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Company overview

Medplus Health Services Limited
(“Medplus”) is the 2nd largest
pharmacy retailer in India, in terms
of (i) revenue from operations for the
financial year 2021, and (ii) number of
stores as of March 31, 2021. Medplus
offers a wide range of products,
including (i) pharmaceutical and
wellness products, including med-
icines, vitamins, medical devices

and test kits, and (ii) fast-moving
consumer goods, such as home and
personal care products, including
toiletries, baby care products, soaps
and detergents, and sanitizers.
Medplus has 3 manufacturing plants
in Telangana, manufacturing range
of plastic products, optical frames,
spectacles and liquid disinfectants
etc. Medplus holds strong market
share in Chennai, Bangalore, Hyder-
abad and Kolkata of approximately
30%, 29%, 30% and 22%, respectively
in organized pharmacy retail market.
As of Sep’21, the company operated
2326 stores across Karnataka (546),
Tamil Nadu (475), Telangana (474),
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Andhra Pradesh (297), West Bengal
(224), Maharashtra (221) and Odi-

sha (89). In 2020 company started
focusing on online sales, by virtue of
which company was able to deliver
their online purchases customers
within 2 hours of purchase in select
cities of Hyderabad, Bangalore,
Kolkata, Pune and Nagpur. Medplus
employs a data analytics driven
cluster-based approach to their store
network expansion. A strong omni
channel platform (store, website, app,
telephone ordering, order online,
pick physically) which enables it to
leverage the strong offline presence
to establish and grow its online
channel.

Investment Rationale
Medplus major beneficiary of
increasing share for E-com-
merce channel

While traditional retail channels
continue to constitute mammoth
share (89% as of FY21) of pharmacy
retail market in India, there has been
a recent shift towards modern retail
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channels such as e-commerce and
brick & mortar (B&M). The share
of the modern retail (e-commerce
and B&M) is expected to inch higher
on the back of 27% CAGR between
FY21 and FY25 vs 8% for traditional
channel. Courtesy of high growth,
traditional retail channels’ share is
expected to come down to 80% by
FY25. Within modern retail, e-com-
merce (together with omni-retail
channel) is expected to grow at a
robust CAGR of 42% between the
same period. The shift is expected
to be driven by change in consumer
perception who are now inclined

to purchase regular prescription
drugs and other wellness products
from modern organized pharmacy
retail outlets that offer the benefit
of an enhanced retail environment,
the assurance of authentic drugs,
transparent discounts and a wide
variety of products. This trend has
been further accelerated by the
outhreak of the COVID-19 pandemic.
Medplus with (i) well-established
brand, (ii) genuine and good quality
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pharmaceutical products offering,
(iii) wide product offering, (iv) ability
to achieve high fulfilment rates, (v)
offering of neighbourhood conve-
nience with large store footprint,
and (vi) ability to offer competitive
pricing to the customers, is likely to
continue the gains in market share.
The company was the first to operate
as an omni channel platform and
wants to further increase online
sales revenue contribution to total
revenues leveraging store expansion
and faster delivery. Over the last

two years, revenue from online sales
channel has steadily increased and
for the financial years 2020 and 2021
and the six months ended September
30, 2021 accounted for 6.99%, 8.98%,
and 8.44% of total revenue from oper-
ations, respectively.

Apt store expansion with
improving per store dynamics
from matured stores

Medplus streamlined and method-
ical store opening process along
with focus on the sustainability

and profitability of each store, has
allowed company to maintain healthy
store level economics. Between
FY19-21, Medplus opened new stores
at a CAGR of more than 12% and as of
FY21, 53% of the stores are located in
Metro cities, 26% in Tier-1, 17% in Tier
2 and only 4% in Tier 3, hence there
is immense scope of growth. Med-
plus has a higher average revenue
per store of Rs 1.59 cr being more
present in metro and tier 1 cities.
Medplus employs a data analytics
driven cluster-based approach to
store network expansion, whereby

