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Year Sales EBITDA Net profit EPS ND/EBITDA EV/Sales EV/EBITDA P/E

CZKm CZKm CZKm CzZK x) (x) (x) (x)

2019 1,239 -24 -45 -23 -2.8 0.7 n.m n.m

2020 1,780 25 -22 -9 -4.2 0.8 53.2 n.m

2021 2,380 29 -25 -10 -1.7 1.4 113.7 n.m

2022E 2,775 13 -26 -10 1.7 1.0 205.7 n.m

EQU ITY 2023E 3,333 36 -8 -3 15 0.8 738 n.m
2024E 3,929 60 6 2 1.2 0.7 44.6 n.m

RESEARCH

Blowing with the e-commerce wind

We initiate coverage of Pilulka Lekarny (Pilulka), with a HOLD rating and
a 12M price target (PT) of CZK 1,120/share, implying 6.6% upside. Pilulka
is an e-pharmacy company, operating in Czechia, Slovakia, and Romania.

Expected events

PSE Autumn START Day  October 2022
The online channel is limited to consumer healthcare (CHC) and personal  psg spring START Day May 2023
care products, with prescription (Rx) sales made via its smaller bricks & Preliminary 2022 revenues January 2023
mortar retail footprint. Pilulka benefited greatly from the pandemic Consolidated 2022 results April 2023
(2019-21 revenues CAGR of 39%), but we anticipate a slowdown in top-
line growth to 17% yoy for 2022E, in line with the revised management Key data
guidance, due to the deceleration of the local e-commerce market. The
online segment should still benefit from rising e-commerce penetration Market cap EUR 107m
in the medium-to-long term: our sales CAGRs of 17.8% (2021-25E) and Free float 32%
14.2% (2025-29E) reflect the normalised mid-teens growth expectations 3MADTV (EURK) 16.3
Shares outstanding 2.5m

of the online retail market. While we appreciate Pilulka’s long-term
potential, at this juncture we rate it a HOLD, as it is clear that growth

Major shareholders: P&M Kasa (32%)
All Star Holdings (17%)

should decelerate sharply, and we are sceptical about its ability to Reuters code PINK.PR
exceed expectations in the current climate. It trades on a par with DACH-  Bloomberg code PINK CP
PX index 1246

based e-pharmacy peers Zur Rose and Shop Apotheke (on 2022-24E
EV/sales), but lacks the trigger of online Rx in Germany in the near future.

Pilulka has found success by positioning itself as a mainstream
e-pharmacy. Its online presence is relatively large compared to its peers, with
a substantially bigger bricks & mortar footprint: it was second to Dr. Max and
above BENU last year. It also stands out in the last mile, benefiting from: i) its
position as the #3 bricks & mortar retail chain (c.160 units); ii) its own delivery
service; and iii) partnering with the country’s largest parcel locker operator.

We expect a gradual improvement in profitability. With an EBITDA margin
of 1.5% by 2024E (vs. an adjusted 0.5% in 2021), and convergence towards
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Pilulka 12M share price
performance (CzZK)

PINK CP PX (rebased)
its regional e-pharmacy peers, the company should break even in 2024E, on iyooo
our figures. Softer operating margins and elevated capex mean that FCF 1§gg
should not turn positive until 2026E. To fund itself, it could raise new debt later 1400
this year. 1,200
1,000

Czech e-commerce penetration is among the highest in the EU (c.15%).
It still lags in the CHC (11%) and OTC (6%) segments by about half vs.
developed markets like Germany, however, which suggests room for
convergence, in our view. In the long term, the local e-commerce association
expects total penetration to rise to 25% by 2030E.

Catalysts. Deregulation of Rx, expansion into new markets, alternative
revenue lines (e.g advisory services) and private-label products. If successful,
these may justify further upside.

A candidate for the PSE Prime market. A move to the main market, which
we anticipate may be feasible in the next 12-24 months, if Pilulka decides to,
should improve liquidity and reporting standards, and provide greater visibility.

Valuation. Pilulka trades at our 2022E EV/sales of 1.0x, and average 2022E-
24E of 0.81x, in line with its e-pharmacy peers, which have a similar revenue
growth outlook despite their larger size. Risks. International expansion,
logistics capacity, persistent inflation, purchasing power with wholesalers.
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Company snapshot - HOLD, PT CZK 1,120/share

HOLD COMPANY DESCRIPTION
Bloomberg ticker PINK CP Pilulka Lekarny a.s is a multichannel pharmacy, consumer health and personal care retailer.
Closing price (CZK) 1,050 ——PINKCP ——PX (rebased) It was founded by Martin and Petr Kasa, both pioneers in the Czech e-commerce world.
Price Target (CZK) 1,120 2,000 Pre\{lously they launched !(asa.cz, an online platform sglllng electronlcs,. Wnne goods,
X 1,800 appliances, and household items, eventually selling the business to HP Tronic in 2010. The
Upside to PT 6.6% . N . ! .
X 1,600 brothers leveraged their experience in the e-commerce sector, by launching an online
Shares outstanding (m) 25 0 pharmacy concept in 2013 in Czechia, together with a brick-and-mortar presence. Currently,
MCAP (EUR m) 107 500 it mainly operates in Czechia, Slovakia and to a smaller extent in Romania. Its online
Free float 32.0% 1,000 segment (77% of sales in 2021) is supported by a relatively smaller offline retail chain (17%
ADTV (EUR ths) 16.3 800 of sales in 2021). In Czechia, it is the third largest offline retail chain (c.160 branded units)
52w range (CZK) 930-1800 600 after leaders Dr Max and BENU.
400 .
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RATIOS AND OPERATING KPI'S
PER SHARE RATIOS (CZK) 2019 2020 2021 2022E _ 2023E 2024E  VALUATION RATIOS (x) 2019 2020 2021 2022E 2023E  2024E
EPS -23 -9 -10 -10 -3 2 EV/Sales 0.7 0.8 14 1.0 0.8 0.7
CFPS 0 -1 0 -1 -2 -3 EV/EBITDA n.m 53.2 113.7 205.7 73.8 44.6
BVPS 19 91 82 71 68 71 PIE n.m n.m n.m n.m n.m n.m
PICF n.m n.m n.m n.m n.m n.m
P/BV 55.7 11.5 12.8 14.7 15.4 14.9
FINANCIAL RATIOS 2019 2020 2021 2022E  2023E 2024E  EV/EBIT -20.4 1282.2 -235.5 -117.8 -973.6 193.7
Gross margin 10.3% 11.1% 10.0% 10.1% 10.2% 10.2% EV, CZK (m) 915 1,355 3,294 2,647 2,678 2,695
EBITDA margin -1.9% 1.4% 1.2% 0.5% 1.1% 1.5%
EBIT margin -3.6% 0.1% -0.6% -0.8% -0.1% 0.4% OPERATING KPI'S 2019 2020 2021  2022E  2023E _ 2024E
Net margin -3.7% -1.2% -1.1% -0.9% -0.2% 0.1% Active customers (ths) 380 576 750 845 992 1,139
ROE -120.7% -16.5% -11.8% -13.4% -4.5% 3.3% Average basket size (CZK) 1,080 1,069 1,308 1,413 1,483 1,542
ROA -13.2% -5.2% -4.7% -4.1% -1.1% 0.7%  Order frequency (x) 1.9 2.0 1.9 1.9 1.9 1.9
Net debt/EBITDA -2.8x -4.2x -1.7x 1.7x 1.5x 1.2x  Total orders (ths) 721 1,150 1,400 1,585 1,898 2,212

COMPANY FINANCIALS

INCOME STATEMENT, CZK (m) 2019 2020 2021  2022E  2023E _ 2024E BALANCE SHEET, CZK (m) 2019 2020 2021  2022E  2023E _ 2024E
Revenues 1239 1780 2380 2775 3333  3.929 PP&E 33 35 62 84 85 86
Cost of sales -1,112  -1,582 -2,143  -2,494 -2,992  -3,527 Intangible assets 50 54 83 113 150 191
Gross profit 127 198 238 281 341 402 Cons. differences & other 30 28 30 30 27 25
Personel Expenses -146 -167 -224 -268 -304 -341 Non-current assets 113 117 175 227 263 302
Other operating income/expense -5 -9 7 0 0 0 Inventories 77 91 155 198 230 261
EBITDA -24 25 29 13 36 60 Receivables 139 155 185 202 238 275
D&A -19 -19 -23 -33 -37 -44 Cash and cash equivalents 10 132 72 19 27 30
Other -2 -5 -20 -2 -2 -2 Current assets 226 378 412 419 495 566
Operating profit -45 1 -14 =22 -3 14 Prepayments and accrued as 6 4 2 2 2 2
Other adjustments 0 0 0 0 0 0 Total Assets 345 498 589 648 760 870
FX gains/(losses) -4 -24 -11 0 0 0 Share capital 177 392 393 393 393 393
Net intrest expenses -4 -3 0 -3 -5 -7 Retained earnings -94 -142 -163 -189 -214 -222
Profit before tax -52 -25 -25 -25 -7 7 Current year net profit -45 -22 -25 -26 -8 6
Income tax 1 -1 -1 -1 -1 -1 Cons. Diffrences 0 0 0 0 0 0
Minorit interest -5 -4 0 0 0 0 Shareholders Equity 38 228 204 179 171 177
Net profit -45 22 -25 -26 -8 6 Minority -6 -10 0 0 0 0
Total Equity 32 218 204 178 171 176
CASH FLOW, CZK (m) 2019 2020 2021 2022E _ 2023E 2024E Long term payables 42 3 21 21 21 21
Profit before tax -52 -25 -25 -25 -7 7 Short Term payables 270 271 348 430 547 651
D&A 19 19 23 33 37 44 Trade payables & other 194 24 326 389 467 551
Other items -2 12 20 5 7 9 Debt 76 25 21 41 80 100
Net cash from operating activities (before WC) -35 6 19 13 36 61 Accruals and deferred incom 0 0 1 1 1 1
WC changes 13 4 6 3 13 16 Provisions 0 6 15 17 19 21
Net interest and income tax paid 0 -3 0 -3 -5 -8 Liabilities 313 280 385 469 589 694
Net cash from operating activities 22 7 25 13 44 69 Total liabilities and equity 345 498 589 648 760 870
Capex -49 -28 -82 -85 -75 -86
Other 0 0 0 0 0 0 Net debt/(cash 67 -107 -50 22 53 70
Net cash from investing activities -49 -28 -82 -85 -75 -86
Change in debt 6 -52 -3 19 39 20
Change in equity and other 62 194 0 0 0 0
Net cash from financing activities 67 142 -3 19 39 20

REVENUES BY CHANNEL (ONLINE AS %OF TOT,

PROFITABILITY
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Pilulka Lekarny 3 WOOD & Company



Investment case

We initiate coverage of Pilulka Lekarny (Pilulka), with a HOLD recommendation and a 12M price
target (PT) of CZK 1,120/share, offering a 6.6% upside. Pilulka is a Czech-based e-pharmacy and
online retailer of consumer health and personal care products. It operates mainly in Czechia and
Slovakia and, to a smaller extent, in Romania. Its online segment (77% of sales in 2021) is
supported by a relatively smaller bricks & mortar retail chain (17% of sales in 2021). Based on
company comments on the sales performance so far this year, and local e-commerce specialists’
expectations of slower growth, we anticipate a softer top-line in 2022E. Pilulka has downgraded
its original guidance for revenues this year (which we also reflect in our 2022E assumptions), to
c.18% yoy growth (from 25%). Nevertheless, we believe the guidance is attainable, given the
non-discretionary nature of the business and the underlying inflationary environment, which
should be supportive. In the medium-to-long-term, our forecasts reflect local market consensus
thinking on local e-commerce growth: our revenue CAGRs of 17.8% (2021-25E) and 14.2% (2025-
29E) reflect the normalised trend expectations from the Czech Association of E-commerce
(APEK), of c.15% p.a. On our numbers, the company trades at a 2022E EV/sales of 1.0x, and a
2022-24E average of 0.81x: on par with the median EV/sales of the European e-pharmacies (Zur
Rose and Shop Apotheke). While we appreciate Pilulka’s long-term potential, we rate the stock a
HOLD at this juncture, as it is clear that growth should decelerate sharply, and we are sceptical
about its ability to exceed expectations in the current market climate. It trades on a par with its
DACH based e-pharmacy peers, Zur Rose and Shop Apotheke, on its 2022-24E EV/sales, but
lacks the trigger of online Rx in Germany in the near future.

We believe that 2022E should see a softer year in sales. Our expectation reflects a cooldown vs. the
pandemic boom period, and expectations of slower overall growth for local e-commerce players. In the
medium-to-long-term, continued local e-commerce penetration should drive the company’s online
segment, and thus its top line, in line with market estimates. Anecdotal 1Q22 data suggests a tough
beginning to the year for local online retailers. We expect 2022E online segment sales to reach
CZK 2.24bn (+22% yoy vs. 2020-21 average of 53%), with total revenues of CZK 2.8bn (+17% yoy), in
line with Pilulka’s downwardly-revised guidance, published this April. In the medium and long term, our
forecasts reflect local market consensus thinking on local e-commerce growth. Our revenue CAGRs of
17.8% (2021-25E) and 14.2% (2025-29E) reflect APEK’s normalised medium-to-long-term growth
estimate of 15%. High-teens top-line growth for 2022E for Pilulka seems reasonable. Without a specific
breakdown of the guidance by the company, we believe that, given the non-discretionary nature of
pharmacies, the high underlying inflationary environment and the company’s low ticket sizes, the target
should be plausible to reach.

E-commerce penetration in Czechia is among the highest in Europe. It is well above the EU and
CEE average, resembling its north-west European (NWE) peers. Underlying e-commerce penetration is
currently at around 15% (depending on the source), and APEK believes that this could potentially reach
25% by 2030E. Looking at the consumer healthcare (CHC) and OTC segment, there is still room to grow
as e-commerce penetration in these markets lags significantly behind NWE, by more than a half in
some cases.

In our model, the key drivers in the online segment are: i) active customers; ii) the average basket
size; and iii) order frequency. During 2023-25E, we expect ¢.75% of Pilulka’s online revenues growth
to stem from the expansion of active customers, c.18% from basket growth and the balance from order
frequency. Growing e-commerce penetration should drive new active customer acquisitions (a
normalised 2021-25E CAGR of 14.4% vs. a 2018-21 CAGR of 35.9%). With limited visibility on segment
KPIs, our forecasts for the basket size are purely inflation driven (2021-25E CAGR of ¢.5% for headline
inflation in the CEE) and we pencil in low-single-digit growth in order frequency. We note that there is a
potential upside beyond our estimates, depending on how well the company manages to upsell to its
customers (to increase basket size) and the success of its loyalty efforts (to improve order frequency).

Bricks & mortar presence to be scaled down. We expect bricks & mortar revenues to decline in the
next three-to-four years (2021-25E CAGR of -10.7%), in line with Pilulka’s decision to transition its own-
operated bricks & mortar pharmacies to franchise partners. In the long term, Pilulka intends to maintain
a small physical presence, which we reflect in our model. We note that Pilulka has c¢.160 branded
pharmacies in Czechia currently, of which ¢.130 are operated by franchisees, and is the #3 player after
Dr. Max (c.460 units) and BENU (c.315). Together, the top three retail pharmacy chains account for
¢.40% of total public pharmacy units in Czechia (2.5k), with the remaining market being fragmented.

