or loss of, customers' trust in buying drugstore items online;

•inability to serve the acute care needs of customers, including emergency prescription drugs and other urgently
needed products;
•delays in responses to customer inquiries;
•difficulties or delays in returning or exchanging orders; and

•
activity that diminishes a user's online experience or subjects online shoppers to security risks, such as viruses, spam,
spyware, phishing (spoofing e-mails directed at Internet users), "denial of service" attacks directed at Internet service
providers and online businesses, and breaches of data security.
In addition, our operating expenses are largely based on anticipated revenue trends and a high percentage of our
expenses are fixed in the short term.  As a result, a delay in generating or recognizing revenue for any reason could
result in substantial additional operating losses.
We face significant competition from both traditional and online domestic pharmaceutical and medical product
retailers.
The market segments in which we compete are rapidly evolving and intensely competitive, and we have many
competitors in different industries, including both the retail and e-commerce services industries. These competitors
include chain drugstores, mass market retailers, warehouse clubs, supermarkets, specialty retailers, major department
stores, insurers and health care providers, mail-order pharmacies, Internet portals and online service providers that
feature shopping services, and various online stores that offer products within one or more of our product categories.
Many of our current and potential competitors have longer operating histories, larger customer bases, greater brand
recognition, and significantly greater financial, marketing, and other resources than we have. They may be able to
secure merchandise from suppliers on more favorable terms, operate with a lower cost structure, adopt more
aggressive pricing policies, or devote more resources to technology development and marketing than we do. In
addition, other companies in the retail and e-commerce service industries may enter into business combinations or
alliances that would strengthen their competitive positions and prevent them, their affiliated companies, or their
strategic partners from entering into relationships with us. For example, our inability to enter into or maintain
relationships with major insurance companies or managed care organizations could be a major competitive
disadvantage to us.
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We face competition from online pharmacies outside the United States.
Although it is currently illegal to re-import prescription drugs into the United States from any foreign country, we
nonetheless face competition from online pharmacies outside the United States. A growing number of U.S. consumers
seek to fill their prescriptions through Canadian and other foreign online pharmacies, and a number of state and local
governments have set up websites directing their constituents to Canadian pharmacies. The FDA has taken only
limited action to date, and may not take aggressive action in the future, against those who illegally re-import
prescription drugs or support or facilitate illegal re- importation. In the U.S. Congress, legislation allowing for
re-importation of prescription drugs by individuals for personal use has repeatedly been introduced. If such legislation
were to be enacted, or if consumers increasingly use foreign-based online prescription drug websites instead of
U.S.-based online pharmacies, such as ours, to fill their prescription needs, our business and operating results could be
harmed.
We may be unable to increase the migration of consumers of health and pharmacy products from brick-and-mortar
stores to our online solution, which would harm our revenues and prevent us from becoming profitable.
If we do not attract and retain higher volumes of customers to our Internet store at a reasonable cost, we will not be
able to increase our revenues or achieve consistent profitability. Our success depends on our ability to continue to
convert a large number of customers from traditional shopping methods to online shopping for health and pharmacy
products. Specific factors that could prevent widespread customer acceptance of our online solution include:
•     shipping charges, which do not apply to purchases made at a "brick-and-mortar" store;

•     delivery time associated with Internet orders, as compared to the immediate receipt of products at a
brick-and-mortar store;

•     lack of consumer awareness of our website;

•     additional steps and delays in verifying prescriptions and ensuring insurance coverage for prescription products;

•     regulatory restrictions or reform at the state and federal levels that could affect our ability to serve our customers;

•     the general acceptance or legalization of prescription drug re-importation;

•     customer concerns about the security of online transactions, identity theft, or the privacy of their personal
information;

•     product damage from shipping or shipments of wrong or expired products from us or other suppliers, resulting in a
failure to establish, or loss of, customers' trust in buying drugstore items online;

•     inability to serve the acute care needs of customers, including emergency prescription drugs and other urgently
needed products;

•     delays in responses to customer inquiries;

•     difficulties or delays in returning or exchanging orders; and

•     activity that diminishes a user's online experience or subjects online shoppers to security risks, such as viruses,
spam, spyware, phishing (spoofing e-mails directed at Internet users), "denial of service" attacks directed at Internet
service providers and online businesses, and breaches of data security.