the company first achieve high store
density in a densely-populated
residential area within a target city
before expanding store network in
the surrounding areas within that
city, followed by expansion into other
adjacent cities. Hence, it has higher
store concentration in Chennai,
Bangalore, Hyderabad and Kolkata.
Medplus’ typical store comprises of
550 to 600 square feet with capex of
Rs 0.60 million. Moreover, over 95%
of company’s stores are operated
and managed exclusively by the
company thus bearing the capex. As
of FY21, over 60% and 75% of the new
stores achieved a positive store level
operating EBITDA within the first
three months and first six months of
operations, respectively. Further, as
of H2FY22, the mature stores had a
median payback period of less than
3 years and demonstrated a com-
pounded average same store sales
growth of 8.3% on MRP from FY19

to FY21. As of September 30, 2021,
Medplus store network comprised
of 2,326 stores, of which 55.25% of
the total number of stores have been
opened since FY18. The company
has an operating EBITDA margin of
5.74% as of Sep’21 while the store level
operating EBITDA margin stands

at 10.26%. More importantly, store
level operating EBITDA margin for
matured stores stands at 11.58% vs
8.59% for non-matured stores as of
Sep’21. Hence, there is likelihood of
increased contribution from such
stores as they mature and gradually
achieve higher growth rates and
improved profitability.
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Fully integrated across value
chain driven by inhouse
technology

Medplus’ business operations across
the entire value chain are backward
integrated and are wholly-managed
and operated by the company. Com-
pany’s entire business value chain,
from sourcing of products, to ware-
housing, to distribution to stores, to
store operations and interfacing with
customers, and to last mile delivery,
is supported by integrated technol-
ogy infrastructure, which has been
developed in-house. As of September
30, 2021, company has 18 primary
warehouses in total with each in
Bangalore, Chennai, Hyderabad,
Vijayawada, Kolkata, Pune, Bhubane-
shwar, Mumbai and Nagpur. These
warehouses are supported by smaller
warehouses in cities where Medplus
has higher store density. These
technologically enabled warehouses
form hubs for company’s stores, and
stores’ inventories are replenished
through centralized inventory man-
agement system, which is capable

of tracking the sales and inventory
levels at stores and warehouses in
real-time. Company’s supply chain

is supported by an algorithm driven
automated replenishment and stock
picking system that is driven by a real
time inventory analytics platform,
which again has been developed
in-house and refined over the last
ten years. The company aims to
enhance its delivery infrastructure
and achieve a higher rate of online
delivery purchases by reaching
customers within two hours. The
2-hour delivery services were started
in FY21, and recent pilots in July 2021
have showed promising results where
93% of online delivery purchases
were delivered within two hours in
select micro-markets of Hyderabad.
The company expects to expand its
ahility to deliver online purchases
within two hours of purchase in big
cities such as Mumbai by December
31, 2021.

Increase in share of private label
products will lead to improve-
ment in profit margins

For FY21 and HiFY22, Medplus’
product mix primarily comprised of
branded pharmaceutical products
(76.8% and 74.9%, respectively),
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private label pharmaceutical prod-
ucts (5.6% and 6.7%, respectively),
branded fast-moving consumer
goods (12.9% and 11.6%, respec-
tively) and private label consumer
2oods (4.8% and 6.9%, respectively).
Percentage of store revenues from
private label pharmaceutical prod-
ucts and private label consumer
goods together have increased from
4.48% in FY19 t0 10.36% in FY21 and
further to 13.54% in HiFY22. This has
helped to improve gross margins
from 18.86% in FY19 to 21.02% in