Capex is predominantly geared towards IT and software development. Pilulka’s ability to improve
the monetisation of its online customer base lies in its tech capabilities, so we believe the main capex
requirements will be in IT and software development. Looking forward, we pencil in 2022-24E average
capex/sales of 2.5%, of which ¢.75% should be geared towards IT and software development. Our total
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2022E capex estimate is CZK 85m, in line with management’s guidance, and we forecast CZK 75-95m
of run-rate capex in the medium term. As Pilulka is still at the growth stage, softer operating margins and
continued investments in IT development means that it would not generate positive FCF until 2026E.

We expect Pilulka to turn to debt financing this year. It has been depleting the remaining balance
from the IPO proceeds. Consequently, to fund itself and its required capex needs, we expect it to raise
debt later this year. We estimate net debt/EBITDA at 1.7x in 2022E (from -1.7x last year), with a step up
in net interest expenses, reflecting the higher debt financing environment locally.

We expect Pilulka to become profitable on net income in 2024E. Pilulka has been generating a gross
margin of 10% which, on a comparable basis, is materially lower than the high-teens figures of its peers.
Due to limited visibility on its cost structure, we assume a flat gross margin across our forecast horizon,
as margins have been stable historically. Over time, Pilulka’s EBITDA margin should improve and
converge gradually towards its EU e-pharmacy peers. On our numbers, we expect a 2021-25E EBITDA
CAGR of 35%, and the EBITDA margin to reach 1.5% by 2024E (from an adjusted EBITDA margin of
0.5% last year). On the back of the improved profitability, the expected convergence towards its EU
peers, higher D&A expenses and elevated financing costs, we forecast Pilulka to generate positive net
earnings only from 2024E-onwards.

Regional expansion is on the radar. Pilulka has reiterated its ambitious plans to expand into the
neighbouring countries: Austria and Hungary by end-2022E, and Germany in 2023E. Such an
international expansion is common for the major Czech e-commerce players, which is understandable,
in view of the limited size of the domestic market. Similar e-pharmacy concepts exist in these markets
already, however, with Zur Rose and Shop Apotheke already having an established online presence in
the DACH region. We have limited information on the expansion strategy, and are thus are unable to
gauge the required investment value and expected returns.

Risks. The Prague START market, where Pilulka is listed, has less strict reporting requirements than
the Prime and Standard markets. Moreover, Pilulka is competing in segments that are dominated by
privately-held players, so it may choose not to disclose information and metrics it deems “commercially
sensitive”. Nonetheless, the stock could be a candidate for a PSE Prime market listing. Moving to the
main market, which we consider may be feasible in the next 12-24 months, should the company decide
to do so, should improve liquidity and reporting standards, and provide greater visibility to investors.
Further risks include international expansion, a persistent inflationary environment, and logistics and
distribution capacity issues. The stock is relatively small in size, trades with low liquidity, and the free
float is held by local retail investors. These factors may limit the ability of institutional investors to enter
and exit the stock, or build a meaningful position, without significantly affecting the price.

Further upside, in the case of deregulation and a successful expansion execution. Our forecasts
do not model Pilulka’s international expansion plans explicitly. Neither do we reflect the de-regulation of
online prescription drug (Rx) sales in Czechia, which is a potential trigger in our view. Moreover, the
company is venturing into alternative revenue lines (e.g. advisory services) and private label products.
These are not significant contributors to the top line at present, but depending on the success of the
execution, they could offer more upside to our forecasts and valuation.

Valuation. We rate Pilulkaa HOLD, with a 12M PT of CZK 1,120/share, implying 6.6% upside. We derive
our 12M PT from a DCF valuation (with a WACC of 10.6%), with the terminal value as the average of:
i) the perpetuity (a TGR of 3%), and exit EV/EBITDA and EV/sales of 7.5x and 0.85x, respectively. On
our numbers, Pilulka trades at a 2022E EV/sales of 1.0x, and a 2022-24E average of 0.81x: on a par
with the median EV/sales of the European e-pharmacies (Zur Rose and Shop Apotheke), and thus we
consider it fairly valued at the current price.
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Company description

Introduction

Pilulka Lekarny a.s. is a multi-channel pharmacy, consumer health and personal care retailer
operating in the Czech Republic, Slovakia and Romania. It was founded by Martin and Petr Kasa,
both pioneers in the Czech e-commerce sphere. Previously, they launched Kasa.cz, an online platform
selling electronics, white goods, appliances and household items, before selling the business to HP
Tronic in 2010. The brothers then leveraged their experience in the e-commerce sector by launching an
online pharmacy concept in 2013 in Czechia, together with a bricks & mortar presence.

Pilulka’s largest online presence is in Czechia (71% of online sales in 2021). It expanded into
Slovakia shortly after its inception (25% of online sales in 2021), and then into Romania (4% of online
sales in 2021) in 2018. Romania is currently a smaller market for Pilulka, as it is establishing a foothold
there. Last year, the overall online segment grew 50% yoy in terms of revenues, driven by the Czech
market (61% yoy), followed by Romania and Slovakia (53% yoy and 23% yoy, respectively). At this
stage, its active customer base is growing in line with its Western peers (+30% yoy with three-year
average growth of 35%), and stood at 750k last year. It has delivered c.1.4m total orders in the past
year, and has stated that every tenth household in Czechia ordered from Pilulka.cz. To be able to service
its customers, Pilulka has three distribution centres, but is planning on adding one more this year to
alleviate the urgent capacity issues in the Czech market.

Total sales mix by region, 2021 Sales per channel, CZKm
Romania,
3%
5,000
Slovakia,
21% 4,000
3,000
2,000 88%)
87%
84%
1,000 779
. 63% 5%
0, 0|
Czechia, 0 S5
76% 2018 2019 2020 2021 2022E 2023E 2024E 2025E

® Online channel m Offline channel Other revenues

Source: Company data, WOOD Research

Pilulka opened its first bricks & mortar pharmacy in 2015. There are ¢.160 Pilulka-branded
pharmacies in Czechia, of which 27 are owned and operated by the company, with the remainder being
franchises. This makes Pilulka the third-largest physical retail pharmacy chain in Czechia in terms of
units, behind Dr. Max (c.460) and BENU (c.315). The physical branches act as an key source of
marketing and brand awareness for Pilulka, and are an important channel for delivery, as many
customers in Czechia still prefer the click & collect method. Pilulka does not require franchise fees from
its partners, so this is not an important revenue stream. Expanding its franchise network does, improve
its purchasing power with the drug wholesalers, however. At this stage, being relatively small and without
any integration with a drug wholesaler (unlike Dr. Max and BENU), offering franchising solutions should
benefit Pilulka with regard to its cost of inventories, due to scale. According to the company, it plans to
shift its own-operated brick and mortar stores across to franchisees, but maintain some level of physical
own-brand presence, which we reflect in our model.

Structure and organisation

Management

The company continues to be led by the founding brothers, who are supported by a management
team which includes executives experienced in local online retail business (such as Zoot, a
Czech online fashion retailer), and last-mile/delivery businesses. It intends to hire one top-level
manager per year to expand its talent pool and attract new quality executives.

v Petr Kasa, Chief Executive Officer. Mr P Kasa has wealth of experience in the tech field, and in
sales and business development. He began his career as an area manager at GSMobile Group,
but later transferred to Nokia. There, he eventually led the Czech and Slovak operations as general
manager. In 1999, together with his brother, he co-founded and operated Kasa.cz, an online
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e-commerce platform. This was sold eventually to HP Tronic, a local holding company focusing on
retail electronics and home appliances. He is a graduate of the Faculty of Civil Engineering of the
Czech Technical University in Prague.

Martin Kasa, Chief Strategy Officer. Mr M Kasa was originally a programmer, working in the tech
field as an entrepreneur and investor. He is experienced in supporting tech start-up firms.

David Stanek, Chief Financial Officer. Mr Stanek began his career at HP, in the sales and
finance departments. He has experience with e-commerce platforms, for example at Zoot, as
group financial operations director.

Ownership structure

The indicative post-IPO shareholding structure in Pilulka’s issue prospectus shows that the Founders,
Petr and Martin Kasa, each control a c.16% stake. Martin Kasa also controls another 2%, via Kovarska
s.r.o. The next-largest shareholder is All-Star Holdings, a Malta-listed company associated with the
shareholders of WOOD & Co. Another 17% is controlled by private Czech individuals, including Marek
Krajcovic, a member of the Supervisory Board with over 20 years of experience in FMCG and retail
pharmacy in CEE and Western Europe. At present, the company states that Kovarska s.r.o and Romana
Breznicka are no longer shareholders but that the ownership structure has not changed materially since
the IPO.

Shareholder structure, post IPO shareholding structure

Petr Kasa
16%

Freefloat
32%

Martin Kasa
16%

z

All-Star Holdings
17%

Kovarska s.r.o.
2%
Marek Krajcovic
13%

Marta Herzanova

Romana Breznicka 2%

2%

Source: Company data, WOOD Research

Opportunities and sources of growth

v

Pilulka intends to expand into neighbouring countries, specifically Hungary and Austria (by
end-2022E), and Germany (in 2023E). It has taken steps to set up local logistics and processes,
and has appointed a specific manager for the expansion. It should begin to service Austria and
Hungary from its warehouses in Slovakia and Czechia by the end of this year. If it finds appropriate
opportunities for inorganic growth and M&A, it may look to acquire possible local targets to
establish a foothold. It is also actively investing in, and developing, its secondary markets
(Romania and Slovakia). Foreign sales comprise less than 30% of its total sales currently, but
Pilulka is aiming for this to reach 40% by 2024E.

As a self-described tech firm, the company uses data analytics, business intelligence and
advanced automated inventory systems in its warehouses to support its logistics operations and
last-mile services (for example, same-day delivery). Moreover, data collection through its fithess
and mobile apps (as well as on its website) provides a great amount of useful customer data. Over
time, its tech-driven approach and significant investments in IT and software development should
improve its ability to monetise consumer data.

In 2020, Pilulka launched its private label, known locally as “Aporosa”. Private labels are a
profitable segment for retail pharmacies, as they usually generate higher margins and establish a
loyal customer base. For example, over the past decade, Dr. Max has established a popular private
brand in the country “Dr. Max”, offering a wide range of products like OTC, dermo-cosmetics and
food supplements. According to a press release, this is a significant product segment for Dr. Max:
in 2021, private-label sales accounted for a quarter of the total OTC turnover. Thus far, Pilulka is
only selling private-label food supplements, not OTC products. It has ¢.70 unique products in this
category but plans to expand the range to ¢.100 by end-2022E. In 2021, the private label generated
CZK 7m in sales, and the company targets around CZK 20m in 2022E. In the medium term, we
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note that Pilulka is seeking to focus its efforts towards establishing a well-known private brand,
similar to “Dr. Max”. If it manages to launch this segment successfully, it may begin to see
improvements in its margins, expand its customer loyalty base and gain a competitive advantage
over its peers.

Pilulka’s franchising conditions do not require any fees. Instead, it focuses on the benefits
that franchising provides with respect to wholesale purchases of goods. Pilulka achieves
purchasing volume bonuses for its own and partners’ network pharmacies from distributors and
should continue to expand its franchise partners.

New revenue opportunities. Pilulka is looking to develop alternative business lines, focused on
the digitalisation of the health care system. Branded as ‘Plus Care’, Pilulka aims to provide
contract-based advisory services and solutions to health care enterprises and corporate
organisations. One such way is to connect health care providers with corporate employers by
developing a digital platform for health-related services to end-users, i.e. the employees.
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Czech e-commerce market and penetration

The Czech e-commerce market is one of the fastest-growing in Europe, resembling the trajectory
of developed economies like Germany and the Netherlands. Looking forward, the market
consensus trend for e-commerce players is 15% p.a. growth, which we use as our medium-to-
long-term assumption (vs. the Czech e-commerce market CAGR of ¢.20% in 2015-21). Czech
e-commerce penetration is among the highest in Europe, and well above the EU and CEE average,
resembling its NWE peers. Underlying e-commerce penetration is currently c.15% (depending on
the source), and APEK believes that this could potentially reach 25% by 2030E. Looking at the
CHC and OTC segment, there is still room to grow, as e-commerce penetration in these markets
lags significantly behind its NWE peers by more than a half. Overall, we believe the Czech
Republic resembles the markets of NWE more closely than those of CEE and given the lower
e-commerce penetration in the CHC and OTC segments, we believe there is potential
for convergence.

According to various market data sources, the size of the Czech e-commerce market was a little over
CZK 200bn in 2021 (c.EUR 8.4bn). The consensus estimates, which are broadly similar, suggest that
the online market e-commerce market saw a 2015-20 CAGR of ¢.20%. The latest data for 2021 (APEK,
Euromonitor) show a slowdown in growth, however: the APEK estimates imply 14% yoy and Euromonitor
19%, with the median being 16%. Looking forward, market analysts believe the long-term trend of the
e-commerce market should be below the historical trend (2015-20 CAGR of ¢.20%). The head of APEK,
Mr. VetySka, believes the market should continue to grow c¢.15% in the long term, while Euromonitor
suggests a reasonable 2021-26E CAGR would be 11%.

Czech e-commerce market size estimates

CZKbn 2015 2016 2017 2018 2019 2020 2021 2015-21 CAGR
APEK 81 98 115 135 155 196 223 18%
Euromonitor 62 78 91 107 127 161 193 21%
Czech Statistical Office 64 75 87 109 127 167 n.a n.a
Median 64 78 91 109 127 167 208 22%
Median (EURbnN) 2.4 29 3.6 4.3 5.0 6.4 8.4 24%

Source: APEK, CSU, Euromonitor, WOOD Research

Data from the Czech Statistical Office (CSU) shows the accelerated trajectory of e-commerce
penetration in Czechia during the pandemic, at 13% in 2020, vs. from 10% in 2019, and double the levels
in 2015-16. APEK'’s estimates are above the CSU'’s by c.2-3%. It estimates that last year, e-commerce
penetration was 17%. Mr. VetySka believes the online retail market could account for a quarter of the
total retail market in Czechia by 2030E. This would imply ¢.1% e-commerce penetration growth p.a.

E-commerce penetration estimates: APEK and CSU data
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Source: APEK, CSU, WOOD Research

Actual transaction data backs this up. According to the latest detailed Eurostat data (from 2019), Czech
retail purchases via the internet or mail order, as a share of total retail goods and services, was the third-
highest in Europe, at 10.3%, trailing only Germany (12.6%) and the Netherlands (10.4%), and well above
the EU average of 6.2%. From this data, Czechia’s e-commerce penetration is also well above its CEE
peers and resembles the NWE countries. The laggards are Southern Europe, which still has plenty of
room to grow and, surprisingly, Slovakia.
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Share of internet and mail order (NACE 47.19) in retail goods & services (NACE 47), 2019
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The rate of growth in Czech e-commerce penetration has also been among the most rapid in the recent
past, rising ¢.390bp vs. 2015 and trailing only the Netherlands and Germany (c.530bp and c.650bp,
respectively). We note also the very positive dynamics for Pilulka’s newest market, Romania (relatively
low penetration, but higher growth). On the other hand, Slovakia and Austria lag in both penetration and
growth, despite being developed economies in Europe. The long-term horizon for Pilulka in these
regions, based on historical trends, suggests slower growth in the e-commerce market, and thus in its
ability to outperform local online retail market growth.

e-commerce penetration: 2019 vs. 2014-19 penetration growth (bp)
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Source: Eurostat, WOOD Research, Czechia’s e-commerce penetration growth is 2015-19 due to missing data for 2014.