Edgar Filing: HealthWarehouse.com, Inc. - Form 10-K

27



- 14 -

Edgar Filing: HealthWarehouse.com, Inc. - Form 10-K

28



TABLE OF CONTENTS

Changing competitive forces within the healthcare industry may adversely affect our ability to obtain and sustain a
competitive advantage.
In recent years, pharmaceutical suppliers have been subject to increasing consolidation. As a result, a small number of
very large companies control a significant share of the market. Accordingly, we depend on fewer suppliers for our
products and therefore we may be less able to negotiate price terms with suppliers. Many healthcare organizations also
have consolidated to create larger healthcare enterprises with greater market power. If this consolidation trend
continues, it could reduce the size of our target market and give the resulting enterprises greater bargaining power,
which may lead to erosion of the prices for our products and services. Additionally, erosion of our competitive
advantage may result from increased competition in our target market through supply and distribution methods similar
to our own by those companies with which we currently compete but who have a more established operating history.
Furthermore, changes in the healthcare industry's or our pharmaceutical suppliers' pricing, selling, inventory,
distribution or supply policies or practices could significantly reduce our revenues and net income.
If our marketing efforts are not effective at attracting and retaining customers at an acceptable cost, we will be unable
to achieve profitability.
If we do not maintain our brand and continue to increase awareness of our Internet shopping presence, we may not
build a critical mass of customers. Promoting and positioning our brand depends largely on the success of our
marketing efforts and our ability to provide consistent, high quality customer experiences. We believe that, because
we are a small company with low public brand awareness, achieving significant market awareness will require
significant marketing expense. While our advertising efforts were scaled back during 2013 due to liquidity issues, we
have historically incurred and expect to continue to incur in future years substantial expense in our marketing efforts
both to attract and to retain customers. Our promotional activities may not be effective at building our brand
awareness and customer base to the extent necessary to generate sufficient revenue to become consistently profitable.
Search engine and other online marketing initiatives comprise a substantial part of our marketing efforts, and our
success depends in part on our ability to manage costs associated with these initiatives, or to find other channels to
acquire and retain customers cost-effectively. The demand for and cost of online advertising has been increasing and
may continue to increase. An inability to acquire and retain customers at a reasonable cost would increase our
operating costs and prevent us from achieving profitability.
Our profitability can be adversely affected by a decrease in the introduction of new brand name and generic
prescription drugs.

