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INVESTMENT VIEWS

An attractive.company

in ¢ resilient sector
The case for Dis-Chetit

By PALLAV|I AMBEKAR
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DIS-CHEM IS A leader in the South African pharmacy retail sector, operating out of 274 stores
nationwide. The business was founded by lvan and Lynette Salzman in 1978 and listed on the
JSE in 2016, with aninitial placement of 27.5% of the company. The remainder was retained by
the family trust, senior management, and a private investor. Coronation participated in the IPO
placement at an average price of R18.50. We built up our position in subsequent placements and
currently own ¢.30% of the company. The share has doubled since listing and outperformed the

Pallaviis Head of FTSE/JSE Capped Shareholder Weighted All Share Index. Despite this handsome showing, we
inigft/;t;srilz;eitR:ﬁZrEm believe the investment case for Dis-Chem remains attractive, based on the key drivers outlined

22 years of investment below.
industry experience.

MARKET LEADERSHIP IN A DEFENSIVE INDUSTRY

Dis-Chem is one of South Africa (SA)’s largest pharmacy retailers and holds the largest dispen-
sary market share (around 25%). This is a sector that benefits from robust long-term demand
drivers. SA’'s growing middle class, rising health awareness, and increasing expenditure on
personal care and wellness products underpin a favourable demand outlook. Additionally,
the country’s ageing population and prevalence of chronic diseases create sustained demand
for prescription medications and healthcare services. The historic 10-year Compound Annual
Growth Rate for pharmaceutical and medical spend in South Africa is 7.4%. Furthermore, the
pharmacy retail sector is relatively resilient to economic cycles. While discretionary spending
may fluctuate during downturns, healthcare and essential goods remain priority expenditures
for consumers, ensuring a stable revenue base for companies like Dis-Chem.
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Figure 1
RETAIL PHARMACY MARKET SHARES

CONTINUED MARKET SHARE GAINS AS THE
PHARMACY INDUSTRY FORMALISES

Dis-Chem and Clicks (its closest competitor) have led the

%

190 formalisation of the pharmacy retail industry in South
Africa over the last 15 years. Both players have gained
market share from independent pharmacies across the

. . dispensary, front shop health (over-the-counter medi-
cations and supplements), baby, beauty, and personal
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care categories. The combined market share of these two
players has increased by 21% over the past decade (Figure
1). These gains have been driven by reduced dispensing
fees, driving higher footfall in stores by offering a more
extensive front-shop range, and building scale by inte-
grating backwards into own wholesaler distribution
networks’. We think these factors will continue to drive
future market share gains from smaller, independent
players and grocers. Dis-Chem is particularly well posi-
tioned to sustain further market share gains due to the
faster pace of its space rollout versus its peers.
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SUPPORTING REVENUE GROWTH THROUGH

Figure 2 EXPANDING STORE NETWORK AND
DIS-CHEM’S EXPANSION STRATEGY GEOGRAPHIC REACH
36 months

Dis-Chem’s store expansion strategy is the cornerstone
of its higher revenue growth prospects. The company
T Maintain row plans to increase its trading space by approximately

Eotketehore ETRSCEhate moRstEbors 40% over the next three years. As illustrated by Figure 2,

the company aims to replicate its 35% pharmacy market
m ) share in Gauteng on a national basis, as new stores are
opened in Kwa Zulu-Natal, the Eastern Cape, and the

Western Cape.

Source: Company reports

ENHANCING REVENUE GROWTH AND BUILDING OUT ADDITIONAL REVENUE
STREAMS WITH AN EFFECTIVE DIGITAL STRATEGY

The company’s digital strategy has multiple facets. E-commerce is a growing but still nascent
component of Dis-Chem’s business, with online sales currently contributing c. 5% of Dis-Chem’s
revenues. The Covid-19 pandemic accelerated online shopping trends and the company has
responded by enhancing its offering with the launch of its on-demand delivery service, online
prescription service, and a refreshed app. This omni-channel approach enhances customer conve-
nience and leverages the physical store footprint through digital channels.

The integration of technology into Dis-Chem’s operations extends beyond e-commerce. Data
analytics and customer insights derived from its loyalty programme not only inform targeted
marketing strategies but also allow the company to build out a wider health ecosystem. The
business has branched out into offering its customers low-cost medical insurance policies and is
looking to launch life policies soon. Initial indications show that a customer who has a Dis-Chem
insurance policy has a higher shopping frequency, is a stickier dispensary customer, and contrib-
utes to increased in-store usage of clinical services and virtual doctor consultations.

DELIVERING HIGHER RETURNS THROUGH IMPROVING OPERATIONAL
EFFICIENCIES

Since listing, Dis-Chem’s group operating margin has contracted from 6% to 5% (Figure 3,
following page). This fall is particularly stark when compared to that of Clicks, which has seen
its group operating margin expand from 6% to 9% over the same period. Cost control thus
remains a key focus. While Dis-Chem has managed to deliver a healthy total income margin
expansion as they have extracted better supplier terms, operating cost structures in their retail

"Supply chain management through operating the product distribution system. This reduces reliance on third parties, lowers costs, and improves efficiency
and control over inventory and logistics.
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stores have risen exorbitantly. In response, the company
has recently launched a cost framework programme that
is focused on optimising store personnel structures. We
have observed early signs of operating margin expansion
in recent results and think there is further opportunity to
grow retail margins from here. Additionally, Dis-Chem has
invested significantly in its distribution centre capacity. As
these centres increase their utilisation through servicing
their own expanded retail footprint and onboarding
new independent pharmacy customers, the wholesale
segment should also deliver growing margins. We think
that Dis-Chem has the potential to close some of the
margin gap with Clicks over the coming years, which will
help drive strong earnings growth.

CONCLUSION

Dis-Chem presents a compelling future earnings growth
outlook compared to other domestic-facing SA businesses.
This is a high-returning business, delivering a quality
earnings stream, backed by solid cash generation and
deserves to be valued at a premium multiple. While the

Figure 3

GROUP EARNINGS BEFORE INTEREST AND TAXES:

CLICKS VS DIS-CHEM (%)
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Source: Company reports

share has re-rated, there is still further potential for upside as the company exploits adjacent
opportunities in financial services and healthcare delivery. The company has a secure balance
sheet that can comfortably fund its growth initiatives and support a 65% ordinary dividend
payout policy. There is further scope for the dividend payout to be increased as the balance
sheet strengthens in the future. We anticipate this will provide an additional leg of returns to

shareholders over and above the robust earnings trajectory.

Dis-Chem'’s resilience, financial strength, and strategic growth initiatives position it well to

continue to deliver value for shareholders. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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