The degree of e-commerce penetration differs widely across different market segments, however.
Statistical Office data is not helpful in identifying e-commerce penetration by segment: it tracks sales by
type of shop (e.g. pharmacies), but not by product type, and e-commerce turnover is similarly
aggregated, regardless of the type of goods or services. We note also that the data includes, for instance,
plane tickets and online hotel bookings. Based on Euromonitor data, however, we can highlight some of
these differences.

In the Czech Republic, about two-thirds of turnover in CHC products in 2020 was in pharmacies, while
online channels generated 11%. In this respect, online penetration trails Germany and Austria (22% and
15.6%, respectively), and the Scandinavian countries (at 14.8%), but is well above the CEE average of
6.2%. In Slovakia and Romania, the figures were 4.1% and 3.7%, respectively.

In the case of OTC drugs, specifically, in the Czech Republic, bricks & mortar pharmacies generate
c.83% of sales vs. ¢.6% online, and the balance is split roughly equally between drugstores
(parapharmacies) and grocery stores. Again, e-commerce penetration is well behind Germany and the
average for NWE (19% and 12%, respectively), but is in line with Scandinavia (c.5.4%) and well ahead
of the CEE average (2.4%).
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Consumer healthcare turnover by channel, 2020 OTC turnover by channel, 2020

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

9"@

u Pharmacy = Other retail ®e-commerce u Pharmacy = Other retail ®e-commerce

2 &

S
6‘0 oe}é\ \V\Q/O &

&
S
S

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

R < 2 N
& & & & S & & & & & K S
@ @ ¢ NP RN ERS é‘ @ 5t
T ¥ & ° Q_oé‘ & & & C S & o)\o & o
P s P

Source: Euromonitor, WOOD Research

For the sake of comparison, we have also looked at e-commerce penetration in two other segments:
apparel/footwear and consumer electronics. Both markets are mature, we assume, like CHC with well-
developed bricks & mortar networks, but where dedicated e-commerce players entered the market
earlier, and where retailers chose (or were driven) to develop their own e-commerce channels. They also
sell a good mix of both branded and commaodity products. As such, they could be a good leading indicator
of how a country’s e-commerce consumer healthcare penetration might develop.

In the case of consumer electronics, the data suggest that nearly two-thirds of Czech transactions are
conducted online, among the highest in the EU, and we notice quite similar trends for white goods sales.
In the case of clothing, the figure is ¢.20%, or ¢.200bp below the EU median: a middling figure, broadly
in line with its CEE peers.

Apparel/footwear turnover by channel, 2020 Consumer electronics turnover by channel, 2020
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After looking at e-commerce penetration in these additional segments, we believe that the Czech
Republic most resembles the markets of NWE (Germany and France), as opposed to Scandinavia or
the CEE as a whole. The very high Czech penetration rates for consumer electronics is the outlier, rather
than the rule and, adjusting for this, average penetration rates are around three-quarters of the current
(but growing) NWE median. Consumer healthcare e-commerce penetration, at roughly half of NWE, is
still at the lower end of the range, which suggests potential for convergence to higher levels, in our view.
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Financial forecasts

Our assumption for the e-commerce market for Czechia is that 2022E will be a softer year vs.
2021. This is based on anecdotal 1Q22 data: local e-commerce specialists described a tough 1Q
for online retailers, with yoy growth ranging from -25% to 9%, depending on the source, and
indicated continued slower growth overall for 2022E. Pilulka also decided to cut its revenue
guidance by ¢.10% to CZK 2.8bn for 2022E in April 2022, vs. the April 2021 guidance of CZK 3.1bn.
The revised guidance was based on its performance in the first several months of 2022, which
recorded a weak start vs. the previous year, albeit from a high base, according to Pilulka.

In the medium and long term, the underlying driver of our forecasts is continued growth in e-commerce
penetration, which stands at ¢.15% currently (according to local market estimates). Local e-commerce
specialists believe that penetration could reach 25% by 2030E, which should drive e-commerce market
growth. Our medium- and long-term revenue CAGRs of 17.8% (2021-25E) and 14.2% (2025-29E) also
reflect the long-term outlook for the size of the e-commerce market, with ¢.15% p.a. growth according to
APEK. This is a slowdown vs. the 2015-21 CAGR of ¢.20% (accelerated by the pandemic), but still
represents a healthy pace, in our view. We do not assume the deregulation of prescription drugs online
in the Czech Republic in our modelling; nor do we model its international expansion plans explicitly.

For 2022E, we forecast revenue growth of 17% to CZK 2.8bn (vs. 34% yoy in 2021), in line with the
company’s new guidance, driven predominantly by a 22% expansion in the online segment, which should
comprise 81% of revenues in 2022E. We expect bricks & mortar revenues to fall to CZK 366m this year
(-8% yoy), as Pilulka aims to shift its own-operated bricks & mortar channel across to franchise partners.
High-teens top-line growth for Pilulka for 2022E seems reasonable, in our view. Without a specific
breakdown of the guidance by the company, we believe that, given the non-discretionary nature of
pharmacy, the high underlying inflationary environment and the company’s low ticket sizes, the target
should be plausible to reach.

Assuming a flat gross margin yoy and a jump in personnel costs of ¢.20% yoy, due to expansion in hiring
for its new warehouse this year, we expect the EBITDA margin to remain flat at 0.5% in 2022E (adjusted
for a one-off write-off and impairments in 2021). In the medium term, however, as the company scales
up, we expect improved profitability, which should converge towards its e-pharmacy peers.

EBITDA margin: historical and WOOD forecast
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Source: Bloomberg, WOOD Research consensus estimates for Zur Rose and Shop Apotheke, 2021 EBITDA adjusted for Pilulka

Revenues by segment
Online

We expect the online segment to achieve revenues of CZK 2.24bn (22% yoy) in 2022E, up from
CZK 1.83bn in 2021. Most of the online sales should continue to be generated predominantly in Czechia
(66% of online sales in 2022E), but we expect this region to normalise from a very high base. In Czechia,
we forecast revenues of CZK 1.5bn, 14% yoy growth vs. the previous year's +60% yoy. We expect
Romania and Slovakia, its secondary markets, to continue to post high growth (from a low base) in the
next two-to-three years, as it is establishing a foothold in these markets. By 2025E, we expect Czechia
to contribute to online sales to a lesser ¢.60%, while Slovakia should be ¢.30% and Romania at 10%.
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Sales forecast per channel, online as % of total Sales forecast per region, Czechia as % of total
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Online sales forecast by region

Online sales (CZKm) 2018 2019 2020 2021 2022E 2023E 2024E 2025E
Czechia 375 536 810 1,302 1,483 1,799 2,096 2,474
Slovakia 175 243 374 459 643 835 1,044 1,201
Romania 0 19 46 70 112 181 272 354
Online total 550 798 1,230 1,831 2,238 2,815 3,413 4,029
Czechia yoy 43% 51% 61% 14% 21% 17% 18%
Slovakia yoy 39% 54% 23% 40% 30% 25% 15%
Romania yoy n.a 138% 53% 61% 61% 51% 30%
Total yoy 45% 54% 49% 22% 26% 21% 18%

Source: Company data, WOOD Research

From a modelling perspective, our key drivers in the online segment, are: i) the number of active
customers (e-commerce penetration); ii) the average basket size; and iii) the order frequency of
an active customer.

COVID-19 has had an interesting impact on Pilulka’s customer behaviour. In 2020, almost all the online
segment growth was driven by new active customer acquisitions (compared to 70% in 2019). Although,
the order frequency increased in 2020, to a small extent, people spent less per basket. In 2021, with
partial reopenings in the country and the lifting of lockdowns, consumers returned to bricks & mortar
purchases, especially in 2H21, we believe. New active customers contributed to online sales growth to
a lesser extent in 2021 (71% vs. 97% in 2020), and moreover, the order frequency declined while basket
sizes grew.

Looking at 2022E, we expect a relatively smaller contribution from active customers in online revenues:
with the pandemic over, fewer new customers should be purchasing online, we believe. With the
persisting inflationary environment, ticket sizes should drive ¢.35% of online revenue growth in 2022E.
By 2023E, growing e-commerce penetration (as seen in new active customer acquisitions) should drive
the online top line. In 2023-25E we expect an increase in active customers to drive ¢.75% of Pilulka’s
online revenue growth, c.18% from basket growth and the balance from order frequency.

The number of active customers of Pilulka, defined as customers who have made at least one
order during the year, stood at 750k in 2021, up from 300k in 2018 (2018-21 CAGR of 36%).
Speaking with Pilulka, ¢.30% of active customers were new users, historically, i.e. those who made one
order, while the remainder (c.70%) were returning. We assume a 2021-25E CAGR of 14% in new active
customer acquisitions, which drives the total active customer base in our modelling. Our forecasts imply
a ¢.14% 2021-25E CAGR for active customers, vs. ¢.36% for 2018-21. In the long term, this should
normalise to ¢.10% 2025-29E CAGR.

The average basket size stood at CZK 1,308 in 2021, up from CZK 1,069 in 2018 (a 2018-21 CAGR
of 10%). Given the current inflationary outlook, and from our conversations with the company,
management is confident that it can pass on the increasing prices to end-users. Without more detail on
how Pilulka aims to grow the average ticket per customer, our forecasts for the basket size are purely
inflation driven, based on our short-to-medium-term assumptions for headline inflation in the CEE. We
assume a ¢.5% 2021-25E CAGR in average basket size, on our inflation estimates, vs. a nearly 10%
CAGR in 2018-21, most of which was driven during the second year of the pandemic. We note, however,
that there is a potential upside, depending on how well the company manages to upsell to its customers.
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Online segment forecast: key value drivers

2018 2019 2020 2021 2022E 2023E 2024E 2025E
Total orders (000) 553 721 1,150 1,400 1,585 1,898 2,212 2,536
Yoy n.a. 30% 60% 22% 13% 20% 17% 15%
Active customers (000) 299 380 576 750 845 992 1,139 1,286
yoy n.a. 27% 52% 30% 13% 17% 15% 13%
Average basket size (CZK) 995 1,107 1,069 1,308 1,413 1,483 1,542 1,589
yoy n.a. 11% -3% 22% 8% 5% 4% 3%
Orders per active customer 1.85 1.90 2.00 1.87 1.88 1.91 1.94 1.97
Online revenues 550 798 1,230 1,831 2,238 2,815 3,413 4,029
yoy n.a. 45% 54% 49% 22% 26% 21% 18%
Variance analysis
Active customers n.a. 170 418 425 251 418 441 461
Order frequency n.a. 16 40 -98 10 47 44 53
Average basket n.a. 62 -27 275 146 112 113 102
Online revenues (yoy in CZKm) n.a. 248 432 602 407 577 598 616

Source: Company data, WOOD Research

Last year the company delivered c.1.4m orders, approximately 2.5x more than 2018 (a 2018-21
CAGR 37%). The order frequency per active customer stood at 1.9x in 2021, similar to historical levels.
Once again, we do not have enough information on how the company intends to increase order
frequency, so we assume 50bp growth for 2022E and 2ppt in our medium-to-long-term horizon (a 2021-
25E CAGR of 1.4% vs. a flat c.1.9x vs. 2018-21), with potential upside depending on the success of the
company’s loyalty efforts.

New active customers drive the total orders

inm
5.0
4.5
4.0
35
3.0
25
2.0
15
1.0
0.5
0.0

New customers Active customers Total orders

Source: Company data, WOOD Research

Bricks & mortar & other

Physical presence to scale down gradually. We expect bricks & mortar revenues to decline in the
next three-to-four years (2021-25E CAGR of -10.7%), in line with the company’s decision to transition its
own-operated bricks & mortar pharmacies to franchise partners. We expect a fall in bricks & mortar
revenues of ¢.10% in 2022E, estimating that it transfers five own-branded pharmacies both this year and
next. This should be offset, however, by the improvement in sales per pharmacy, which are driven by
our inflation estimates.

Revenues in bricks & mortar and other segments

CZKm 2018 2019 2020 2021 2022E 2023E 2024E
Bricks & mortar total revenues 348.0 387.7 4435 408.0 366.7 309.4 266.6
Own pharmacies (#) 32 32 32 27 22 17 15
Revenues per unit 11 12 14 14 15 16 17
Revenues yoy 0.0% 11.4% 14.4% -0.2% 8.2% 6.0% 5.0%
Other revenues 116.0 72.4 107.2 141.2 169.9 208.3 249.4
Rebates from vendors - 56.5 74.6 89.0 112.8 136.0 162.0
Delivery fees - 10.1 25.0 40.5 51.2 67.3 83.1
Rx dispensary fees - 5.8 7.6 6.7 5.9 5.0 4.3
Other - n.a. 0.0 5.0 0.0 0.0 0.0
Source: Company data, WOOD Research
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Gross margin

Pilulka has been generating a gross margin (the cost of inventories plus the cost to achieve sales,
including services and consumables) of 10% historically (2018-21). For 2021, it was 10% on the
consolidated business and 11% for the stand-alone Czech business, which is materially lower than the
high-teens figures generated by the market-leading retail chains, Dr. Max and BENU (c.20%), but a touch
better than its primarily online peer Lekarna.cz (c.9%). Compared to its Western-based international
peers, Shop Apotheke and Zur Rose, this is also ¢.15% and 5% lower, respectively.

Pilulka has not offered the granularity that would allow us to parse its cost structure, and compare it with
its international peers on a like-for-like basis. For modelling purposes, we assume a flat gross margin
trend across our forecast horizon, as margins have been stable historically.

Gross margin: cost of goods for resale/inventories, services and consumables to achieve
those sales

2018 2019 2020 2021
Pilulka (consolidated) 10.2% 10.3% 11.1% 10.0%
Pilulka (standalone CZ) 25.6% 18.3% 12.7% 10.8%
Dr. Max 18.4% 20.0% 20.2% 19.9%
BENU 19.1% 19.1% 19.8% n.a
Lekarna.cz 9.3% 9.9% 9.3% n.a
Median 14.3% 14.7% 15.5% 14.9%
Zur Rose* 15.8% 15.4% 16.3% 15.1%
Shop Apotheke ** 18.4% 19.6% 22.7% 25.1%
Median 17.1% 17.5% 19.5% 20.1%

Source: Company data, Bloomberg, commercial registry, WOOD Research. * Zur Rose’s gross margin is revenues less the cost of goods sold
(cost inventories held for resale + packaging materials + inventory allowance), ** Shop Apotheke’s gross margin is revenues less the cost of sales
(cost inventories held for resale +inventory allowance and provisions + contributions by suppliers through bonuses and discounts).

Based on management figures, the margin generated on goods purchased for resale, i.e., excluding
services and consumables, was 26.3% last year. While this figure is not available from its consolidated
results, the comparable figures for Dr Max and BENU were 30.8% (2021) and 30.2% (2020),
respectively. Historically, Pilulka’s stand-alone business in the Czech Republic has generated gross
margins more than 100bp higher than the consolidated business.