Our sales and profit margins are materially affected by the introduction of new brand name and generic drugs. New
brand name drugs can result in increased drug utilization and associated sales revenues, while the introduction of
lower priced generic alternatives typically result in higher gross profit margins, due to the fact, the Company is able to
purchase the generic drugs on a much more competitive cost basis. Accordingly, a decrease in the number of
significant new brand name drugs or generics successfully introduced could adversely affect our results of operations.
Since our business is Internet-based, we are vulnerable to system interruption and damage, which would harm our
operations and reputation.
Our ability to receive and fulfill orders promptly and accurately is critical to our success and largely depends on the
efficient and uninterrupted operation of our computer and communications hardware and software systems. We
experience periodic system interruptions that impair the performance of our transaction systems or make our website
inaccessible to our customers. These systems interruptions delay us from efficiently accepting and fulfilling orders,
sending out promotional e-mails and other customer communications in a timely manner, introducing new products
and features on our website, promptly responding to customers, or providing services to third parties. Frequent or
persistent interruptions in our services could cause current or potential customers to believe that our systems are
unreliable, which could cause them to avoid our website, drive them to our competitors, and harm our reputation. To
minimize future system interruptions, we need to continue to add software and hardware and to improve our systems
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and network infrastructure to accommodate increases in website traffic and sales volume, to replace aging hardware
and software, and to make up for years of underinvestment in technology. We may be unable to promptly and
effectively upgrade and expand our systems and integrate additional functionality into our existing systems. Any
unscheduled interruption in our services could result in fewer orders, additional operating expenses, or reduced
customer satisfaction, any of which would harm our revenues and operating results and could delay or prevent our
becoming consistently profitable. In addition, the timing and cost of upgrades to our systems and infrastructure may
substantially affect our ability to achieve or maintain profitability.
All of our fulfillment operations and inventory are located in our distribution facility, and any significant disruption of
this center's operations would hurt our ability to make timely delivery of our products.
We conduct all of our fulfillment operations from our distribution facility in Florence, Kentucky, which houses our
entire product inventory. A natural disaster or other catastrophic event, such as an earthquake, fire, flood, severe
storm, break-in, server or systems failure, terrorist attack, or other comparable event at this facility, would cause
interruptions or delays in our business and loss of inventory and could render us unable to process or fulfill customer
orders in a timely manner, or at all. Further, we have no formal disaster recovery plan, and our business interruption
insurance may not adequately compensate us for losses that may occur. If a significant part of this facility was
destroyed or our operations were interrupted for any extended period, our business, financial condition, and operating
results would be harmed.
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Our operating results will be harmed if we are unable to manage and sustain our growth.
Our business is unproven on a large scale and actual operating margins may be less than expected. If we are unable to
scale capacity efficiently, we may fail to achieve expected operating margins, which would have an adverse effect on
our operating results.
If we are unable to obtain shipments of products from our suppliers, our business and results of operations would be
harmed.
We have significant suppliers that are important to our sourcing of pharmaceutical and non-pharmaceutical products.
We do not have long-term arrangements with most of our suppliers to guarantee availability of merchandise, particular
payment terms, or extension of credit limits. If our current suppliers were to stop selling merchandise to us on
acceptable terms, we may not be able to acquire merchandise from other suppliers in a timely and efficient manner
and on acceptable terms, or at all.
We have significant inventory risk.
We must maintain sufficient inventory levels to operate our business successfully and to meet our customers'
expectations that we will have the products they order in stock. However, we must also guard against the risk of
accumulating excess inventory.  We are exposed to significant inventory risk as a result of rapid changes in product
cycles, changes in consumer tastes, uncertainty of success of product launches, seasonality, manufacturer backorders,
and other supplier-related problems. In order to be successful, we must accurately predict these trends and events,
which we may be unable to do, and avoid over- or under-stocking products. In addition, demand for products can
change significantly between the time product inventory is ordered and the time it is available for sale. When we
begin selling a new product, it is particularly difficult to forecast product demand accurately. A failure to optimize
inventory would increase our expenses if we have too much inventory, and would harm our margins by requiring us to
make split shipments for backordered items or pay for expedited delivery from the manufacturer if we had insufficient
inventory. In addition, we may be unable to obtain certain products for sale on our website as a result of general
shortages (for example, in the case of some prescription drugs), manufacturer policies (for example, in the case of
some contact lenses and prestige beauty items), manufacturer or distributor problems, or popular demand. Failure to
have inventory in stock when a customer orders it could cause us to lose that order or that customer. The acquisition
of some types of inventory, or inventory from some of our sources, may require significant lead time or prepayment,
and this inventory may not be returnable. We carry a broad selection of products and significant inventory levels of a
substantial number of products, and we may be unable to sell this inventory in sufficient quantities or during the
relevant selling seasons. The occurrence of one or more of these inventory risks may adversely affect our business and
operating results.
If we make an error in filling or packaging the prescription drugs that we sell, we would be subject to liability and
negative publicity.
Errors relating to prescriptions, dosage, and other aspects of the prescription medication could result in liability for us
that our insurance may not cover. Because we distribute pharmaceutical products directly to the consumer, we are one
