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Before we deliver our last newsletter of the year, to come in December, we thought we’d touch base about recent 
developments in markets as a result of last weeks’ US Presidential election and the volatility that has accompanied it. 
We also look into the listing of Dis-Chem and provide a snapshot of two recent movers in your portfolios, being 
Richemont and Mediclinic.     
 
We have discussed at length the volatility that markets 
across the globe are currently experiencing, and the graph 
alongside depicts this volatility at its best. It represents the 
S&P500 in the US, per hour, during the unfolding election 
result that took place on Tuesday evening / Wednesday 
morning of last week. In summary, as it was looking more 
likely that Donald Trump would be the next President, 
market futures fell by their maximum 5% and by the 
time the US markets had opened on Wednesday 
afternoon, SA time, they were heading into positive 
territory – who would have thought? A Hillary Clinton 
presidency that was expected to bring increased regulation 
to banking and pharmaceuticals was now a distant thought 
and was replaced by a perceived nationalist view of a 
massive infrastructure outlay in the US, less banking 
regulation and a clampdown on those US companies 
operating international businesses at the expense of the US 
worker and more importantly the US tax man – read big 
jump in commodities, banking and pharmaceutical stocks – 
again, who would have thought?   
 
What does all this mean for your portfolio? 
While we await Donald Trump’s plans and the 
appointments of those that are expected to carry out the mandate that brought him into power, we can expect 
increased volatility and more of what we have been seeing in the hours leading up to and post the US election results. 
Let’s also not forget that we are being subjected to significant volatility in our currency, which affects your investments, 
both good and bad – when the Rand weakens, your Rand hedges hold steady and when the Rand strengthens your 
banks, retailers and local industrials pull their weight in the portfolio.    
 
What this means is ensuring that we remain absolutely focused on sticking to quality businesses, run by respected 
management teams and that operate at the top of their relevant industries and sectors – we remain Rand hedge 
defensive with a tilt toward those well run South African businesses. It is often during periods of increased volatility 
and hype that decisions are made that may prove to be detrimental in the long term.  
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About the Company 
From a single pharmacy in the south of Johannesburg in 1978, Dis-Chem now boasts a store footprint of 101 retail 
pharmacies in South Africa, with an additional two partner stores in Namibia. Dis-Chem has been aggressive in its store 
roll-out over the last several years, tripling its store footprint since 2008 and more than doubling the store base since 
2010. The Group follows a “Pharmacy First” approach, where having a dispensary in every store is central to the Group’s 
strategy. While the dispensary operation is a low-margin business, the inclusion of a dispensary drives footfall into the 
store, which in turn drives sales of the Group’s other products, including the profitable personal care and beauty line, 
which generate the bulk of the profits for the Group’s retail operation.  
 
One of the most valuable attributes of Dis-Chem’s retail business 
is its loyalty programme, which has attracted 4.2 million people 
since inception, growing 14% per annum on average since 2013. In 
the year ended February 2016, loyalty customers accounted for 
approximately 73% of total “front shop” sales, defined as retail 
sales excluding dispensary sales. Not only is Dis-Chem benefitting 
from improved insight into the majority of its customers’ buying 
patterns and preferences, the average loyalty member spent 111% 
more than the average non-loyalty member during the period. In 
addition to it’s own loyalty programme, Dis-Chem partners with 
other loyalty programmes such as Discovery Vitality, Momentum 
Multiply, FNB eBucks, Bestmed and Sanlam Reality, to name a few. 
This generally entails Dis-Chem returning a percentage of 
customer spend back to these providers, in exchange for driving traffic to Dis-Chem stores. Again, not only does the 
additional third-party provided loyalty programme drive foot traffic, these customers’ (third-party plus Dis-Chem loyalty 
members) average basket sizes are approximately 42% larger than loyalty members whom are unaffiliated with third-
party loyalty programmes. 
 