Realised margin on inventory

2018 2019 2020 2021
Pilulka (consolidated) 24.1% 25.7% 27.4% 26.3%
Pilulka (standalone CZ) 25.6% 26.9% 30.0% 27.6%
Pilulka (other) 23.5% 25.3% 19.9% 22.2%
Dr Max 29.4% 30.3% 30.9% 30.8%
BENU 28.8% 29.0% 30.2% n.a
Lekarna.cz 26.3% 22.8% 20.5% n.a
Median 27.5% 27.4% 28.8% 28.6%

Source: Company data, commercial registry, WOOD Research

Personnel

Headcount transitioning from pharmacists to warehouse employees. Pilulka ended 2021 with ¢.360
employees (c.340 excluding management), of which ¢.260 were based in Czechia. Approximately one-
third of its Czech employees work as pharmacists, one-third are warehouse employees and the
remainder are in offices. Along with Pilulka’s shift to reduce its own-branded pharmacies, we pencil the
bricks & mortar staff to fall by c.20 this year (c.3-4 employees per pharmacy), but this is offset by the
expected recruitment of ¢.40-50 employees for its new warehouse in Olomouc. Looking forward, we
pencil in personnel growth of in 10-20 p.a. for Pilulka in the medium term, as it is growing rapidly. In the
long term, we believe the personnel mix should gradually be skewed towards the online operations.

Historically, management salaries have grown faster rate than those of its employees (i.e. pharmacists
and warehouses employees). In line with management guidance that salary expectations for employees
should remain constant vs. the previous year, we keep salary growth for employees at 2%, while
management wage growth tracks our inflation forecasts for the CEE. We expect total personnel costs in
2022E of CZK 270m (+20% yoy) and grow by ¢.10% p.a. on average over the next 3Y.

Working capital

Pilulka has demonstrated sound working capital management, historically, in particular with regards to
inventory days outstanding (how many times the inventory is sold and replaced; a lower number indicates
tighter stock management). On the 2018-21 data, the inventory days outstanding was about five days
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better than our local peer group, which all have a materially larger base of physical outlets (except for
Lekarny.cz), nearly all of which stock a full complement of Rx drugs. Sales days outstanding were less
efficient than its peers in 2018-20, but are converging quickly with the median. In terms of the payable
days outstanding, which tracks the average time it takes Pilulka to pay its creditors, the average was
¢.50 days, shorter than both Dr. Max and BENU.

Days inventories, days sales and days payables outstanding: Pilulka vs. its peers

Inventory days outstanding Sales days outstanding Payable days outstanding
2018 2019 2020 2021 2018 2019 2020 2021 2018 2019 2020 2021

Pilulka 22.1 23.6 19.3 20.9 42.3 39.8 29.5 25.6 49.5 52.8 44.4 4.7
Dr. Max 32.2 31.9 32.4 n.a 19.2 17.6 16.6 n.a 75.6 73.7 73.3 n.a
BENU 38.2 37.5 33.0 n.a 22.1 22.5 22.4 n.a 58.9 63.6 61.6 n.a
Lekarna.cz 21.4 15.2 10.1 n.a 34.1 29.0 26.0 n.a 34.8 36.7 34.3 n.a
Zur Rose 23.1 22.3 24.1 23.1 26.7 29.5 29.9 26.1 28.5 27.9 27.4 28.1
Shop Apotheke 34.5 32.4 33.6 40.9 14.4 12.7 10.7 10.0 21.4 19.6 20.3 29.8
Median 27.7 27.7 28.3 23.1 24.4 25.7 24.2 25.6 42.1 44.7 39.4 29.8

Source: Company data, WOOD Research, Bloomberg, commercial registry

We also typically look at net working capital days, which incorporate not only inventory and receivables
management but also payables, i.e. its ability to use suppliers to bear its cost of holding stock. Here,
Pilulka is the only business operating with negative NWC, although Dr. Max is quite close. Pilulka does
not specifically break out short-term liabilities (payables) on a consolidated basis, as according to the
company, they are essentially all trade payables. On an unconsolidated basis, trade payables
represented ¢.88% of the 2021 short-term liabilities.

NWC days

2018 2019 2020 2021
Pilulka 16.9 -1.6 -5.9 -0.9
Dr. Max 0.7 25 1.3 4.7
BENU 17.2 25.0 20.2 n.a
Lekarna.cz 34.1 29.0 26.0 n.a
Zur Rose 31.1 35.3 35.9 26.8
Shop Apotheke 56.8 60.5 42.3 36.9
Median 24.1 27.0 23.1 15.7

Source: WOOD Research, Bloomberg, commercial registry

Capex

We assume 2022E capex of CZK 85m, in line with the management guidance. This should be used
predominantly for intangibles, i.e. in-house software and IT development (CZK 50m), with the balance
for PP&E (CZK 35m). Management has indicated expansion and investment into the warehouses in its
existing markets, but has not gone into specific details, so we assume similar capex needs for PP&E as
in previous years. Its ability to improve the monetisation of its online customer base lies in its tech
capabilities, so we believe the main capex requirements should be in IT and software development,
which we pencil in at 1.8% of sales for 2022-24E (total capex should be ¢.2.5% of sales).

Balance sheet

We assume that the company begins to start financing itself with debt in 2022E. We believe Pilulka
should turn to debt financing this year, to meet its capex needs and fund its operations. We pencil in a
debt capacity of CZK 80-110m in the medium term, and net financial expenses of ¢c.CZK 3-8m p.a. in
the next five years, reflecting the higher cost of financing environment. This should turn net debt/EBITDA
positive, hovering around 1.7x this year (from -1.7x in 2021) and falling to 1.2x by 2024E. Consequently,
the debt/equity leverage ratio should increase to ¢.20% this year and 57% by 2024E, up from average
of the past two years of ¢.10%.

The company runs with a very low amount of debt, currently. Its liabilities to credit institutions are
predominantly revolving credit facilities (with less than 5Y maturity), denominated in CZK at the 1M or
3M local interbank rate, with a ¢.5% spread for the most recent year. Bank loans at the end of 2021 stood
at CZK 21m, similar to 2020. The revolving credit facilities are secured by inventories, trade receivables
and third-party guarantees. On the asset side, we note that ¢.47% of non-current assets are intangibles,
representing its software, while ¢.36% are PP&E.
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Profitability and FCF

The company should turn profitable on the bottom line in 2024E. We expect the EBITDA margin to
remain flat this year at 0.5% (after adjusting for a one-off write-off and impairments in 2021) but then rise
gradually to 1.5% by 2024E, converging towards its e-pharmacy peers. Thus far, it has generated
negative FCF, as it is in the growth stages. Its softer operating margins and continued investments in IT
development mean that it should not generate positive FCF until 2026E. Below the EBITDA line, we
forecast the D&A and financing costs to rise, due to the higher investment requirements. On these

assumptions, the company should break even by 2024E.

Income statement: summary

CZKm 2018 2019 2020 2021 2022E 2023E 2024E
Revenues 1,009 1,239 1,780 2,380 2,775 3,333 3,929
Online 550 779 1230 1831 2238 2815 3413
Bricks & mortar and other 464 460 551 549 537 518 516
Gross profit 103 127 198 238 281 341 402
EBITDA 5 -24 25 29 13 36 60
Net financial expense -4 -7 -26 -11 -3 -5 -7
Taxes 0 1 -1 -1 -1 -1 -1
Minority interest -1 -5 -4 0 0 0 0
Net income to equity holders -25 -45 -22 -25 -26 -8 6
Gross margin 10.2% 10.3% 11.1% 10.0% 10.1% 10.2% 10.2%
EBITDA margin 0.5% -1.9% 1.4% 1.2% 0.5% 1.1% 1.5%
Online channel growth n.a. 41.6% 57.9% 48.9% 22.2% 25.8% 21.2%
Source: Company data, WOOD Research
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E-commerce in 2022E

Anecdotal data suggests a tough 1Q22 for e-commerce retailers in Czechia and indicates slower
growth overall for 2022E. According to the local e-commerce specialists, growth in 1Q22 was
slower than the previous year, albeit from a high base. Thus far, speaking with retailers in CEE
and based on statistical data on the local consumer retail market, we believe that demand
remains solid, even with looming signs of economic downturn.

Shoptet.cz, a local e-commerce solutions/platform provider, has published its 1Q22 e-commerce update,
based on proprietary data from the companies that its services (around half of the 55k e-shops in the
Czech Republic). According to this data, 1Q22 e-commerce turnover rose 9%, albeit from a still-high
pandemic base, from CZK 54bn in 1Q21 to CZK 59bn in 1Q22. The growth was driven primarily by the
first two months of the year (c.11% yoy), after which the conflict in Ukraine decreased the pace to 5%
yoy. In a more recent newspaper interview, Shoptet.cz’s CEO, confirmed the tougher start for
e-commerce in the Czech Republic.

According to Heureka, one of the largest price comparison platforms in the CEE (c.23m users p.m.),
1Q22 e-commerce turnover declined sharply vs. the previous year. The contraction was 25% yoy (from
80% yoy growth in 1Q21), due to the high base in 2021, accelerated by weaker consumer sentiment on
rising prices and the Ukraine conflict. Compared to pre-pandemic levels, however, turnover grew,
according to Heureka’s CEO, Tomas Braverman.

The head of APEK, Mr. VetySka, also commented that 2H21 experienced a growth deceleration, as
lockdowns were lifted, and sees slower 2022E growth of “above 10%”, below the long-term trend outlook
of 15%.

Separately, according to monthly transaction data published by the CSU, the first five months of 2022
recorded a decline in retail purchases via the internet and mail order. The greatest drop in the recorded
turnover for online retail was during March and April, at 19% and 14% respectively, with a total 1Q decline
of ¢.14%. The fall is also attributable to the high base in 2021, as severe lockdowns in the country forced
consumers to turn online.
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The 2Q22 results

2Q22 results

After explosive growth during the pandemic, Pilulka has continued to record solid sales so far in
2022E, albeit with signs of a deceleration. The 2Q22 sales grew +30% yoy, to CZK 0.69bn (from
CZK 0.53bn in 2021), posting a solid quarter and recovery vs. the previous quarter. We believe this is
due to Pilulka’s efforts to increase its active customer base, i.e. organic growth in the online segment,
rather than inflation driven. Speaking with the company, price adjustments on its inventory have been
implemented to reflect the inflationary environment, but not drastically so far. We note that the 1Q22
results were affected negatively by the high base in 1Q21, due to the pandemic-related lockdowns, and
by the start of the Ukraine conflict in February, which caused a sudden drop in sales. Consequently,
1Q22 sales dropped in both yoy and qoq terms.

CZKm 2Q22 1Q22 4Q21 3Q21 2Q21 1Q21 1H22 1H21
Total Sales 690 630 680 500 530 670 1,320 1,200
goq 10% 1% 36% -6% -21% 22%

yoy 30% -6% 24% 24% 33% 56% 10% 45%
EBITDA margin n.a n.a n.a. n.a. -0.3% 4.9% n.a 2.6%

Source: Company data, WOOD Research

Total 1H22 sales (ex. franchise sales) were CZK 1.3bn (from CZK 1.2bn in 2021). This represents ¢.10%
growth yoy, compared to the previous year’s +45% yoy. The Ifl sales growth in 1H22 was around 30%
yoy so sales remained solid, excluding the strong impact of the COVID-19 portfolio in 1H21, albeit
still decelerating.

In its press release, the company confirmed our view on the decelerating e-commerce market locally,
and slower sales for Pilulka, which we believe are trending towards normalisation. The company issued
revised 2022E sales guidance of CZK 2.8bn in April this year. This implies 18% yoy growth, which,
although positive, represents a slowdown vs. the pandemic boom. The deceleration is not surprising, in
our view, as the local e-commerce market is cooling off.

In our conversations with the company, it reiterated its guidance that the target is achievable, taking into
account the second half of the year, which is stronger for Pilulka traditionally. Assuming flat 2H22E
results, the revised target implies that the remaining half-year should grow at a fairly-robust c.20% yoy.
In our view, this is plausible, given the non-discretionary and non-cyclical nature of the business, and
the underlying inflationary environment, which should be supportive.
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Valuation

DCF

We value Pilulka using a 10Y DCF model, which generates at a 12M PT of CZK 1,120/share, or 6.6%
upside to the current level. Our key assumptions in our DCF model include:

v" A WACC of 10.6%, starting with a risk-free rate of 4.5% for the Czech Republic and an equity risk
premium of 5.0%.

v" We apply a levered Beta of 1.22, starting with the unlevered Beta from the Damodaran sector
database of 1.24 for European online retailers.

v We calculate the terminal value as the average of: 1) the perpetuity with a 3% TGR; 2) an exit
EV/EBITDA of 7.5x; and 3) an exit EV/sales of 0.85x.

DCF
CZKm 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E
Sales 2,775 3,333 3,929 4,576 5,295 6,067 6,898 7,793 8,755 9,789
EBIT -22 -3 14 41 82 130 187 256 326 402
NOPLAT -23 -3 11 33 67 105 152 207 264 325
Depreciation 33 37 44 52 61 70 80 89 101 114
Change in NWC 3 13 16 9 10 11 11 12 13 14
Capex -85 -75 -86 -94 -101 -108 -114 -119 -124 -127
FCF =72 -28 -14 1 36 78 129 189 255 327
PV of FCF -69 -24 -11 1 23 44 65 86 104 120
I. Perpetuity (g=3%) 1. Exit EV/EBITDA 7.5x lll. Exit EV/sales 0.85x Risk-free rate 4.5%
Sum of PV 357 357 357 Levered Beta 1.22
PV of Terminal value 1,668 1,497 3,205 Risk premium 5.0%
Total EV 2,025 1,854 3,562 Cost of equity 10.6%
Net cash (2021) 50 50 50 Cost of debt 7.5%
Equity value 2,075 1,905 3,612 Tax rate 16.1%
Fair value (CZK/share) 830 762 1,445 Effective cost of debt 6.3%
Average (CZK/share) 1,007 Weight of equity 99.2%
12M PT (CZK/share) 1,120 Weight of debt 0.8%
Upside/(downside) 6.6% WACC 10.6%

Source: WOOD Research

Peer group valuation

As a sanity check for our DCF valuation, we consider Pilulka’s forward earnings on the median peer
multiples for European e-pharmacies (Zur Rose and Shop Apotheke). On this basis, applying a 0%
trading premia, we see a fair value for Pilulka on the forward EV/sales multiples of CZK 1,104/share. On
the forward EV/EBITDA multiples, we have chosen to look only at 2024E, as by this time we expect
Pilulka’s earnings to have converged towards its EU e-pharmacy peers. On this basis, applying a 0%
premia for EV/EBITDA, we see a fair value of CZK 752/share. Applying weights of 80/20, we reach a fair
value of CZK 1,034/share, 8% below our 12M PT, and 2% below the current share price.

Peer multiples valuation

EV/sales EV/EBITDA*
Median 2022-24E peer group multiples 0.8 30.3
Premium/(discount) 0% 0%
Average 2022-24E forecasted earnings 3,346 60
EV 2,710 1,830
Net cash (2021) 50 50
Equity value 2,760 1,880
Fair value (CZK/share) 1,104 752
Weight 80% 20%

Weighted fair value (CZK/share)

1,034

Source: Bloomberg, WOOD Research; *for EV/EBITDA multiples sanity check, we look at the 2024E EBITDA earnings and the 2024E peer median

group multiple
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Share price performance vs. peers

Sector performance and valuation

Pilulka’s share price rallied to a peak in January 2022 at CZK 1,800, implying a c.+220% gain since its
IPO. Since then, however, it has de-rated, losing ¢.40% of its peak value, currently, although it still trades
at double the IPO price. Comparable peers like Shop Apotheke and Zur Rose also have de-rated since
their LTM peaks: Shop Apotheke trades currently at a 45% discount to the peak, while Zur Rose is at a
€.85% discount. We believe the share price weakness of Zur Rose and Shop Apotheke can be explained
partially due to the slowdown in the rollout of the eRx system in Germany, moderating sales expectations
in the short-to-medium term. An improved outlook on the implementation of Rx sales online may be a
trigger going forward, which is not available to Pilulka in the near term. If we compare the price trends,
Pilulka’s share price drop has been less than its peers in the last 12M, while it has underperformed
compared to the PX index, and trades at ¢.50% discount on a LTM basis.