of the most visible participants in the distribution chain and therefore have increased exposure to liability claims. Our
pharmacists are required by law to offer counseling, without additional charge, to our customers about medication,
dosage, delivery systems, common side effects, and other information deemed significant by the pharmacists. Our
pharmacists may have a duty to warn customers regarding any potential adverse effects of a prescription drug if the
warning could reduce or negate those effects. This counseling is in part accomplished through e-mails to our
customers and inserts included with the prescription, which may increase the risk of miscommunication because the
customer is not personally present to receive the counseling or advice or may not have provided us with all relevant
information. Although we also post product information on our website, customers may not read this information.
Providing information on pharmaceutical and other products creates the potential for claims to be made against us for
negligence, personal injury, wrongful death, product liability, malpractice, invasion of privacy, or other legal theories
based on our product or service offerings. Our general liability and business owners' liability insurance may not cover
potential claims of this type or may not be adequate to protect us from all liabilities that may be imposed if any such
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claims were to be successful. In addition, errors by either us or our competitors may also produce significant adverse
publicity either for us or for the online pharmacy industry in general, which could result in an immediate reduction in
the amount of orders we receive and would harm our ability to conduct and sustain our business.
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Security breaches would damage our reputation, expose us to liability and otherwise harm our business.
Our security measures may not prevent security breaches that could harm our business. To succeed, we must provide a
secure transmission of confidential information over the Internet and protect the confidential customer and patient
information we retain, such as credit card numbers and prescription records. A third party who compromises or
breaches the physical and electronic security measures we use to protect transaction data and customer records could
misappropriate proprietary information, cause interruptions in our operations, damage our computers or those of our
customers, or otherwise harm our business. Any of these would harm our reputation and expose us to a risk of loss or
litigation and possible liability. We may need to expend significant resources to protect against security breaches or to
address problems caused by breaches.
The implementation of the Medicare Part D prescription drug benefit has and will likely continue to adversely affect
drug pricing, which decreases our profitability.
In 2006, the Medicare Part D prescription drug benefit under the Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 ("DIMA") became effective. The Medicare Part D prescription drug benefit has negatively
affected, and is likely to continue to have a negative impact on, our business. Medicare Part D prescription drug
coverage will likely increase the number of senior citizens with prescription drug coverage and reduce the number of
customers who pay for their prescription drugs themselves. Customers who choose to obtain coverage under a
Medicare Part D plan will likely purchase fewer drugs, or no longer purchase drugs, from us. Because we are not
currently processing claims for Medicare Part D, we will be able to serve Medicare D customers only when those
customers elect to purchase outside of their Medicare Part D plan and purchase their prescriptions out-of-pocket, such
as when the particular medication is not covered by the customer's Medicare plans or when the customer's purchase is
not covered because of a deductible, co-payment, or other exclusion. Moreover, the DIMA calls for significant
changes to the formulas the Medicare program uses to calculate its payments for prescription drugs, as well as
introduction of managed care elements and changes to the administration of the drug benefit program. When fully
implemented, these changes could exert downward pressure on prescription drug prices and payments by the
government, even as the number of people who use the Medicare benefits to pay for prescription drugs increases. All
of these factors could adversely affect our drug prices and dispensing fees, and ultimately could reduce our profit
margins.
Recent healthcare reform legislation and other changes in the healthcare industry and in healthcare spending could
adversely affect our business model, financial condition or results of operations.
Our results of operations and financial condition could be affected by changes in healthcare spending and policy. The
healthcare industry is subject to changing political, regulatory and other influences. In March 2010, the President
signed the PPACA into law, which made major changes in how healthcare is delivered and reimbursed, and increased
access to health insurance benefits to the uninsured and underinsured population of the United States. However,
certain provisions in the PPACA, such as the establishment of the Independent Payment Advisory Board, could cause
us to face reduced reimbursement rates that would adversely affect our business model.
The PPACA may also adversely affect payors by increasing their medical cost trends, which could have an effect on
the industry and potentially impact our business and revenue as payors seek to offset these increases by reducing costs
in other areas, although the extent of this impact is currently unknown.
It is possible that following the inauguration of President-elect Trump on January 20, 2017, legislation will be
introduced and passed by the Republican-controlled Congress repealing the PPACA in whole or in part and signed
into law by President Trump, consistent with statements made by him during his presidential campaign indicating his
intention to do so within a short time following his inauguration.  Because of the continued uncertainty about the
implementation of the PPACA, including the potential for further legal challenges or repeal of that legislation, we
cannot quantify or predict with any certainty the likely impact of the PPACA or its repeal on our business model,
prospects, financial condition or results of operations. We also anticipate that Congress, state legislatures, and
third-party payors may continue to review and assess alternative healthcare delivery and payment systems and may in
the future propose and adopt legislation or policy changes or implementations effecting additional fundamental
changes in the healthcare delivery system. We cannot assure you as to the ultimate content, timing, or effect of
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Government regulation of our business is extensive, and our failure to comply fully with regulations could result in
civil and criminal penalties for us.
Our business is subject to extensive federal, state and local regulations.  For example:

