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EQUITY MANAGEMENT (SOUTH AFRICA)

Clicks Group Limited

Market Cap R 49bn

Current Share Price R 191.80

5 Year Total Return in ZAR 225.9%

Forward Price to Cash Flow 21.6x

Forward Dividend Yield 2.5%
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ESTABLISHMENT OF A RETAIL POWERHOUSE

Clicks was conceived as a drugstore in 1968 and began operating as a corporate
pharmacy when regulation allowed in 2003. Today, Clicks is a co-leader in dispensary
with 23% market share from 510 pharmacies within 640 Clicks stores. Their designated
service provider status with private Medical Aid schemes enables Clicks to dispense
medicines at lower fees than independents, driving footfall into the ‘front shop’ which
drives a value for money proposition and contributes 70% of retail revenues.

Clicks is innovative and increasingly sells a combination of exclusive brands and private
label products. In the front shop, Clicks is the market leader in Personal Care & Beauty
as well as Baby Care. Promotions now cover 35% of products and the 7.8 million
member rewards program provides an edge in understanding customers, targeted
promotions and communicating cash savings. Over the decade, trading area has grown
50% to 300,000sqm and trading density expanded to the present R90,000 per sqm.

A unique source of competitive advantage for Clicks is its vertical integration. Subsidiary
UPD, is the leader in wholesale and pre-distribution of pharmaceuticals with a 26%
market share. UPD supplies Clicks stores, 1,200 independent pharmacies and fulfils bulk
distribution for manufacturers. The group also owns a generic pharmaceutical product
marketer called Unicorn, which distributes generic drugs produced by third party
manufacturers. Private label medicine now constitutes 5% of the generics dispensed by
Clicks.

EXEMPLARY MANAGEMENT STEWARDSHIP

Management have consistently met or exceeded targets on store, space, revenue and
profitability growth. The ESG impact is favourable, and a strong incentive structure is in
place. Of 16,000 employees, 5,800 participate in the broad-based share ownership plan.
Capital Allocation has been excellent over the past decade, with stock repurchases and
dividends averaging 100% of earnings and dividends per share growing over 500%.

CEO Vikesh Ramsunder took the reigns in January 2019 from David Kneale who had led
the business since 2006. Vikesh has 25 years of experience in Clicks including as MD of
UPD, head of the Clicks chain and Group COO. He along with CFO Michael Fleming have
strong reputations and are continuing the execution of the business strategy.

TWO CLEAR WINNERS IN PHARMA RETAIL

The pharma retail industry is highly attractive from the perspective of Clicks and Dis-
Chem, and much more challenging for independent pharmacies, front shop suppliers
and competing retailers. Over the last 5 years, Clicks and Dis-Chem combined have
gained more than 9% market share in each of the following segments; Dispensary,
Healthcare & Nutrition, Baby Care and Personal Care & Beauty.

BEST IN CLASS BUSINESS WITH SUSTAINABLE GROWTH DRIVERS

Clicks has one of the best operating cash flow margins of Drugstore chains anywhere in
the world, recently surpassing industry giant Walgreens Boots Alliance. Cash generation
is reliably 130% of earnings enabling high dividend pay-outs whilst funding organic
growth. Returns on net tangible assets of 18% are superior to global listed peers.

Clicks leads the market in low dispensing fees, loyalty members, private label and
promotional items. Clicks’ growth drivers include the above average GDP growth of the
sector, consolidation of the independents, continued market share gains across front
shop categories and continued growth in wholesale and pre-distribution. Clicks has
identified locations to expand their footprint to 900 in the coming years. Unicorn may
provide a key long-term advantage to Clicks in expanding margins as customers
continue to migrate from original to generic drugs. As Clicks continues to gain scale and
share, we expect benefits to flow to the business in the form of improved working
capital, rebates, fees, and supplier-funded promotions.

CONCLUSION

At present, we assess the market price to be a fair reflection of value for this first class
asset, which we expect to grow shareholder value substantially over the long term.

Sources: FactSet, August 2019

References: Clicks Group Company Filings; FactSet August 2019
Past performance is not a reliable indicator of future results.
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Jeremy Gorven and Ryan de Kock are representatives under FAIS supervision

This document is intended to provide only general information and to highlight points of interest. It is not intended to be comprehensive or sufficient for 
making decisions and should not be relied upon. Specific financial and taxation advice should be sought on the facts of any matter before action is taken. 

This document is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) it is prohibited.

Where investments are involved, nothing in this documents should be taken as expressed or implied indication, representation warranty or guarantee of 
performance whether in respect of income or capital growth. No warranty or representation is given as to the accuracy or completeness of this document 
and no liability is accepted for any errors or omissions that the document may contain. The value of investments and any income derived can go down as 

well as up. Investors may not get back the full amount invested. Past performance is not a reliable indicator of future results. Where an investment is 
denominated in a currency other than the currency where the investor is resident, investment returns may increase or decrease as a result of currency 

fluctuations.

Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, other affiliated companies of the Stonehage Group and directors and employees of 
these companies may from time to time have a long or short positions in the securities mentioned in this document and may add to or dispose of such 

securities.

This document is issued and approved for distribution in South Africa by Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, which is an 
authorised Financial Services Provider (FSP No. 42847).
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