Share price relative to the local market index
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On our estimates, Pilulka trades at an average 2022-24E EV/sales multiple of 0.81x, a ¢.60% premium
to the EU e-commerce retailers in our peer group (2022-24E EV/sales of 0.52x). There are still
differences among our EU e-commerce retail peers basket however. We look more closely at the pure

e-pharmacies such as Zur Rose and Shop Apotheke, which have de-rated significantly over the past
12 months.

Zur Rose and Shop Apotheke were trading at a median of ¢.2.5x EV/sales in the latter half of 2021 (a
60% premium vs. Pilulka at 1.4x), but have dropped steeply since, and are now at ¢.1.0x, a ¢.60%
discount to the 2021 average and at similar to pre-pandemic levels. We believe that on top of the market-
wide sell-off in e-commerce stocks, the de-rating of the Swiss and German-based e-pharmacies was
also due to the slower-than-expected roll-out of the eRx system in Germany, which has hampered sales

expectations in German e-pharmacy. Pilulka now trades on a par with the 2022-24E EV/sales of Zur
Rose and Shop Apotheke.

Looking at online retailers of a discretionary nature, such as the clothing segment (Asos, Boohoo,
Zalando), these trade at median 2022-24E EV/sales of ¢.0.35x, a significant discount vs. pre-pandemic
levels and our median EU e-commerce peer basket. We believe this is due to the lower median growth
outlook for sales for the fashion/clothing retailers (2021-24E revenues CAGR of 10%) compared to those
of Pilulka and its peers with non-discretionary businesses like Ocado, HelloFresh and Zooplus, which
have median 2021-24E revenue CAGRs of ¢.15% and trade at 2022-24E c.1.0x EV/sales.

Pilulka trades at a similar level to its EU e-commerce retailers, in general, compared to its global peers
(which, in addition to retail, also include business lines including SaasS, logistics and entertainment, which
generate higher earnings as they grow in scale). It is also at a similar level to the US healthcare
companies with a large established retail pharmacy presence, and an online presence, but lower median
growth outlook due to other mature business segments, like health insurance and pharmaceuticals.

We expect improved profitability for Pilulka by 2024E which, we believe, should have converged towards
the expected profitability of our e-pharmacy peers. On the back of this improved profitability, which it is
yet to be seen whether Pilulka can deliver, our forecast implies a 2021-25E EBITDA CAGR of 27.7%,
similar to the median of its e-pharmacy peers (2021-24E CAGR of 21.2%). Pilulka trades at a 2024E
EV/EBITDA of 45x, compared to its e-pharmacy peers with 2024E median of 30.3x.
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LTM EV/sales (based on 2021 and 2022E)
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Source: Company data, Bloomberg, WOOD Research. The chart above presents the EV/sales, based on actual reported historical figures for 2021. For 2022, we use the Bloomberg
consensus estimates for the peers and our forecasts for Pilulka.

Looking at EV/sales trends in the past 12 months, we see pressure on valuations for e-pharmacies as
all three companies have de-rated significantly. The average LTM EV/sales for Zur Rose and Shop
Apotheke stood at 1.8x: they trade currently at one standard deviation below the average, at 1.0x. Pilulka,
which has traded ¢.20% below its peers in the LTM on EV/sales is also at c.1.0x: again, one standard
deviation below its trailing 12M average

Peer valuation multiples

Mcap ADTV EV/sales EV/EBITDA
(EURm) (EURm)| 2019 2020 2021 2022E 2023E 2024E| 2019 2020 2021 2022E 2023E 2024E
Pilulka 107 0.02 0.7 0.8 14 1.0 0.8 0.7 n.m. 53.2 113.7 205.7 73.8 44.6
Zur Rose 864 12.7 0.9 1.7 25 0.6 0.5 0.5 n.a. n.a. n.a. n.a. n.a. 36.4
Shop Apotheke 1,749 9.9 1.0 18 2.7 1.3 1.0 0.8 na. 117.3 n.a. n.a. 66.2 24.1
Asos 1,127 9.5 1.1 11 11 0.3 0.3 0.2 279 12.9 13.1 6.2 4.3 3.4
Boohoo 875 9.1 3.2 3.0 1.9 0.6 0.4 0.4 37.8 317 21.2 17.3 8.9 6.3
HelloFresh 5,862 44.8 1.0 17 2.2 0.5 0.5 04| 1314 13.4 26.7 8.5 6.2 4.3
Ocado 8,049 25.4 5.4 6.5 6.7 2.6 2.4 2.0| 205.8 88.8 158.0 337.2 51.2 27.1
Showroomprive 142 0.3 0.2 0.1 0.4 -0.1 0.2 0.1 n.a. 2.3 7.0 n.a. 3.4 2.6
Zalando 6,753 51.0 15 1.9 2.2 0.6 0.5 0.5 26.6 26.7 34.5 13.7 10.2 7.3
Zooplus 2,760 0.0 0.5 0.5 1.1 0.9 0.8 n.a. 66.6 14.3 149.3 26.7 21.3 n.a.
EU e-commerce retail 1,438 9.7 1.0 1.7 2.2 0.6 0.5 0.4 52.2 20.5 26.7 15.5 9.6 6.8
Pilulka vs. median -27%  -56%  -36% 60% 49% 64% nm. 160% 326% 1225% 671% 557%
CVS. Health 120,833 477.0 0.6 0.6 0.6 0.5 0.5 0.5 8.1 7.4 8.4 8.5 7.7 7.0
Walgreen Boots 31,976 278.8 0.5 0.6 0.6 0.3 0.3 0.3 9.4 13.0 8.8 7.0 6.9 6.8
Rite Aid 396 29.6 0.2 0.3 0.3 0.3 0.1 0.1 n.a. 6.5 7.0 10.5 6.8 6.9
US pharmacies 16,707 154.2 0.5 0.6 0.6 0.5 0.5 0.4 9.4 7.4 8.4 10.5 6.9 6.8
Pilulka vs. median 42% 33% 143% 77% 64% 64% n.m. 624% 1259% 1857% 965% 552%
Alibaba 325,259 2,505.8 8.2 8.1 4.2 1.7 1.8 15 32.9 29.4 20.7 11.4 10.0 8.0
Allegro 6,048 18.9 n.a. 22.3 12.4 35 2.8 2.3 n.a. 56.2 33.3 14.0 11.9 9.6
Amazon 1,145,182  9,962.1 33 3.6 3.7 2.3 2.0 1.8 23.3 26.0 26.2 17.0 13.3 11.1
Etsy 10,747 411.0 9.0 6.9 12.1 4.8 4.2 3.6 52.1 24.4 51.4 18.1 15.0 12.2
Global e-commerce 168,003 1,458.4 8.2 7.5 8.1 2.9 2.4 2.0 32.9 27.7 29.7 15.5 12.6 10.4
Pilulka vs. median -91% -90% -83% -67% -66% -66% n.m. 92% 282% 1227% 484% 330%
Source: Company data, Bloomberg, WOOD Research
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Peer growth, profitability, and gearing metrics

2021-24E CAGRs

EBITDA margin

Net debt/EBITDA

Revenues EBITDA Net 2021 2022E 2023E 2024E 2022E 2023E 2024E
Pilulka 18.2 27.7 n.m. 1.2 0.5 11 15 17 1.5 1.2
Zur Rose 17.9 n.m. n.m. -8.3 5.1 -1.7 1.3 n.m. n.m. 17.0
Shop Apotheke 24.4 n.m. n.m. -3.7 -0.4 1.6 3.4 n.m. 3.0 1.3
Asos 8.7 -0.2 -10.3 8.4 4.6 5.8 6.5 0.6 0.4 0.3
Boohoo 9.2 -4.3 0.0 8.8 3.2 4.6 5.9 0.6 0.1 0.2
HelloFresh 16.9 18.0 17.2 8.2 6.4 7.3 8.4 -0.4 -0.8 -1.1
Ocado 15.3 40.1 n.m. 4.2 0.8 4.6 7.5 42.4 9.5 5.7
Showroomprivé 1.1 -9.1 -18.7 6.2 43.8 4.4 4.5 -0.7 -1.5 -2.0
Zalando 10.4 10.2 12.3 6.4 4.3 53 6.4 -1.2 -0.6 -0.6
Zooplus n.m. n.m. n.m. 0.7 35 3.8 n.a. -0.9 -1.1 n.a
EU e-commerce retail 12.8 5.0 0.0 6.2 35 4.6 6.1 -0.4 -0.3 0.2
Pilulka vs. median 42% 454% n.m. -80% -87% -76% -75% -508% -657% 435%
CVS. Health 5.2 3.2 0.0 6.9 6.4 6.5 6.6 21 1.7 1.3
Walgreen Boots 1.9 -8.7 18.6 6.5 4.7 4.5 4.7 15 1.3 1.6
Rite Aid -0.4 -23.8 n.m. 4.3 25 2.0 1.9 9.7 5.9 6.0
US pharmacies 1.9 -8.7 9.3 6.5 4.7 4.5 4.7 2.1 1.7 1.6
Pilulka vs. median 878% -420% n.m. -81% -90% -76% -67% -18% -15% -27%
Alibaba 13.0 11.1 19 20.1 15.1 17.7 19.1 -3.9 -1.9 -1.9
Allegro 325 14.4 12.2 37.2 24.7 23.1 24.0 2.0 14 0.9
Amazon 141 18.6 20.7 141 13.5 15.0 16.0 0.5 0.5 0.6
Etsy 12.9 22.0 13.8 23.5 26.4 27.9 29.4 0.0 0.0 0.0
Global e-commerce retail 135 16.5 13.0 21.8 19.9 20.4 21.5 0.2 0.3 0.3
Pilulka vs. median 34% 68% n.m. -94% -98% -95% -93% 623% 472% 250%
Source: Company data, Bloomberg, WOOD Research
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The Czech retail pharmacy and health and beauty markets

The publicly-available statistics for the overall Czech pharmacy market are imperfect, as they focus either
narrowly on the sales channel, i.e., bricks & mortar stores excluding e-shops, or on prescription and
registered OTC drugs, but excluding other CHC goods sold commonly at pharmacies. We can say,
however, that the turnover of the pharmacies through the bricks & mortar channel was around
CZK 65.5bn in 2020, according to the CSU. Of this, Rx and registered OTC drugs accounted for
¢.CZK 50.3bn, according to the Czech Institute of Health Information and Statistics (UZIS), or ¢.77%.

In 2020, total spending on medicines was CZK 88.2bn, according to the latest available data from UZIS.
Of this, ¢.43% was generated by the country’s ¢.100 hospital pharmacies, and ¢.57% by the c.2.5k public
pharmacies (the applicable market segment for Pilulka and its peers). Among the public pharmacies, Rx
generated c.CZK 42bn of turnover and the remaining CZK 8.4bn was for OTC drugs.

The Czech pharma market is mature, like much of Europe, with 2011-20 revenue CAGRs of 4.2% for Rx
and 2.9% for OTC (OTC sales were impacted negatively in 2020). In the case of Rx, this was driven by:
increased use of expensive (usually biological) cancer drugs (typically hospital drugs) and an increase
in the number of new hospitals and clinics. UZIS does not comment on the OTC market drivers but the
pre-pandemic 2017-19 CAGR was 10.8%, vs. a 2011-17 CAGR contraction of 2.2%, on a per capita
basis. We speculate that this is part of the broader trend towards healthier lifestyles, for example.

Turnover of medicines at Czech pharmacies

CZKbn 2017 2018 2019 2020 2017-20
CzZKbn % of total CZKbn % of total CZKbn % of total CzZKbn % of total CAGR

Total revenues 71.6 100.0% 75.8 100.0% 80.6 100.0% 88.2 100.0% 7.2%
Hospital pharmacies 28.2 39.4% 315 41.5% 32.7 40.6% 37.9 43.0% 10.3%
Rx 27.8 38.8% 31.0 40.9% 32.3 40.0% 375 42.5% 10.5%
oTC 0.4 0.6% 0.5 0.6% 0.4 0.6% 0.4 0.4% -3.0%
Public pharmacies 43.4 60.6% 44.3 58.5% 47.9 59.4% 50.3 57.0% 5.0%
Rx 35.6 49.7% 36.0 47.4% 38.7 48.0% 41.9 47.6% 5.6%
oTC 7.8 10.9% 8.4 11.1% 9.2 11.4% 8.4 9.5% 2.4%

Source: UZIS, WOOD Research; note: figures exclude medical equipment

We note that OTC expenditures are defined narrowly by UZIS, i.e., registered medicinal products sold
without prescriptions, identifiable by the fact that they include an informational leaflet, like prescription
drugs. It excludes nutritional supplements and infant foods, which are generally considered as CHC, as
well as cosmetics and other health and beauty goods.

Taking the CZK 65.5bn turnover for bricks & mortar pharmacies from UZIS and stripping out the figures
for Rx and registered OTC drugs, we reach CZK 15.2bn, or ¢.23% of the turnover, which is primarily
other CHC products, we believe. As a sanity check, we compare this with the reported sales mix of
Pilulka’s bricks & mortar units, and can see that they are broadly comparable.

Typical bricks & mortar pharmacy sales mix Pilulka’s bricks & mortar pharmacy sales mix

oTC
13%

CHC
15%

Rx

oTc 55%

Rx 30%
64%

Source: Company data, CSU, UZIS, WOOD Research

Online, however, we see that Pilulka’s most popular categories of products are CHC and beauty &
cosmetics, while OTC lags at 15%. We speculate that one of the reasons for this is that consumers still
prefer to consult with pharmacists when purchasing OTC drugs.
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Pilulka: online sales mix

Cosmetics
24%
CHC
61%

Source: Company data, WOOD Research

On a per-unit basis, the country’s c.2.5k public pharmacies generated average revenues on
pharmaceutical and medical equipment of ¢.CZK 21m (UZIS data) in 2020, or just over CZK 27m
including CHC, based on CSU data. The former figure compares with average sales of c.CZK 350m for
¢.100 hospital pharmacies, nearly 17x higher. The main reasons for this, in our view, are above all: 1) the
much higher cost of typical hospital drugs (including biologicals, typically cancer treatments vs. drugs
dispensed directly to patients); 2) purchases of typical “consumables” used in the routine delivery of
care; and 3) the very large number of sub-scale “mom and pop” public pharmacies.

Average turnover per bricks & mortar pharmacy (Czechia)

Pilulka Dr. Max BENU CR Czechia (ave.) Germany (ave.)
Units 27 463 186 ~2,500 18,753
Physical sales per unit (CZKm) 19.2 44.9 33.3 21.0 69.9
Physical sales per unit (EURm) 0.8 1.8 1.3 0.8 2.8

Source: Company data, CSU, UZIS, ABDA, WOOD Research. Physical sales are calculated as total sales minus online sales. The number of
units was collected from press releases and media outlets for 2021.