•
entities engaging in the practice of pharmacy are subject to numerous federal and state regulatory requirements,
including those relating to pharmacy licensing and registration, the dispensing of prescription drugs, pharmacy record
keeping and reporting, and the confidentiality, security, storage, and release of patient records; and

•

the sale, advertisement, and promotion of, among other things, prescription, OTC and homeopathic medications,
dietary supplements, medical devices, cosmetics, foods, and other consumer products that we sell are subject to
regulation by the FDA, the FTC, the Consumer Product Safety Commission, and state regulatory authorities, as the
case may be.
As we expand our product offerings and more non-pharmaceutical products become subject to FDA, FTC and other
regulation, more of our products will likely be subject to regulation. In addition, regulatory requirements to which our
business is subject may expand over time, and some of these requirements may have a disproportionately negative
effect on Internet pharmacies.  For example, the federal government and a majority of states now regulate the retail
sale of OTC products containing pseudoephedrine that might be used as precursors in the manufacture of illegal drugs.
As a result, we are currently unable to sell these products to customers residing in states that require retailers to obtain
a physical form of identification or maintain a signature log. Some members of Congress have proposed additional
regulation of Internet pharmacies in an effort to combat the illegal sale of prescription drugs over the Internet, and
state legislatures could add or amend legislation related to the regulation of nonresident pharmacies. In addition to
regulating the claims made for specific types of products, the FDA and the FTC may attempt to regulate the format
and content of websites that offer products to consumers. The laws and regulations applicable to our business often
require subjective interpretation, and we cannot be certain that our efforts to comply with these regulations will be
deemed sufficient by the appropriate regulatory agencies. Violations of any regulations could result in various civil
and criminal penalties, including suspension or revocation of our licenses or registrations, seizure of our inventory, or
monetary fines, any of which could harm our business, financial condition, or operating results. Compliance with new
laws or regulations could increase our expenses or lead to delays as we adjust our website and operations.
Increasing concern about privacy, spam, and the use and security of customer information could restrict our marketing
efforts and harm our business.
Internet retailers are also subject to increasing regulation and scrutiny relating to privacy, spam, and the use and
security of personal user information. These regulations, along with increased governmental or private enforcement
(for example, by Internet service providers), may increase the cost of growing our business. Current and proposed
regulations and enforcement efforts may restrict our ability to collect and use demographic and personal information
from users and send promotional e-mails, which could be costly or harm our marketing efforts. For example, if one or
more Internet service providers were to block our promotional e-mails to customers, our ability to generate orders and
revenue could be harmed. Further, any violation of privacy, anti-spam, or data protection laws or regulations may
subject us to fines, penalties, and damages and may otherwise have a material adverse effect on our business, results
of operations, and financial condition.
If people or property are harmed by the products we sell, product liability claims could damage our business and
reputation.
Some of the products we sell may expose us to product liability claims relating to personal injury, death, or property
damage caused by these products and may require us to take actions such as product recalls. Any such product
liability claim or product recall may result in adverse publicity regarding us and the products we sell, which may harm
our reputation. If we are found liable under product liability claims, we could be required to pay substantial monetary
damages. Further, even if we successfully defend ourselves against this type of claim, we could be forced to spend a
substantial amount of money in litigation expenses, our management could be required to spend valuable time in the
defense against these claims, and our reputation could suffer, any of which could harm our business. Our current
suppliers do not, and future suppliers may not, indemnify us against product liability. Further, our liability insurance
may not be adequate to protect us from all liability that may be imposed as a result of these claims, and we cannot be