FY21 and further to 21.3% in HiFY22.
Company has stated that 1% increase
in private label share will increase the
margins by 0.5%. Company intends to
(i) increase the penetration of private
label pharmaceutical products by
introducing private label products for
more therapeutic areas, in particular
for sub-chronic and chronic ailments
and (ii) introduce new private label
products for FMCG in particular, in
the consumer categories of nutrition
and wellness. Besides, the company
also plans to spend on advertising
for private label products and train
staff to push for more private label
products particularly for stores
where share of revenue is less from
private label products. Besides,
Medplus aims to keep a tight con-
trol over costs through inhouse
management of all supply chain

and infrastructure and logistics and
also has inhouse technology team.
Besides, pharmaceutical products
are also procured directly from
pharmaceutical companies or their
carry forward agents, which helps

to keep costs under check. Besides,
as store matures, albeit absolute
costs increase, as % of revenue, store
EBITDA margins improve. On finan-
cial front, during FY19-21, Medplus’
revenue and EBITDA grew at a CAGR
of 16.2% (to Rs. 3069 cr) and 34.9%

Particulars (in Rs Cr)
Revenue

Growth (%)

EBITDA

EBITDA Margin (%)
Net Profit

Net Profit Margin (%)
EPS (Rs)

Source: Ashika Research
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(to Rs. 217), respectively, while PAT
grew at a CAGR of 130% to Rs. 63 cr.
EBITDA margins improved by 182bps
to 7.1%, while PAT margins improved
by 153bps to 2.1%. EBITDA and PAT
margins have further increased to
8.4% and 3.5% respectively in HiFY22.

Key risks
e Increase in competitive intensity
from online players

e Delay in EBITDA break-even at new
stores

Valuation

Medplus Health Services Limited
(“Medplus”) is the 2nd largest
pharmacy retailer in India, in terms
of (i) revenue from operations for the
financial year 2021, and (ii) number of
stores as of March 31, 2021. The share
of the modern retail (e-commerce
and B&M) is expected to inch higher
to 20% vs (11% as of FY21) driven by
27% CAGR between FY21 and FY25 vs
8% for traditional channel. Medplus
has been growing its stores at a
CAGR of more than 12% and presently
holds 2326 stores. 53% of the stores
are located in Metro cities, 26% in
Tier-1, 17% in Tier 2 and only 4% in
Tier 3, hence there is immense scope
of growth. Medplus has a higher
average revenue per store of Rs

1.59 cr being more present in metro
and tier 1 cities. Medplus employs a
data analytics driven cluster-based
approach to store network expansion,
whereby the company first achieve
high store density in a densely-pop-
ulated residential area within a target
city before expanding store network
in the surrounding areas within

that city, followed by expansion

into other adjacent cities. Hence,

it has higher store concentration

in Chennai, Bangalore, Hyderabad
and Kolkata. Moreover, over 95% of

company’s stores are operated and
managed exclusively by the company
and 55.25% of the total number of
stores have been opened since FY18
and hence are not matured. Store
level operating EBITDA margin for
matured stores stands at 11.58% vs
8.59% for non-matured stores as of
Sep’21. Hence, there is likelihood of
increased contribution from such
stores as they mature and gradually
achieve higher growth rates and
improved profitability. Besides, the
company has been gradually increas-
ing share of private label products
from 4.48% in FY19 to 10.36% in FY21
and further to 13.54% in HiFY22. This
has helped to improve gross margins
from 18.86% in FY19 to 21.02% in

FY21 and further to 21.3% in HiFY22.
Company has stated that 1% increase
in private label share will increase
the margins by 0.5%. Company’s
entire business value chain, from
sourcing of products, to warehous-
ing, to distribution to stores, to store
operations and interfacing with
customers, and to last mile delivery,
is supported by integrated technol-
ogy infrastructure, which has been
developed in-house. These strategies
helped the company to contain costs
and as more stores matures and

the company exploits economies of
scale, EBITDA margins will expand.
Medplus also sources pharmaceutical
products directly from pharmaceuti-
cal companies or their carry forward
agents, which helps to keep costs
under check. Thus, given industry
dynamics and company positioning,
we expect Medplus to reap benefits
from this shift towards modern retail.
At the CMP, the scrip trades at EV/
EBITDA of 34.16x FY23E EBITDA.
Investors are advised to ‘BUY’ the
scrip for a target price of Rs 1320

at a target EV/EBITDA of 42x FY23E
EBITDA.