The large pharmacy chains, on the other hand, perform materially better on this metric. In 2021, while
Pilulka’s own (small) 27 bricks & mortar pharmacy network generated an average turnover per store of
CZK 19.2m in Czechia, market leader Dr. Max, generated nearly CZK 45m and #2-ranked BENU
CZK 33.3m (bearing in mind that bricks & mortar are both their core businesses, unlike for Pilulka). For
the sake of comparison, the 2021 average for Germany’s c.19k public pharmacies was c.EUR 2.8m
according to data from the Federal Union of German Associations of Pharmacists (ABDA). This should
be taken with a pinch of salt, however, as there are significant differences when comparing individual
pharmacies in Germany. According to ABDA, about 60% of pharmacies do not reach the average sales
amount whereas some individual, large pharmacies greatly exceed it.

Health and beauty market

The retail pharmacy business is not just about prescription and registered OTC drugs. It overlaps with
broader CHC (registered OTC, but also supplements, for example) and infant and personal care.
Pharmacies commonly stock some or all of these FMCG, just like drugstores (e.g., parapharmacies, with
no dispensaries) or supermarkets, as they represent a way to grow the basket size for the same footfall,
and can typically generate better margins, especially when the mark-ups on the majority of their turnover,
Rx drugs, are regulated.

Looking at the broader group of health and beauty specialist retailers (i.e. pharmacies and drugstores),
these generated turnover in the country of CZK 96.3bn in 2020, according to data from Euromonitor, or
roughly 1.5x the turnover of public pharmacies alone. This is, again, a mature market, dominated
increasingly by five top players - the DM Drogerie, Teta/TOP and Rossmann drugstore chains, in addition
to Dr Max and BENU - with a 2012-20 CAGR of 3.2%. Also, like OTC drugs, we can see that the growth
has accelerated noticeably in the past few years. After a period of flat turnover in 2014-17, sales
accelerated to ¢.5% p.a. from 2018. According to Euromonitor forecasts, the segment should continue
to grow by ¢.3.8% p.a. through to 2025E, somewhat above the long-run trend,.
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Health and beauty specialist retailers (CZKbn) Health and beauty specialist retailers market share
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Retail pharmacy

Competitive landscape in Czechia

The Czech pharmacy market is split largely between chains owned or operated by the large drug
wholesalers on the one hand, and independently owned and operated pharmacies on the other. Between
them are a few mid-sized players, like Pilulka and Lekarna.cz, which differentiate themselves through
their large online presence.

The three major retail chains operate about 40% of the total public pharmacy units in Czechia (2.5k units,
stable historically). The rest of the segment can best be described as fragmented, where the majority of
pharmacies are operated by single-pharmacy owners or owners with two-to-five outlets, according to the
Czech Chamber of Pharmacists.

The top-three retail chains in order of pharmacy units (including franchise pharmacies) in Czechia
currently are Dr. Max (c.460), BENU (c.315), Pilulka (c.160), followed by Sanovia (c.40). Because of the
fragmented and saturated market, existing chains find it difficult to establish own-branded pharmacies,
and thus often revert to franchising solutions. This affects BENU and Pilulka predominantly, as they have
significant franchise segments. Dr. Max, on the other hand, is the only top pharmacy that does not offer
franchise solutions and has found success without it. Finally, there is one “pure-play” e-pharmacy that
we are aware of: Lekarna.cz, founded in 2003 and owned by Dr. Finsterle. Comparing the online segment
in Czechia, Lekarna.cz recorded higher sales than Pilulka in 2020.

Basic financial results of the top Czech pharmacies

CZKm

Sales EBITDA EBITDA Margin Net income margin
2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021

Dr. Max (CLH)
BENU CR

Pilulka (consolidated)

Lekarna.cz

20,015 21,098 22,566 1,376 1,475 1,517 6.9% 7.0% 6.7% 2.4% 2.5% 2.6%

6,230 7,581 8,700 408 567 n.a 6.6% 7.5% n.a 3.6% 4.5% n.a
1,239 1,780 2,380 -24 22 21 -1.9% 1.3% 0.9% -3.7% -1.2% -1.1%
720 1,272 n.a 18 46 n.a 2.4% 3.6% n.a 1.0% 2.6% n.a

Source: Commercial registry, WOOD Research. EBITDA for Pilulka is excluding changes in provisions and provisions for impairment to be able to compare to other peers. EBITDA
calculation for Pilulka includes the amortisation of positive/negative consolidation difference.

Based on revenues, the Czech retail pharmacy market is dominated by Dr. Max and BENU CR. Both
chains are integrated with large wholesalers: Dr. Max with ViaPharma (both are owned by local private
equity group Penta); and BENU with Phoenix (both are owned by Germany’s Phoenix Group). They are
also more profitable, posting ¢.6-7% EBITDA margins in the past three years and c.2-4% on net margins.
Pure-play e-pharmacy Lekarna.cz, also posted positive margins, albeit at about half the level of Dr. Max
and BENU.

Dr. Max’s sheer size also makes it the largest in terms of online sales (in absolute terms) among the
local (e-)pharmacies, but Pilulka is not far behind. In 2021, Pilulka posted c.CZK 1.8bn in the online
segment, close to Dr. Max’s ¢.CZK 1.9bn. When comparing pure Czech online sales, however, Pilulka’s
online presence more closer resembles BENU CR. We note that the data for online sales for its peers
are approximate (gathered from press reports), so we do not know their exact figures or breakdown,
unlike for Pilulka.
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Online sales of goods by Czech pharmacies
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Other drug wholesalers, like Alliance Healthcare and Ceska Lekarnicka also have organised groups of
independently-owned pharmacies: Alliance under the brand name Alphega (c.300 partners), and Ceska
Lekarnicka with Moje Lekarna (c.400 partners, as well as ¢.40 units owned by a subsidiary, Sanovia).

Key local pharmacy players

Dr. Max Group is owned by Penta, a CEE-based private equity group. The Dr. Max Group, a healthcare
holding company, operates one of the largest retail pharmacy chains in the CEE. Its presence spans the
CEE region and Italy, with a total of ¢.2.3k pharmacies (of which ¢.460 are in Czechia) under the Dr. Max
brand. The group’s retail pharmacy chain also has the benefit of being integrated with one of Penta’s
drug wholesalers, ViaPharma. Under the Dr. Max umbrella, the group began producing and rolling out a
private label catalogue in 2011, offering food supplements, OTC and non-prescription medical devices.
Venturing into private label is a growing and profitable market segment for pharmacies, especially those
with lower purchasing power and integration with a wholesaler: the advantages being greater margins,
improved customer loyalty and brand awareness. The turnover of its private label was c.CZK 1.8bn
(+11% yoy) in 2021, or c.10% of its total sales (25% in the OTC category according to a press release).
Dr. Max is also expanding its efforts in the online segment, generating impressive growth in the past five
years, with a 2017-21 CAGR of 60%. In 2021, revenues in the online segment were ¢.CZK 1.9bn
(+¢.50% yoy), c.50% higher than Pilulka’s online sales in Czechia.

BENU is owned by the Phoenix Group. The Phoenix Group is a leading healthcare provider in Europe
which operates several retail pharmacy chains across 14 European countries. It has more than 2.8k
pharmacies, predominantly under its largest and most popular brand, BENU (c.1.5k). In Czechia, there
are ¢.315 BENU-branded pharmacies. Like Dr. Max, BENU also benefits from the integration with a
wholesaler, which is owned by the Phoenix Group.

Lekarna.cz operates a fully online pharmacy business model across the Czech Republic. Itis, to
our knowledge, the only ‘pure’ e-pharmacy in Czechia. It is owned by Dr. Finsterle, who founded the
company in 2003.

Top pharmacies’ owned-operated units, Czechia, 2020 Top three retail chains: market share by sales, 2021
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Dr.Max
(CLH), 462 __—

BENU CR,

/174

Pilulka
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Source: Czech Chamber of Pharmacists annual report 2020, Company data, Commercial registry, key local and regional market players, WOOD Research
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Regional context

There were ¢.143k pharmacies in Europe in 2021, according to the study compiled by ABDA. In the CEE
countries, where Pilulka currently operates, the largest number of bricks & mortar pharmacies was in
Romania, with ¢.8.6k, followed by Czechia at 2.5k, and Slovakia at 2.0k. Per capita, the greatest density
of pharmacies was in Romania, with 44 pharmacies per 100k inhabitants. In Slovakia it was 37 and in
the Czech Republic, 24. The EU average, in comparison, was 32 pharmacies per 100k inhabitants.

Number of pharmacies in Europe, 000 Density of pharmacies per 100k residents
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Source: WOOD Research, Federal Union of German Associations of Pharmacists

In Central Europe, there are four primary retail pharmacy chain owners: PENTA (the Dr. Max brand),
Phoenix Group (the BENU brand), Walgreens Boots Alliance (the Alphega and Boots brands) and
Vilniaus Prekyba (the Euro-Apteka brand). Together, these firms operate c.6.5k pharmacies, according
to IQVIA report in 2021.

Pharmacy operators in Europe

p NTA VILNIAUS PREKYBA PHOENIX group Q) » Walgreens Boots Alliance

Dr.Max chain ) Euro-Apteka chain Boots own chain
Benu own & PHOENIX Boots own & Alphega
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Source: IQVIA

Key regional e-pharmacy players

There are two major e-pharmacy players, Zur Rose and Shop Apotheke, which operate predominantly
within the DACH region and are the most relevant publicly-listed peers to compare with Pilulka. Germany
is slowly rolling out a fully-fledged eRx system, allowing mail order or online purchases of prescription
drugs. Although the initiative has met some delays and is in the testing stage, the companies
are confident that the full rollout should get underway in 2022E and be implemented by 2023E. To
prepare for this, both Zur Rose and Shop Apotheke have invested heavily into the infrastructure for online
sales of Rx.

Swiss-listed Zur Rose is the largest e-pharmacy in Europe, by sales. It operates primarily in
Germany, under the leading Doc-Morris brand, and recorded a consolidated 12.4m active customers in
2021. Other than its core market, it is also present on a smaller scale in France and Spain, and is a
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leading drug wholesaler in Switzerland. Zur Rose is actively developing a healthcare eco-system,
leveraging its e-commerce business to build a digital health umbrella for customers, beginning from
awareness of health issues to diagnosis, treatment and monitoring.

Dutch-based Shop Apotheke Europe is the second-largest e-pharmacy in Europe, focused on the
DACH region, the Netherlands, Belgium, France and Italy. The e-pharmacy recorded almost 8m active
customers across its regional portfolio in 2021, including its core market: Germany. The pure online
retailer aims to build the leading e-pharmacy platform in Europe.
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Regulatory environment

The sale of prescription pharmaceuticals and consumer healthcare products, in general, is
subject to a relatively-high level of national regulation. The main difference between member states
is in the sale of prescription drugs; and, to a lesser extent, the sales channels allowed for regulated OTC
products. Within the EU-27, countries primarily in Scandinavia and NWE allow the sales of Rx drugs via
e-shops or mail order. In the rest, including the Czech Republic, Rx drugs are available only from
registered pharmacies. Most of the rest of Europe allows the sales of registered OTC products via
pharmacies, but not other e-shops. Some countries, including the Czech Republic, make exemptions for
some registered OTC drugs to be sold outside of pharmacies or specialised e-pharmacies: in
parapharmacies, grocery stores or fuel stations, for instance. In the Czech Republic, at least, this range
is limited, and the share of total sales through these channels is marginal (mid-single digits).

Pharmaceuticals sales online: channels allowed

@ | :gal purchase of both Rx and CH products
@D | cgal sales of CH products only (registered/non registered)

Legal only for food supplements and medical devices
(not legal for registered CH and Rx medications)

@ Online pharmacies not legal/

legal only in limited circumstances /
still considered, but not implemented yet

Out of scope

Source: IQVIA Czech Republic; Rx = prescription, CH = consumer health

Online Rx sales are not in the current government’s programme

As the penetration of e-commerce has grown in the country, there have been efforts in the Czech
Republic to permit online sales of Rx drugs, as well as OTC. Pilulka, and other pharmacy chains like
Dr. Max, expect the law to be amended, at some point, and that pharmacies would be allowed to
dispense Rx drugs by mail order and/or sell online.

Former Health Minister Adam Vojtech (of the current opposition party, ANO) first proposed the idea of
allowing online sales of Rx drugs in 2019, at the urging of, and with support from, the National Council
of Persons with Disabilities. At that time, the draft failed to gain traction with the ruling coalition. The
Health Minister proposed a similar draft amendment to the Act on Addictive Substances in March 2021,
which would have allowed bricks & mortar pharmacies to dispense (most) prescription drugs by mail
order, but this was rejected in the final parliamentary reading. In the end, it had support from only 40%
of MPs in the ruling coalition, and was rejected by all the MPs from the opposition parties, including the
Pirates and ODS, as well as the far-right SPD and the Communists.

A new coalition government took office in late 2021, formed by the liberal-conservative SPOLU group
(ODS, KDU-CSL and TOP-09) and the PirStan group (Pirates, STAN). Pirates leaders support the idea
of mail-order sales in principle, but voiced concerns that the Health Ministry’s proposal failed to protect
independent pharmacies sufficiently (a point raised also by other traditional, small business-leaning
parties, e.g., ODS), as well as “patient safety”. Other parties, like TOP-09, have voiced concerns
regarding the safety of end-users when buying Rx drugs online. In general, there has been no recent
legislative push towards allowing online sales of Rx through mail order by the current coalition. Moreover,
we have not seen any indication that it is in the current legislative programme. Overcoming these
concerns is likely to be the largest political hurdle for legislative change, in our view.

The Czech Chamber of Pharmacists, which represents the views of mainly independent pharmacies, is
open to a discussion but its agreement is conditional on, inter alia: 1) the remuneration of pharmacy
care; and 2) settling on a platform for the continuity of patient-pharmacist contact.

Last mile

The biggest Czech pharmacies, Dr. Max, BENU, Pilulka and Lekarna.cz, all offer typical last-mile
options. These include: i) to-door delivery, either through Czech Post or third-party logistics operators
and couriers (like PPL, DPD); ii) pick-up points at their own or partner pharmacies; and iii) parcel lockers
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and pick-up, drop-off points (PUDO). Customers in Czechia prefer to collect orders themselves, as
opposed to to-door delivery, according to a 2021 survey. Thus, partnering with an established last-mile
operator, like Zasilkovna (Czechia’s largest operator of parcel lockers and PUDO points), is important,
as it improves the proximity for Pilulka’s customers, which could potentially drive more sales.

According to a survey published in mid-2021, about half (48%) of Czech e-commerce customers
now prefer to collect orders themselves. The survey, commissioned by APEK and Nielsen
Admosphere, found that e-commerce customers in Czechia prefer to pick up orders at either one of the
e-shop’s own pick-up points, lockers or PUDO points, as opposed to home delivery. This represents a
fairly substantial shift from when APEK ran the survey in 2018, when 66% preferred home delivery (45%
in 2021), while personal pick-up was preferred by only 23% of respondents. When asked for their
preference for pick-up points, 27% of 2021 respondents said that they preferred third-party locations
(their local post office, or a Zasilkovna partner), vs. 19% in 2018. Another 15% preferred to use an
e-shop’s own pick-up points (which, in the case of e-pharmacies, also includes the bricks & mortar shops
themselves) vs. 4% in 2018, and 6% preferred lockers (which were still relatively rare in the Czech
Republic four years ago). The pandemic played its part in this shift - 22% of respondents said that it was
a factor in choosing pick-up points vs. home delivery - but the growing availability of new locations was
another reason.