Edgar Filing: HealthWarehouse.com, Inc. - Form 10-K

35



certain that insurance will continue to be available to us on economically reasonable terms, or at all. Any imposition
of product liability that is not covered by supplier indemnification or our insurance could harm our business, financial
condition, and operating results.  We do not have supplier indemnification clauses with our current suppliers.
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We are subject to payment-related risks that could increase our operating costs, expose us to fraud or theft, subject us
to potential liability and disrupt our business operations.
We accept payments using a variety of methods, including checks, credit cards, debit cards, and potentially other
technologies in the future. Acceptance of these payment methods subjects us to rules, regulations, contractual
obligations and compliance requirements, including payment network rules and operating guidelines, data security
standards and certification requirements, and rules governing electronic funds transfers. These requirements may
change in the future, which could make compliance more difficult or costly. For certain payment options, including
credit and debit cards, we pay interchange and other fees, which could increase periodically thereby raising our
operating costs.
We rely on third parties to provide payment processing services, including the processing of credit cards, debit cards,
and various other forms of electronic payment. If these companies are unable to provide these services to us, or if their
systems are compromised, our operations could be disrupted. The payment methods that we offer also expose us to
potential fraud and theft by persons seeking to obtain unauthorized access to, or exploit any weaknesses in, the
payment systems. If we fail to abide by applicable rules or requirements, or if data relating to our payment systems is
compromised due to a breach or misuse, we may be responsible for any costs incurred by payment card issuing banks
and other third parties or subject to fines and higher transaction fees. In addition, our reputation and ability to accept
certain types of payments could each be harmed resulting in reduced sales and adverse effects on our results of
operations.
If we are required to collect sales and use taxes on the products we sell in additional jurisdictions, we may be subject
to liability for past sales and our future sales may decrease.
In accordance with current industry practice, historically we have not collected sales and use taxes or other taxes with
respect to shipments of goods into states other than Kentucky and Nevada. The operation of our distribution center,
the operations of any future distribution centers and other aspects of our evolving business, however, may result in
additional sales and use tax collection obligations.  In addition, one or more other states may successfully assert that
we should collect sales and use or other taxes on the sale of our products in that state. One or more states or the federal
government may seek, either through unilateral action or through federal legislation, to impose sales or other tax
collection obligations on out-of-jurisdiction companies that engage in electronic commerce as we do.  Moreover, one
or more states could begin to impose sales taxes on sales of prescription products, which are not generally taxed at this
time, or impose sales taxes on sales of certain prescription products. The imposition of additional tax obligations on
our business by state and local governments could create significant administrative burdens for us, decrease our future
sales, and harm our cash flow and operating results.
We are dependent on key personnel and their loss would adversely affect our ability to conduct our business.
In order to execute our business plan, we must be able to keep our existing management and professionals and, when
necessary, hire additional personnel who have the expertise we need. We cannot assure you that we will be able to
this, and our failure to do so could have a material adverse effect on our business, results of operations and financial
condition. We do not carry "key-person" life insurance on any employee of our company.
We are a public company and, as such, are subject to the reporting requirements of federal securities laws, which are
expensive and may divert resources from other projects, thus impairing our ability to grow.
We are a public reporting company and, accordingly, are subject to the information and reporting requirements of the
Securities Exchange Act of 1934, as amended (the "Exchange Act"), and other U.S. federal securities laws, including
compliance with the Sarbanes-Oxley Act of 2002 (the "Sarbanes-Oxley Act"). Compliance with these obligations
requires significant time and resources from our management and increases our legal, insurance and financial
compliance costs. It is also time consuming and costly for us to develop and implement the internal controls and
reporting procedures required by Section 404 of the Sarbanes- Oxley Act. If we are unable to comply with the
requirements of the Sarbanes-Oxley Act, it may preclude us from keeping our filings with the SEC current.
Non-current reporting companies may be subject to various restrictions, such as the inability to be quoted on the
OTCQB Market.
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Risks Related to Our Common Stock
Our common stock may be considered a "penny stock" and may be difficult to sell.
The SEC has adopted regulations which generally define "penny stock" to be an equity security that has a market or
exercise price of less than $5.00 per share, subject to specific exemptions. The market price of our common stock has
been below $5.00 per share and therefore we are designated as a "penny stock" per SEC rules. This designation
requires any broker or dealer selling these securities to disclose certain information concerning the transaction, obtain
a written agreement from the purchaser and determine that the purchaser is reasonably suitable to purchase the
securities. These rules restrict the ability of brokers or dealers to sell our common stock and may affect the ability of
our stockholders to sell their shares. In addition, since our common stock is now quoted on the OTCQB Market, our
stockholders may find it difficult to find few buyers to purchase the stock or a lack of market makers to support the
stock price.
Our stock price may continue to be volatile and may decrease in response to various factors, which could adversely
affect our business and cause our stockholders to suffer significant losses.
Our common stock is illiquid, and its price has been and may continue to be volatile in the indefinite future. During
2016, the high and low sale prices of our common stock were $0.16 and $0.47, respectively. On December 31, 2016,
the closing price of our common stock was $0.29. The price of our stock could fluctuate widely in response to various
factors, many of which are beyond our control, including the following:
•     changes in our industry;

•     changes in government regulations related to our industry;

•     competitive pricing pressures;

•     our ability to obtain working capital;

•     major changes in our board of directors or management;

•     limited "public float" in the hands of a small number of persons, whose sales or lack of sales could result in
positive or negative pricing pressure on the market price for our common stock;

•     sales of our common stock;

•     our ability to execute our business plan;

•     operating results that fall below expectations;

•     publication of research reports or news stories about us, our competitors, or our industry or positive or negative
recommendations or withdrawal of research coverage by securities analysts;

•     loss of any strategic relationship;

•     threatened or actual litigation;

•     economic and other external factors; and

•     period-to-period fluctuations in our financial results.
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In addition, the securities markets have from time to time experienced significant price and volume fluctuations that
are unrelated to the operating performance of particular companies. These market fluctuations may also materially and
adversely affect the market price of our common stock.