One of the larger opportunities on offer for 
the Group, in our opinion, emanates from 
the robust growth potential from Dis-
Chem’s wholesale business, CJ Distribution. 
Dis-Chem acquired a controlling 50.1% stake 
in the business in 2013, prior to which, Dis-
Chem’s wholesale business focused solely on 
distributing products to its own stores. Dis-
Chem acquired the rest of the business in 
September 2016. CJ Distribution currently 
services 560 independent retail pharmacies 
in South Africa, although roughly 83% of its 
revenue is derived from the distribution of 

medicines to Dis-Chem stores. As a wholesaler, Dis-Chem enters into purchase contracts with drug manufacturers or 
distributors, and receives a logistics fee payment from the distributor and / or the drug manufacturer. Distributors 
within the pharmaceutical industry distribute branded and generic pharmaceutical products in bulk to wholesalers, which 
in turn purchase, warehouse and resell such products to retail pharmacies. The South African wholesale market in which 
CJ Distribution operates is relatively fragmented with the top five wholesalers holding a 73% market share. In contrast, 
the South African distribution market is highly concentrated, with Imperial Health Sciences, UPD (Clicks) and DSV 
holding a combined ~85% market share. Despite the fragmented nature of the wholesale market and the fact that CJ 
Distribution doesn’t currently service independent pharmacies nationally, CJ Distribution has the second largest 
wholesale market share of 23%, with UPD holding a 25% market share. 
 
 
 
 
 
 

  
   

INVESTMENT COMMENT 
November 2016 

Dis-Chem Pharmacies – It’s about time 



This report has been prepared for information purposes only, and should not be construed as investment advice or an indication of 
Odyssey Capital’s investment strategy. Odyssey Capital is an authorised Financial Services Provider (FSP775). 

 

 
 
 
 

 
 
Dis-Chem is targeting growth in its wholesale distribution market share to independents through the conversion of 
independent pharmacies to “The Local Choice” (TLC) brand, a pharmacy group of which CJ Distribution is the 
franchisor. Of the 560 independent pharmacies serviced by CJ Distribution, 52 are TLC-branded pharmacies. CJ 
Distribution distributes both dispensary and health-related goods, as well as front shop products to the independent 
pharmacies and TLC stores from distribution centres in Cape Town, Midrand and Delmas. Under the TLC franchise 
agreement, franchisees are required to source a minimum percentage of their stock from CJ Distribution, while 
franchisees receive supply chain, reporting and other support services from Dis-Chem. The 52 TLC franchises, in the 
last year, have contributed between two and four times more revenue to CJ Distribution than the average independent 
pharmacy. Dis-Chem is attractively positioned to further consolidate the wholesale market in the medium-term, with 
pending regulation into capping logistics fees for the transportation of medicines seen accelerating this trend, to the 
benefit of the larger players in the industry. Using the TLC brand to further consolidate the independent pharmacy 
market, where there is little viability for a full-blown Dis-Chem store, will enable the Group to grow its share of both 
the dispensary market and pry share away from its existing wholesale competitors that service the respective 
independent pharmacies.  

 
About the Market and Its Listed Competition 
The industry in which Dis-Chem operates has several attractive structural tailwinds, both demographic and in its 
addressable markets, all of which support the industry’s relative resilience to changes in GDP. The retail pharmacy 
industry and the health & beauty category in particular have historically been more resilient to a downturn in economic 
conditions, as the majority of products sold are of a non-discretionary nature. 
 
Population growth and an aging population in South Africa has resulted in the proportion of the South African population 
aged above 65 increasing to 5% of the total population in 2014 from 3.7% in 2000, a key demographic in the industry. 
Furthermore, Dis-Chem is positioned amongst the higher LSM (Living Standard Measure) 6 -10, which is estimated to 
include around 61% of the population, or 33.5 million people, from 39% or 18.5 million people in 2005. Since the 
amendment to the requirement that a pharmacy could only be owned by a pharmacist in 2003, South Africa has seen 
significant consolidation of the retail pharmacy market. At the end of 2015, 26% of the value of the dispensary 
prescription market was generated by pharmacy groups, and although the proportion is up strongly over the last decade, 
SA still trails the US and UK, where pharmacy group’s account for 49% of the total dispensary market by value. 
Independent pharmacies still represent 57% of the South African dispensary market, providing significant runway for 
further industry consolidation, of which the likes of Dis-Chem and Clicks are attractively positioned for. 
 