We believe that expanding the network of pick-up points is important for e-shops like Pilulka to
expand the customer base and improve proximity/accessibility to collect orders. Through own-
brand or third-party channels, Pilulka could potentially encourage the usage of these last-mile options
and consequently drive more sales. We believe that due to the growing preference for in-person
collection, there is increasing demand for pick-up locations as a flexible and affordable solution for end-
users, ensuring that the delivery of the product fits their schedule and preferences. This implies an
expanding importance for e-shops to partner with third-party providers like Zasilkovna, to increase the
number of dispensing points and serve the growing demand for pick-up locations, without the need to
invest heavily into a proprietary network.

With the exception of Dr. Max, all the top pharmacies offer last-mile deliveries through Zasilkovna. The
Status of E-commerce in Czech Republic 2022 project, which tracks e-commerce trends on its platforms,
shows that 42% of orders have been delivered through Zasilkovna so far in 2022. According to
Zasilkovna, it owns about half of the 3.5k parcel lockers in Czechia. Meanwhile, it is strengthening its
network with self-servicing lockers (Z-boxes) in attractive and high-traffic locations, such as shopping
centres, railway ticket offices and supermarkets. BENU has partnered with Rohlik.cz (one of the largest
local e-grocers), offering its product catalogue on the Rohlik.cz platform. Dr. Max, interestingly, does not
deliver through Zasilkovna or any other parcel locker operator, currently. According to press reports, it
intends to pilot its own-branded new self-service parcel locker network.

Currently, Pilulka operates c.25 Pilulka Boxes, mainly in Prague. By the year-end, it aims to have
¢.50 across the Czech Republic and Slovakia. In the trial phase, these were situated in Pilulka stores,
but new boxes are being added in high-traffic locations, which both extend customers’ last-mile options
and increase the company’s visibility.

Pilulka also offers a delivery service, Pilulka Auto. It highlights Pilulka Auto (a fleet of c.15 vehicles)
as a standout product offering same-day delivery. The survey by APEK and Nielsen also indicated that
67% of respondents would prioritise an e-shop that offers same-day delivery, which is positive for Pilulka.
The delivery service is limited so far, operating only in key regional cities. According to Pilulka, ¢.20% of
all orders are delivered to-door by this service, with ¢.70% sent through Czech Post, third-party couriers
or parcel lockers, and the remainder picked up at Pilulka points (including own/franchise pharmacies and
Pilulka boxes). The company’s long-term vision is to expand its delivery service to the major regional
cities of the Czech Republic. The main strategy of continuing with expanding and Pilulka Auto is to
promote its brand offering as a value-added service for customers throughout the process of purchasing
through Pilulka.

Product offerings of local e-commerce players

The retail pharmacy business does not just comprise prescription and OTC drugs. It overlaps with
the broader CHC, infant, personal care and beauty/cosmetics categories. Local pharmacies commonly
stock some or all of these product, just like in a supermarket or a drugstore (e.g. a pharmacy, with no
dispensaries). Pilulka offers a wide range of product categories online, from veterinary/animal goods to
electronics for personal care. Its local pharmacy peers sell practically the same items (other than OTC),
as do local marketplaces. To differentiate itself and attract more sales, the most important factor it
considers is pricing strategies between the local competitors in the online segment (e.g. loyalty
programmes and discount strategies).
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Other key ways to gain new active customers are to focus on: i) the overall customer experience ordering
through Pilulka online; ii) health tie-ins; iii) private label products; and iv) last-mile factors like delivery
costs and proximity to pick-up points.

By offering a wide range of products, e-pharmacies like Pilulka can act as a one-stop-shop for consumer
health-related purchases. To illustrate this, on Pilulka.cz, a customer may purchase fever relief drugs
(OTC), washing detergent, toilet paper, toothpaste/mouthwash and vitamin supplements: i.e. the basic
home cleaning and personal health items needed for the average person or family on a regular basis.
By increasing the product base, e-pharmacies like Pilulka may be able to upsell to its customers,
increasing the basket size and frequency of orders, as customers would be inclined to shop on one
platform for their needs.

We looked at the 13 product categories that Pilulka offers, and cross-checked their availability with the
local e-shops: i) pharmacies like Dr Max, BENU, Lekarna.cz, and dm.cz (a drugstore); ii) pure-play
e-commerce sites/platforms Alza and Mall; and iii) online supermarkets Rohlik.cz, Kosik.cz and iTesco.

Practically all the e-shops offer the same FMCGs, to some extent: toiletries (like personal cleaning
products), personal hygiene/care products (including dental care), special health food/beverages
(e.g. keto, paleo, gluten-free), and mother and infant care items. Food and nutritional supplements, like
vitamins and minerals, are also offered by all the players, and is a popular category, reflecting the
increasing demand for preventative healthcare and general wellness. Interestingly, animal care products
have also become widespread in e-pharmacies, including animal food/nutrition, treatment solutions/
creams and toys/equipment. The local pharmacies also all offer cosmetics and beauty products, geared
especially towards specialised dermo-cosmetics, with a subset of beauty products dedicated to
decorative cosmetics and beauty.

BENU also benefits from offering OTC drugs on a partner platform, through local e-grocer Rohlik.cz. The
online grocery store started listing BENU’s product catalogue after approval by the local regulator
in 2018.

Categories Pharmacies/drugstores E-commerce E-grocers

Pilulka Dr. Max BENU Lekarna.cz Dm.cz Alza.cz Mall.cz Rohlik.cz Kosik.cz iTesco
oTC v v v v v*
Beauty & cosmetics v v v v v v N
Dietary/food/nutrition suppl. v N v v N v v v Nhd v
Toiletries/hygiene/personal care v v Nadd v v v N v v v
Specialist health food/beverages v v v v v v v v v v
Mother and infant v v v v v v v v v v

Source: WOOD Research, *Through BENU partnership, ** limited offerings

When it comes to groceries (food and beverages), local e-pharmacies offer a limited selection, mostly
products categorised as ‘healthy’ and/or ‘organic/bio’, in categories such as oils, dried fruits and nuts,
herbal teas and coffees, and some grains and pasta. Additionally, e-pharmacies have begun to offer a
wider selection of specialised sports nutritional products and electronics related to personal care, such
as electric razors/shavers and hairdryers, as well as household items like coffee makers and food mixers.

A typical Czech e-commerce consumer in a European context

Overall, the typical Czech e-consumer is very similar to their EU counterpart. According to a 2020
survey by Eurostat, responses from Czechs indicate that they buy beauty/cosmetics/wellness products,
cleaning &personal hygiene goods and medicines (excluding Rx) online - segments where Pilulka is
active - more often than the average EU consumer. Most of the aforementioned product categories are
driven, understandably, by women. The results of the Eurostat survey came to similar conclusions to
one conducted by APEK.

Czechiaranks among the highest countries in the EU in terms of internet users who shop online,
according to a 2021 Eurostat survey. About 84% of internet users in Czechia said that they shopped
online in 2021, up from 57% in 2016. Its current e-consumer penetration is similar to its peers in both
Northern Europe (i.e. Sweden, Finland, Norway and Iceland, where ¢.90% of respondents shopped
online), and Western Europe. Unlike the west or north, where e-consumer penetration is relatively mature
(2016-2021 CAGR of 2%), the share of consumers shopping online in Czechia has continued to grow at
a considerably faster rate in the past five years, with a 2016-21 CAGR of 8%. This was higher than the
EU average but lower than the growth experienced in the South-East, East and Balkan regions
(2016-21 CAGR of 10%) where a considerable portion of the population that does not shop online. The
EU average, meanwhile, was 74%, up from 63% in 2016 (a 2016-21 CAGR of 3%).
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Eurostat survey: % of internet users who purchased online in 2021
(e-consumer penetration)
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Clothing and footwear were the most popular goods bought in the EU, and streaming services
were the most popular services purchased. On average, the survey indicates that approximately 43%
of EU internet users purchased clothing and footwear in 2021, slightly below the ratio in Czechia, which
stood at 48%. Among goods purchases in the EU, the top three were clothing/footwear (43%), home
furniture/accessories (18%),and cosmetics/beauty/wellness products (17%). Czech consumers have
similar preferences, except that the second most popular products are sporting goods (19%), rather than
home furniture/accessories. As for services, in no particular order, the top EU and Czech consumer
purchases were film and music streaming, and food delivery.

As mentioned above, Pilulka also operates in the wider beauty and cosmetics segment, as well as the
CHC/personal care segment. The segments where Pilulka is active - cosmetics/beauty/wellness - rank
among the top three purchases in both EU and Czechia. More Czechs buy FMCG like personal hygiene
and cleaning products online than the EU average (14% vs. 9%), while the purchase of OTC and dietary
supplements (where Pilulka is active with its private label) are at similar levels.

Eurostat survey: top purchase categories in 2021 - goods, services, consumer healthcare, beauty/cosmetics
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Source: WOOD Research, Eurostat, C/B/W is cosmetics, beauty, wellness.

A survey conducted by APEK in 2020 came to similar conclusions. It confirmed broadly that
e-consumer (or e-shopper) penetration was high in Czechia, at ¢.90% of internet users over the age 15.
The second-most purchased categories after clothing (61%) were beauty/cosmetics and CHC/personal
care. Combined, these were purchased by 47% of internet users, while OTC drugs and nutritional/dietary
supplements (including bio/organic products) stood at 35% and 29% respectively. The penetration for
the aforementioned categories, on average, has grown c.15-20% in the past decade.

When we break down the online shopping behaviour between genders, Pilulka’s core demographic,
women aged 25-45, drives most of the consumer purchase behaviour in the broader consumer/personal
healthcare FMCG and OTC/dietary supplement categories. Czechia, according to the Eurostat survey,
boasts higher e-consumer penetration when it comes to women purchasing online compared to both the
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EU average, and its next-door neighbour Germany, where the online retail market is developed
and mature.

The Eurostat survey indicated that 38% of female internet users aged 25-54 purchased cosmetics/beauty
and wellness products online, significantly higher than the EU and German average (26-28%).
Additionally, 18% indicated that they purchased medicines and dietary supplements in 2021. The 2021
surveys suggest that Czech consumers exceeded the EU in terms of e-consumer penetration in these
categories in 2021. Even looking at Czechia’s neighbouring countries with a more developed and mature
e-commerce market, Germany still trails in online shopping penetration in the aforementioned categories.

Eurostat survey: share of internet users purchasing consumer health care products, by
gender, 2021
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Risks

Pilulka is listed on the PSE START market, which has less strict reporting requirements
compared to the Prime and Standard markets. Importantly, it is not required to produce either full
quarterly or semi-annual financial reports for investors, or financials according to IFRS. Instead, it is
obliged to provide “necessary cooperation” to an authorised analyst, who should publish company
updates on a regular basis. Pilulka is required to provide the exchange with such a report within four
weeks of publishing its annual report. It is required to attend the exchange’s START Days, which are
currently organised in the spring and the autumn, and to present “up-to-date information related to its
financial situation and the development of the its business”.

In addition to more lax disclosure obligations, Pilulka is a publicly-listed company, competing in markets
that are dominated by privately-held players. As such, the company may choose not to disclose
information and metrics it deems “commercially sensitive”. Nonetheless, the stock could be a candidate
for a PSE Prime market listing. Moving to the main market, which we anticipate may be feasible in the
next 12-24 months, if the company decides to do so, should improve liquidity and reporting standards,
and provide greater visibility to investors.

Purchasing power and integration with a wholesaler. Pilulka still lacks the purchasing power of its
larger peers as, unlike them, it is not integrated with a major regional wholesaler. As a result, it may
find it challenging to compete effectively with its peers solely on price, without a material impact on
its earnings

Logistics. Pilulka works with most of the major ‘last-mile’ logistics providers, and is looking to
differentiate itself with its own one-day delivery and locker network. Nonetheless, it lacks the extensive
bricks & mortar network that its larger competitors rely upon and, given its size, it could find it difficult if
the larger peers decide to invest heavily in their own logistics, which has not been the case up to now.

International expansion and capacity. Pilulka is established in the Czech market and is focusing on
Romania in the near term. Additionally, it has plans to expand into Austria, Hungary and Germany. Such
international expansion is common for the major Czech e-commerce players, which is understandable,
in view of the limited size of the domestic market. Similar e-pharmacy concepts in these markets do
exist, as does competition from the established retail chains, like Dr. Max in Romania, which may have
superior brand recognition and knowledge of local customers’ preferences, as well as better relations
with suppliers and business partners. Zur Rose and Shop Apotheke have already established an online
presence in the DACH region.

Pilulka’s international expansion is likely to involve significant investments, especially in the near term, if
the expansion plan is executed, but it may not deliver the anticipated returns. Moreover, expansion into
Austria and Hungary, initially, would be serviced through Pilulka’s warehouses in Slovakia and Czechia,
which could put more strain on its logistics and distribution capacity, and may be reflected in higher opex.

Overhang risk. There was no lock-up for Pilulka’s main shareholders following the IPO: they are free to
divest their position at any time. Moreover, Pilulka’s free float is held predominantly by local retail
investors, which means a different trading dynamic compared to stocks where the free float is held largely
by institutional investors.

Inflationary pressure. Although it is primarily a consumer staples business, we believe the discretionary
spending of Pilulka’s customers, e.g. in the CHC and beauty & cosmetics segments, may be impacted
adversely in a persistent inflationary environment. Speaking with the company, packaging, delivery, utility
and energy costs are rising fast: by double-digits so far. Although the company intends to pass the cost
pressures onto its end-users, it may not be able to do so to the full extent, which would start to erode
margins and have an adverse impact on Pilulka’s ability to compete in pricing.