Our stock trading volume may not provide adequate liquidity for investors, and the price of our common stock may
fluctuate significantly. This may make it difficult for you to resell our common stock when you want or at prices you
find attractive.

Shares of our common stock are traded on the over-the-counter markets, including the OTCQB market.  The average
daily trading volume in our common stock is generally less than that of larger companies whose stocks are listed on an
exchange and can often be sporadic and very limited. Given the limited and sporadic trading of our common stock,
holders of our common stock may be unable to make significant sales of the common stock in a brief period of time.
In addition, our common stock may be subject to significant price swings even when a relatively small number of
shares are traded. We cannot predict the volume or prices at which our common stock will trade in the future.

Our officers, directors and 5% or greater stockholders have significant voting power.
Our executive officers, directors, and our 5% or greater stockholders beneficially own approximately 58.8% of our
outstanding voting securities as of February 28, 2017. If these stockholders act together, they will be able to exert
significant control over our management and affairs requiring stockholder approval, including approval of significant
corporate transactions.
 We could issue "blank check" preferred stock without stockholder approval with the effect of diluting then current
stockholder interests and impairing their voting rights and provisions in our charter documents could discourage a
takeover that stockholders may consider favorable.
 Our Certificate of Incorporation authorizes the issuance of up to 1,000,000 shares of "blank check" preferred stock
with designations, rights and preferences as may be determined from time to time by our board of directors. To date,
we have designated 200,000 of these shares as Series A Convertible Preferred Stock, 625,000 of these shares as Series
B Convertible Preferred Stock, and 10,000 of these shares as Series C Preferred Stock, leaving 165,000 shares of
"blank check" preferred stock available for designation and issuance. Our board of directors is empowered, without
stockholder approval, to issue a series of preferred stock with dividend, liquidation, conversion, voting or other rights
which could dilute the interest of, or impair the voting power of, our common stockholders. The issuance of a series of
preferred stock could be used as a method of discouraging, delaying or preventing a change in control. For example, it
would be possible for our board of directors to issue preferred stock with voting or other rights or preferences that
could impede the success of any attempt to change control of our company.
 We may engage in additional financing that could lead to dilution of existing stockholders.
To date, we have financed our activities through the proceeds from sales of our equity securities in private placement
financings and the proceeds from the issuance of our promissory notes in private financings. Any future financings by
us may result in substantial dilution of the holdings of existing stockholders and could have a negative impact on the
market price of our common stock. Furthermore, we cannot assure you that such future financings will be possible.
We do not anticipate paying dividends in the foreseeable future; you should not buy our stock if you expect dividends.
We are currently experiencing operating losses and we are a growth company which uses its cashflows to operate and
expand.  We intend to retain our future earnings, if any, to support operations and to finance expansion. Therefore,
investors are not likely to receive any dividends on their common stock for the foreseeable future, and the success of
an investment in shares of our common stock will depend upon any future appreciation in its value. There is no
guarantee that shares of our common stock will appreciate in value or even maintain the price at which our
stockholders have purchased their shares
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Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Properties.

Our corporate headquarters is located at 7107 Industrial Road, Florence, Kentucky, 41042 which also houses our
inventory and our pharmacy and customer service operations. We occupy 28,494 square feet of office, storage, and
warehouse space under a lease with a monthly rental range from $6,649 in 2017 to $7,124 in 2019.  The lease expires
December 31, 2019.

Item 3. Legal Proceedings.

In the ordinary course of business, we may become subject to lawsuits and other claims and proceedings that might
arise from litigation matters or regulatory audits. Such matters are subject to uncertainty and outcomes are often not
predictable with assurance. Our management does not presently expect that any such matters will have a material
adverse effect on the Company's consolidated financial condition or consolidated results of operations. We are not
currently involved in any pending or threatened material litigation or other material legal proceedings nor have we
been made aware of any penalties from regulatory audits except as disclosed in Note 9 and Note 13 of the
consolidated financial statements.