While Dis-Chem and Clicks operate 
within the same industry, the business 
models adopted by the two companies 
differ markedly. Firstly, Dis-Chem’s 
average store size is significantly larger 
than Clicks’, with Dis-Chem 
generating R13.6bn in retail revenue 
from its 101-store base, while Click’s 
generated an additional R3bn (22% 
higher) in retail revenue despite having 
nearly 5x the number of stores. Dis-
Chem generates nearly 5x the annual 
revenue per store compared to 
Click’s, with an average trading density 

(retail revenue per square-metre), nearly twice that of Click’s. The higher retail revenue per store and revenue per 
square metre is driven, to a large extent, by the fact that only 78% of Clicks’ stores have dispensaries, compared to 
every Dis-Chem store having a dispensary. The most significant difference between the two companies relates to the 
relative size of the Groups’ distribution / wholesale operations, with Clicks’ UPD being the largest distributor and the 
largest wholesaler of prescription and over-the-counter (OTC) medicine in South Africa. Dis-Chem’s distribution / 
wholesale operation, CJ Distribution, generates around 83% of revenue from the distribution / wholesale of medicines 
to Dis-Chem stores, compared to 32% of UPD’s revenue generated from deliveries to Clicks’ stores. 

 

  Dis-Chem Clicks 

Market Capitalization R17.5bn* R29.8bn 

Dispensary Market Share (2015) 19.6% 18.7% 

Number of Stores 101 496 

Total Retail Revenue R13.6bn R16.6bn 

Stores with Dispensary 100% 78% 

Dispensary Revenue/Total Retail Revenue 37% 27% 

Pharmacy Turnover per Pharmacy R50.2m R10.4m 

Trading Density (retail sales/sq.metre) R114 000 R62 000 

Like-for-like Growth 12.4% 7.9% 
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About the Listing 
Dis-Chem is offering ~27.5% of shares in issue at an initial offer price of between R16.25 – R20.25 / share, with early 
indications pointing to strong demand and a final price towards the top-end of the offer range. This would value the 
Group at close to R17.5bn. Ivan and Lynette Saltzman will continue to hold a controlling 53% stake in the Group 
following the IPO, with directors and senior management, following the initial repurchase, restricted from selling any 
more shares for 365 days subsequent to the listing date. 
 
Important Dates for the Offer: 
Opening date of Offer 28 October 2016 
Late Date for Indications of Interest 14 November 2016 
Publication of Final Offer Price and Shares 15 November 2016 
Successful Applicants advised of Allocation 16 November 2016 
Expected Listing Date 18 November 2016 
 
Looking to the future of the business, Dis-Chem has several growth drivers over the next several years, with the 
expansion of the existing store base and the maturing of the stores opened within the last four years providing a strong 
underpin for the Group’s growth in the medium-term. New stores typically breakeven, including store capex, within 
12-18 months, and stores generally reach a mature phase of revenue / square metre after four years. Dis-chem has 
already signed leases for an additional 26 new stores, 8 of which are expected to open in the 6 months ending February 
2017 and 18 to be opened in FY18. The aggressive roll-out of new stores in the medium-term, with longer-term scope 
for an additional 100 stores, will provide the primary underpin to the robust growth expected from the Group. 
 