Pilulka Lekarny

35 WOOD & Company


https://www.pse.cz/storage/documents/en/PSE_Start_Market_Rules.pdf
https://www.pse.cz/en/trading/trading-information/start-days

Financials

Profit and loss

CZKm 2018 2019 2020 2021 2022E 2023E 2024E
Sales of goods 893 1,166 1,673 2,239 2,605 3,125 3,679

Online channel 550 779 1,230 1,831 2,238 2,815 3,413

Bricks & mortar channel 348 388 444 408 367 309 267
Other revenues 116 72 107 141 170 208 249

Rebates from vendors n.a. 57 75 89 113 136 162

Delivery fees n.a. 10 25 40 51 67 83

Rx dispensary fees n.a. 6 8 7 6 5 4

Other n.a. n.a. 0 5 0 0 0
Total sales 1,009 1,239 1,780 2,380 2,775 3,333 3,929
Cost of sales -905 -1,112 -1,582 -2,143 -2,494 -2,992 -3,5627
Gross profit 103 127 198 238 281 341 402
Personnel expense -109 -146 -167 -224 -268 -304 -341
Other income/(expense) -2 -5 -9 7 0 0 0
EBITDA 5 -24 25 29 13 36 60
D&A -14 -19 -19 -23 -33 -37 -44
Amortisation of consolidation difference, net -1 -2 -2 -12 -2 -2 -2
Provisions and impairments -12 0 -3 -8 0 0 0
EBIT -22 -45 1 -14 -22 -3 14
Net interest expense -2 -4 -3 0 -3 -5 -7
FX gains/(losses) -2 -4 -24 -11 0 0 0
Other financial income/(expense) 0 0 0 0 0 0 0
Net financial expense -4 -7 -26 -11 -3 -5 -7
Pre-tax income -26 -52 -25 -25 -25 -7 7
Taxes 0 1 -1 -1 -1 -1 -1
Net Income -26 -51 -26 -26 -26 -8 6
Minority interest -1 -5 -4 0 0 0 0
Net income to equity holders -25 -45 -22 -25 -26 -8 6

Source: Company data, WOOD Research

Growth and margins

2018 2019 2020 2021 2022E 2023E 2024E

Gross margin 10.2% 10.3% 11.1% 10.0% 10.1% 10.2% 10.2%
EBITDA margin 0.5% -1.9% 1.4% 1.2% 0.5% 1.1% 1.5%
Operating margin -2.2% -3.6% 0.1% -0.6% -0.8% -0.1% 0.4%
Net margin -2.5% -3.7% -1.2% -1.1% -0.9% -0.2% 0.1%
Revenues growth 52.0% 22.8% 43.7% 33.7% 16.6% 20.1% 17.9%
Online channel n.a. 41.6% 57.9% 48.9% 22.2% 25.8% 21.2%
Bricks & mortar channel n.a. 11.4% 14.4% -8.0% -10.1% -15.6% -13.8%
Other revenues 4.1% -37.6% 48.1% 31.7% 20.3% 22.6% 19.7%

Source: Company data, WOOD Research
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Balance sheet

CZKm 2018 2019 2020 2021 2022E 2023E 2024E
PP&E 29 33 35 62 84 85 86
Intangibles 63 50 54 83 113 150 191
Long-term investments 0 0 0 4 4 4 4
Consolidation difference (net) 33 31 28 26 26 23 21
Securities held 0 -1 0 0 0 0 0
Non-current assets 125 113 117 175 227 263 302
Inventory 67 77 91 155 198 230 261
Receivables 134 139 155 185 202 238 275
Cash 13 10 132 72 19 27 30
Current assets 215 226 378 412 419 495 566
Prepayments and accrued assets 7 6 4 2 2 2 2
Total assets 347 345 498 589 648 760 870
Share capital 2 2 3 3 3 3 3
Share premium 114 175 389 390 390 390 390
Retained earning -24 -94 -142 -163 -189 -214 -222
Current year net profit -26 -45 -22 -25 -26 -8 6
Consolidation differences 1 0 0 0 0 0 0
Equity 67 38 228 204 179 171 177
Minority share -1 -6 -10 0 0 0 0
Long-term payables 36 42 3 21 21 21 21
Short-term payables 240 270 271 348 430 547 651

Trade payables and other 154 194 246 326 389 467 551

Liabilities to credit institutions 85 76 25 21 41 80 100
Accruals and deferred income 5 0 0 1 1 1 1
Provisions 0 0 6 15 17 19 21
Liabilities 281 313 280 385 469 589 694
Total equity and liabilities 347 345 498 589 648 760 870
Net debt to EBITDA (x) 15.1 -2.8 -4.2 -1.7 17 15 12
Net debt 72 67 -107 -50 22 53 70

Source: Company data, WOOD Research

Cash flow statement

CZKm 2018 2019 2020 2021 2022E 2023E 2024E
PBT -26 -52 -25 -25 -25 -7 7
Depreciation and amortisation 14 19 19 23 33 37 44
Other 62 -2 12 20 5 7 9
Operating cash flow before W/C changes 50 -35 6 19 13 36 61
Receivables and prepayments 0 -8 -15 -28 -17 -36 -37
Payables and accruals 0 30 33 99 63 80 85
Inventory 0 -10 -14 -65 -43 -31 -31
Operating cash flow after W/C changes 50 -22 10 25 16 49 77
Interest received/paid 0 0 -3 0 -3 -5 -7
Income tax paid 0 0 0 0 -1 -1 -1
Operating cash flow 50 -22 7 25 13 44 69
Capex -45 -49 -28 -82 -85 -75 -86
Other 0 0 0 0 0 0 0
Cash flow from investment -45 -49 -28 -82 -85 -75 -86
Change in debt 2 6 -52 -3 19 39 20
Impact of changes in equity on cash -9 62 194 0

Other financing deposits 0 0 0 0 0 0 0
Cash flows from financing activities -8 67 142 -3 19 39 20
Cash BoP 16 13 10 132 72 19 27
Net change in cash -2 -4 122 -60 -53 9 2
Cash EoP 13 10 132 72 19 27 30

Source: Company data, WOOD Research
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Important disclosures

This investment research is published by WOOD & Company Financial Services, a.s. (“WOOD&C0”) and/or one of its branches who are authorised and
regulated by the Czech National Bank (CNB) as Home State regulator and in Poland by the Polish Financial Supervision Authority (KNF), in Slovakia by the
National Bank of Slovakia (NBS), in Italy by the Companies and Stock Exchange Commission (CONSOB) and in the UK by the Financial Conduct Authority
(FCA) as Host State regulators.

This investment research was prepared by WOOD&Co with financial assistance from Taipei China through the TaiwanBusiness EBRD Technical Cooperation
Fund managed by the European Bank for Reconstruction and Development (“EBRD”). Neither EBRD nor Taipei China has had any editorial rights or other
influence on the content of this investment research. Neither EBRD nor Taipei China makes any representation or warranty or assumes any responsibility or
liability in relation to the contents of this investment research or reliance thereon. The views expressed in this investment research are those of WOOD&Co
and can in no way be taken to reflect the official opinion of EBRD or of Taipei China. EBRD may, as of the date hereof or in the future, have an investment
in, provide other advice or services to, or otherwise have a financial interest in, certain of the companies and parties contained or named in this investment
research or in their affiliates.

This investment research was completed on 28/07/2022 at 14:50 CET and disseminated on 29/07/2022 at 07:30 CET.

WOOD&Co’s rating and price target history for Pilulka Lekarny over the preceding 12-month period:
Date Rating Date PT
29/07/2022 HOLD - initiation of coverage 29/07/2022 CZK 1,120

The history of all WOOD&Co'’s investment research disseminated during the preceeding 12-month period can be accessed via our website at
https://research.wood.com.

The meanings of recommendations made in WOOD&Co’s investment research are as follows:

BUY: The stock is expected to generate total returns of over 15% during the next 12 months as measured by the price target.

HOLD: The stock is expected to generate total returns of 0-15% during the next 12 months as measured by the price target.

SELL: The stock is expected to generate a negative total return during the next 12 months as measured by the price target.

RESTRICTED: Financial forecasts, and/or a rating and/or a price target is restricted from disclosure owing to Compliance or other regulatory/legal
considerations such as a blackout period or a conflict of interest.

NOT RATED: Suspension of rating after 30 consecutive weekdays where the current price vis-a-vis the price target has been out of the range dictated by the
current BUY/HOLD/SELL rating.

COVERAGE IN TRANSITION: Due to changes in the Research team, the disclosure of a stock’s rating and/or price target and/or financial information are
temporarily suspended.

As of the end of the last calendar quarter, the proportion of all WOOD&Co’s investment research vis-a-vis the proportion of subject companies that were
investment banking clients over the previous 12 months is as follows:

BUY HOLD SELL Restricted NOT RATED Coverage in transition
Equity Research Coverage 61% 32% 6% 1% n.a. n.a.
IB Clients 1% 1% n.a. n.a. n.a. n.a.

Any prices of financial instruments quoted in this investment research are taken as of the previous day’s market close on the home market unless otherwise
stated.

Details of the methodologies used to determine WOOD&CO0’s price targets and risk assessment related to the achievement of the targets are outlined
throughout the most recent substantive report/note on the subject company.

It should be assumed that the risks and valuation methodology presented in daily news or flash notes, and not changing WOOD&Co’s estimates or ratings,
are as set out in the most recent substantive research report/note on the subject company and can be found on our website at https://research.wood.com.

WOOD&CO0’s policy is to update investment research as it deems appropriate, based on developments in the subject company, sector or market that may
have a material impact on the views or opinions stated in the investment research.

WOOD Research Disclosures (as of 29 July 2022)
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Romgaz 5
Santander Bank Polska 5
Shoper 1,23
Siauliu Bankas 5
STS 1,23
Ten Square Games 3
Transelectrica 5
Transgaz 5
# Description
1  The company currently is, or in the past 12 months was, a client of WOOD&Co or any of its affiliates for the provision of corporate finance/investment banking services.
2 Inthe past 12 months, WOOD&Co or any of its affiliates have received compensation for corporate finance/investment banking services from the company.
3 Inthe past 12 months, WOOD&Co or any of its affiliates have been lead manager or co-lead manager of a publicly disclosed offer of the company’s financial instruments.
4 In the past 12 months, WOOD&Co or any of its affilates have acted as broker to the company
5  WOOD&Co or any of its affiliates are market maker(s) or liquidity provider(s) in relation to financial instruments of the company.
6 In the past 12 months, WOOD&Co or any of its affiliates have provided to the company any services set out in Sections A and B or Annex | to the Directive 2014/65/EU of the

European Parliament and of the Council, other than services listed under points 1, 3, 4 or 5 above, or received compensation for such services from the company.

7  The authoring analyst or any individual involved in the preparation of this investment research have purchased/received shares in the company prior to a public offering of those
shares; and the price at which they were acquired along with the date of acquisition are disclosed above.

8 The authoring analyst or any individual involved in the preparation of this investment research has a direct ownership position in securities issued by the company.

9  Apartner, director, officer, employee or agent of WOOD&Co and its affiliates, or a member of his/her household, is an officer, or director, or serves as an advisor or board member
of the company.

10 WOOD&Co or its affiliates hold a net long or short position exceeding the threshold of 0,5% of the total issued share capital of the company, calculated in accordance with Artcle3
of Regulation (EU) No 236/2012 and with Chapters Ill and IV of Commission Delegated Regulation (EU) No 918/2012.

11 The company owns more than 5% of the total issued share capital in WOOD&Co or any of its affiliates.

The authoring analysts who are responsible for the preparation of this investment research have received (or will receive) compensation based upon (among other
factors) the overall profits of WOOD&Co, which includes corporate finance/investment banking, sales and trading and principal trading revenues. However, such
authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or more specific activities, or to
recommendations contained in the investment research. One factor in equity research analyst compensation is arranging corporate access events/meetings
between institutional clients and the management teams of covered companies (with the company management being more likely to participate when the analyst
has a positive view of the company).

WOOD&Co and its affiliates may have a corporate finance/investment banking or other relationship with the company that is the subject of this investment research
and may trade in any of the designated investments mentioned herein either for their own account or the accounts of their clients, in good faith or in the normal
course of market making. Accordingly, WOOD&Co or their affiliates, principals or employees (other than the authoring analyst(s) who prepared this investment
research) may at any time have a long or short position in any such designated investments, related designated investments or in options, futures or other derivative
instruments based thereon.

WOOD&Co manages conflicts of interest arising as a result of preparation and publication of research through its use of internal databases, notifications by the
relevant employees and Chinese Walls as monitored by Compliance. For further details, please see our website at https://www.wood.cz/mifid-information/.

The information contained in this investment research has been compiled by WOOD&Co from sources believed to be reliable, but (with the exception of the
information about WOOD&C0) no representation or warranty, express or implied, is made by WOOD&Co, its affiliates or any other person as to its fairness,
accuracy, completeness or correctness. WOOD&Co has not independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions
and other information contained in this investment research constitute WOOD&CO’ judgement as of the date of this investment research, are subject to change
without notice and are provided in good faith but without legal responsibility or liability.

WOOD&Co salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary
trading desk that reflect opinions that are contrary to the opinions expressed in this investment research. WOOD&Co’s affiliates, proprietary trading desk and
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this investment research.

This investment research is provided for information purposes only and does not constitute or form part of an offer or invitation or solicitation to engage in investment
activity or to buy or sell any designated investments discussed herein in any jurisdiction. As a result, the designated investments discussed in this investment
research may not be eligible for offer or sale in some jurisdictions. This investment research is not, and under no circumstances should be construed as, a
solicitation to act as a securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a securities
broker or dealer in that jurisdiction.

This investment research is prepared for general circulation to WOOD&Co0's clients and does not have regard to the investment objectives, financial situation or
particular needs of any particular person. Investors should consider this report as only a single factor in making their investment decision and obtain advice based
on their own individual circumstances before making an investment decision. To the fullest extent permitted by law, none of WOOD&Co, its affiliates or any other
person accepts any liability whatsoever for any direct or consequential loss arising from or in connection with the use of this investment research.

For United Kingdom or EU Residents:

This investment research is only for persons who are eligible counterparties or professional clients within the meaning of Directive 2014/65/EU of the European
Parliament and of the Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU and is exempt
from the general restrictions in section 21 of the Financial Services and Markets Act 2000 (or any analogous legislation) on the communication of invitations or
inducements to engage in investment activity on the grounds that it is being distributed in the United Kingdom only to persons of a kind described in Article 19(5)
(Investment Professionals) and 49(2) (High Net Worth companies, unincorporated associations, etc.) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. This material is not for
distribution in the United Kingdom or Europe to retail clients, as defined under the rules of the Financial Conduct Authority.

For United States Residents:

This investment research distributed in the United States by WOOD&Co, and in certain instances by Brasil Plural Securities LLC (“Brasil Plural”), a U.S. registered
broker dealer, only to “major U.S. institutional investors”, as defined under Rule 15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as amended,
and as interpreted by the staff of the U.S. Securities and Exchange Commission (“SEC”). This investment research is not intended for use by any person or entity
that is not a major U.S. institutional investor. If you have received a copy of this research and are not a major U.S. institutional investor, you are instructed not to
read, rely on or reproduce the contents hereof, and to destroy this research or return it to WOOD&Co or to Brasil Plural. Analyst(s) preparing this report are
employees of WOOD&Co who are resident outside the United States and are not associated persons or employees of any U.S. registered broker-dealer. Therefore
the analyst(s) are not be subject to Rule 2711 of the Financial Industry Regulatory Authority (“FINRA”) or to Regulation AC adopted by SEC which, among other
things, restrict communications with a subject company, public appearances and personal trading in securities by a research analyst. Any major U.S. Institutional
investor wishing to effect transactions in any securities referred to herein or options thereon should do so by contacting a representative of Brasil Plural. Brasil
Plural is a broker-dealer registered with the SEC and a member of FINRA and the Securities Investor Protection Corporation. Its address is 545 Madison Avenue,
8th Floor, New York, NY 10022 and its telephone number is 212-388-5613. WOOD&Co is not affiliated with Brasil Plural or any other U.S. registered broker-dealer.

The views and sentiments expressed in this investment research and any findings thereof accurately reflect the analyst’s truthful views about the subject securities
and or issuers discussed herein.
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27/07/22 Grupa Pracuj Dangerous liaisons with the macro Piotr Raciborski, Maria Mickiewicz
22/07/22 Kazatomprom Radiant future lldar Davletshin, Dmitry Vlasov
21/07/22 CEE Utilities Pricing in the windfall taxes Ondrej Slama, Bram Buring
20/07/22 Polish Oil & Gas You can’t have one, without the other Jonathan Lamb, Ondrej Slama
19/07/22 NLB Group Strong buffers to weather the storm Alex Boulougouris, Marta Jezewska-Wasilewska
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13/07/22 Shoper Attractive but expensive Maria Mickiewicz, Lukasz Wachelko
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