FYz20 FY21 FY22E FY23E
2,871 3,069 3,888 4,570
26% 7% 27% 18%
134 217 307 370
4.7% 7.1% 7.9% 8.1%
2 63 113 142
01% 21% 2.9% 31%
0.2 5.3 9.5 11.9




Ashika Stock Broking Litd.

Ashika Stock Broking Limited (“ASBL”)
started its journey in the year 1994 and
is presently offering a wide bouquet of
services to its valued clients including
broking services, depository services
and distributorship of financial prod-
ucts (Mutual funds, IPO & Bonds). It
became a “Research Entity” under
SEBI (Research Analyst) Regulations
2014 in the year of 2015 (Reg No.
INH000000206).

ASBL is a wholly owned subsidiary of
Ashika Global Securities (P) Ltd., a RBI
registered non-deposit taking NBFC
Company. ASHIKA GROUP (details
enumerated on our website www.
ashikagroup.com) is an integrated
financial service provider inter alia
engaged in the business of Investment
Banking, Corporate Lending, Com-
modity Broking, Debt Syndication &
Other Advisory Services.

There were no significant and mate-
rial disciplinary actions against ASBL
taken by any regulatory authority
during last three years except routine
matters.

DISCLOSURE

Research reports are being prepared
and distributed by ASBL in the sole
capacitly of being a Research Analyst
under SEBI (Research Analyst) Regu-
lations 2014. The following disclosures
and disclaimer are an essential part
of any Research Report so being
distributed.

1) ASBL or its associates, its Research

Analysts (including their relatives)
may have financial interest in the
subject company(ies). And, the said
financial interest is not limited to
having an open stock market position
in /acting as advisor to /having a loan
transaction with the subject com-
pany(ies) apart from registration as
clients.

2) ASBL or its Research Analysts
(including their relatives) do not have
any actual / beneficial ownership of
1% or more of securities of the subject
company(ies) at the end of the month
immediately preceding the date of
publication of the source research
report or date of the concerned
public appearance. However, ASBL’s
associates may have actual / beneficial
ownership of 1% or more of securities
of the subject company(ies).

3) ASBL or its Research Analysts
(including their relatives) do not
have any other material conflict of
interest at the time of publication of
the source research report or date
of the concerned public appearance.
However, ASBL’s associates might
have an actual / potential conflict of
interest (other than ownership).

4) ASBL or its associates may have
received compensation for investment
banking, merchant banking, broker-
age services and for other products
and services from the subject compa-
nies during the preceding 12 months.
However, ASBL or its associates or its

Research analysts (forming part of
Research Desk) have not received any
compensation or other benefits from
the subject companies or third parties
in connection with the research
report/ research recommendation.
Moreover, Research Analysts have not
received any compensation from the
companies mentioned in the research
report/ recommendation in the past
twelve months.

5) The subject companies in the
research report/ recommendation
may be a client of or may have been
a client of ASBL during the twelve
months preceding the date of con-
cerned public appearance for invest-
ment banking/ merchant banking /
brokerage services.

6) ASBL or their Research Analysts
have not managed or co-managed
public offering of securities for the
subject company(ies) in the past
twelve months. However, ASBL’s
associates may have managed or co-
managed public offering of securities
for the subject company(ies) in the
past twelve months.

7) Research Analysts have not served
as an officer, director or employee
of the companies mentioned in the
report/ recommendation.

8) Neither ASBL nor its Research
Analysts have been engaged in
market making activity for the
companies mentioned in the report /
recommendation.

DISCLAIMER

The research recommendations and information are solely for the personal information of the authorized recipient and does not con-
strue to be an offer document or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not
for public distribution or use by any person or entity, where such distribution, publication, availability or use would be contrary to law,
regulation or subject to any registration or licensing requirement. We will not treat recipients as customer by virtue of their receiving
this report. The report is based upon the information obtained from public sources that we consider reliable, but we do not guarantee
its accuracy or completeness. ASBL shall not be in anyways responsible for any loss or damage that may arise to any such person from
any inadvertent error in the information contained in this report. The recipients of this report should rely on their own investigations.
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