The industry is undoubtedly attractive and the relative resilience of the industry in these uncertain times has led to a 
premium valuation of Clicks relative to both the broader retail index and its Food & Drug peer group. It is therefore 
likely that the offer will be priced towards the top-end of the offer range, pricing Dis-Chem at a relative premium to 
Clicks. Dis-Chem is however expected to grow its headline earnings per share (HEPS) at a significantly higher pace over 
the next three years, relative to Clicks, which will likely result in a premium valuation relative to Clicks during this 
period.   
 
Having applied to participate in the listing, we were unsuccessful in our application and will therefore continue to 
monitor the stock for an appropriate entry price.   
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We discuss below two of those companies that have formed part of the core of your portfolio over time and who are 
currently facing some headwinds. Recent results announcements by both Richemont and Mediclinic have given us the 
opportunity to dig a little deeper in what is both driving operations and whether we should be taking a different 
approach to the way we see these businesses.  
 
Richemont reported last month that sales were 
down 8% in constant currencies and as we have 
discussed on numerous occasions, have had to 
battle what was almost the perfect storm for the 
Group. A slow-down in Chinese high-end 
spending due to a clamp down by the government, 
increased terrorism in many parts of the 
developed world, leading to a slow-down in global 
travel where Richemont earns a significant 
amount, and the recent jump in commodity prices, 
which is the primary input to many of its products, 
have all meant an uphill climb for the Group. Johan 
Rupert, Executive Chairman for the Group, 
provided a relatively cautious tone for the luxury industry as whole when answering questions at the results 
presentation. He did indicate however that the Board rejuvenation is the first of a few significant changes in the way 
the Group does business in the current environment. It may still be a little early to call a bottom for the sector, 
although green shoots in the UK and mainland China should partially mitigate tourist flows into traditionally strong 
sales destinations like Dubai, Hong Kong and New York. The proactive buyback of older inventory in Hong Kong is 
likely to crystallise the underlying sales momentum within the wholesale channel in that region and the slow return of 
tourists to Europe following recent terrorist attacks in France and scares in other parts of that region are likely to 
stimulate the normalization of tourism sales. The stock experienced a significant re-rating following the release of 
results and announcement of Board changes, sending the share up close to 10% on the day. The share remains a core 
defensive Rand hedge holding in your portfolio and while there may be one or two more short term headwinds still 
to come, we think the longer term picture for this business is a very positive one.   
 

----------------------------------------------------------------------- 
  
Mediclinic, on the other hand, disappointed somewhat with the release of their interim results last week. Following 
the listing in London earlier this year, the business had everything going for it. Running a hospital Group can, at times, 
come with significant regulatory risk, as governments impose new rules and regulations, often with little warning. This 
is particulary the case in the current global environment of low growth, where governments attempt to save on costs, 
and healthcare is often a good place to start. As we have discussed in the past, as part of Mediclinic’s listing in London, 
they also acquired the Al Noor Hospital Group, the operator of hospitals in the UAE. Shortly after the close of the 
transaction, the Abu-Dhabi authority imposed a co-payment on patients wishing to use private clinics, which has meant 
a significant decline in patient volumes into their clinics and hospitals. Delays in opening new facilities have also added 
to problems in the region. What has exacerbated the pattern further is the seasonality that is experienced in the UAE 
business, where Ramadan falls into this reporting period and as a consequence hospitals see little activity – management 
has indicated that volumes and margins should pick up significantly in the second half of the year. Lastly, Mediclinic 

holds a 29% share in Spire healthcare, a UK listed hospital 
operator, and as has been the case in the past, often make 
use of rights issues to raise capital. Raising capital in this 
manner often means offering shareholders a discount to 
the current price – and with the market expecting this, the 
share has lost some ground in the short term. Despite the 
headwinds, we believe the conservative management team, 
the globally diversified nature of its operations and Remgro 
as a major shareholder should guide the business in a 
positive direction. We are however cognizant of the risk 
inherent in the industry and are therefore taking a far 
closer look as recent developments.         
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How’s that for a divided country!  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Very similar to the Brexit 
predictions – how so many 
people predicted a Hillary 
Clinton win and were proven 
so wrong! 
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