Item 4. Mine Safety Disclosures.

Not applicable.
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PART II
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Market Information

Our common stock (symbol: HEWA) is currently quoted on the OTCQB Market.  The high and low closing prices for
our common stock during each quarter for the last two calendar years are listed below:

2016 2015 
High Low High Low

First Quarter $  0.30 $  0.16 $  0.30 $  0.08
Second Quarter $  0.42 $  0.27 $  0.23 $  0.09
Third Quarter $  0.47 $  0.25 $  0.15 $  0.09
Fourth Quarter $  0.42 $  0.22 $  0.33 $  0.10

These bid and ask prices represent prices quoted by broker-dealers on the OTC Market.  The quotations reflect
inter-dealer prices, without retail mark-up, mark-down or commissions, and may not represent actual transactions.

Holders

As of March 9, 2017, there were 207 registered shareholders according to the records maintained by our transfer
agent.  However, we believe that there are significantly more beneficial holders of our common stock as many
beneficial holders hold their stock in street name.

Dividends

We have not declared or paid cash dividends on our common stock since our common stock has been listed on the
OTC market. We do not expect to pay any cash dividends for the foreseeable future. We currently intend to retain any
future earnings to finance our operations, growth and to repay our debt. Any future determination to pay cash
dividends will be at the discretion of our Board of Directors, and will be dependent on earnings, financial condition,
operating results, capital requirements, any contractual restrictions, and other factors that our Board of Directors
deems relevant. In addition, terms in our debt instruments and Certificate of Incorporation contain limitations on the
ability to declare and pay cash dividends.

Recent Sales of Unregistered Securities

Not applicable.

Item 6. Selected Financial Data.

Not applicable.

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operation.
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The following discussion of results of operations and financial condition is based upon, and should be read in
conjunction with, our consolidated financial statements and accompanying notes thereto, included elsewhere in this
Annual Report. This discussion contains forward-looking statements. Actual results could differ materially from the
results discussed in the forward-looking statements. Reference is made to "Information Regarding Forward-Looking
Statements" and Item 1A "Risk Factors" for a discussion of some of the uncertainties, risks and assumptions
associated with these statements. 
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Overview

HealthWarehouse.com, Inc. ("HEWA" or the "Company") is an online mail order pharmacy, licensed and/or
authorized to sell and deliver prescriptions in 50 states to focus on the out-of-pocket prescription drug market, a
market which is expected to grow to $80 billion in 2016. HealthWarehouse.com is currently 1 of 40 Verified Internet
Pharmacy Practice Websites ("VIPPS") accredited by the National Association of Boards of Pharmacy ("NABP") and
is the only VIPPS accredited pharmacy licensed in all 50 states and the District of Columbia that processes
out-of-pocket prescriptions online.  The Company won the 2015 BizRate Circle of Excellence Award for outstanding
customer service and satisfaction along with 186 other major online retailers, the fourth time since its inception and
was prominently featured in two nationally recognized consumer magazines during the fourth quarter of 2015 as
having the lowest price among top pharmacies for five commonly prescribed medications.  The Company markets a
complete range of generic, brand name, and pet prescription medications as well as over-the-counter ("OTC")
medications and products.
Consumers who pay out of pocket for their prescriptions include those with:
•     no insurance coverage;
•     high insurance deductibles or copays;
•     Medicare Part D plans with high deductibles;
•     Health Savings Accounts (HSA) or Flexible Savings Accounts (FSA);
•     insurance through the Affordable Care Act (ACA) with high deductibles; and
•     drug exclusions and quantity restrictions placed by insurance companies.

Our objectives are to utilize our proprietary technology to make the pharmaceutical supply chain more efficient and to
pass the savings on to the consumer.  We are becoming known by consumers as a convenient, reliable, discount
provider of over-the-counter products and prescription medications. We intend to continue to expand our product line
as our business grows.
Results of Operations
Year Ended December 31, 2016 Compared to Year Ended December 31, 2015

Year ended
Year
ended

December
31, % of December

31, % of

2016 Net Sales 2015 Net Sales

Net sales $10,384,893 100.0
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