2nd

PetMed Express Inc.

Siena Market Line
week of May 2016

Analyst: Florent Polito
Sector: Consumer Disc.

NASDAQ:PETS

SHORT

Price Target: $8.48
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Thesis Points:

Market Price:
Industry:
Market Cap:
52-Week Range:
Beta:



No opportunity growth



Management is ineffective in reducing costs and
increasing revenues

$18.75
Internet and Catalog Retail
$0.378B
$15.72-$18.75
0.87

Company Description:
PetMed Express Inc is a pet pharmacy which provides non-prescription and prescription medications, and pet supplies for
cats, dogs and horses. PETS who is also known as 1800PetMeds sells its products primarily to retail customers in the United
States.
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Thesis
PETS is presently stuck in a market where it has had no
growth during the 5 past years, and forecasts are similar
to this trend. Moreover the management has not been
able to reduce COGS which are increasing leading to
lower and lower margins years after years.

Industry Outlook
In 2015, $60.28 billion was spent on our pets in the
USA, with a segmentation of $23.05 billion in food,
$14.28 billion in supplies and OTC medicines, $15.42
billion in vet care, $2.12 billion in live animal purchases
and $5.41 billion in pet services. It is expected that the
Pet Industry Expenditures will increase from $60.28
billion in 2015 to $62.75 billion in 2016. Globally the
Supplies and Medicines segment is expected to grow at
a 5% rate for the incoming year, which should therefore
lead to the same growth for PETS in theory. On the
contrary, while this industry has grown from $48.35
billion in 2010 to $60.28 billion in 2015, PETS has not
has any increase in its revenue during this period.

Products
PETS sells non-prescription products such as flea and
tick control products, bone and joint product, vitamins,
treats, hygiene products and nutritional supplements.
PETS also offer to sale prescription products including
heartworm preventatives, arthritis, thyroid, diabetes,
pain medications, antibiotics, and generic substitutes.
The company also sells pet supplies such as food, beds,
crates, stairs, and strollers.
Some of these products make PETS dependent on
seasons and weather, spring and summer will impact on
an upward trend the sales of flea and tick related
products compared to fall and winter.
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Financials
Since 2010, PETS has not had any sales growth,
revenue in 2010 totaled $238.3 million while the 2015
sales amount for $229.4. What can be noticed in the
trend meanwhile is the increase in the cost of revenue
from $146.4 million to $153.7 million within those 5
years; as a result the gross profit margins has decreased
over the past years sliding from 38.6% to 33.2%
recently. At the same time the EBITDA margin has
increased between 2012 and 2015 from 11.5% to 13.1%
and the Net Income margin has subsequently increased
from 7% to 8.1% during this timeframe, mostly due to
a reduction of the SGA from $50 million in 2010 to
$46.2 million in 2015. On a ratio basis, Return on
Common Equity has decreased from 26.78% in 2014
to 23.97%, and the ROA has decreased from 23.72%
to 21.65%.
On the segmented part of the revenue, prescription
medications have increased over the last years going
from $83.4 million to $114.7 million, at the same time
the non-prescription medication has decreased from
$152.5 million in 2010 to $114.7 million in 2015. The
point to notice is that Retail Reorder has not changed
between 2014 and 2015 while the Retail New Orders
segment has decreased from $42.2 million to $39.7
million, being then the main cause of the slight decrease
of PETS’s revenue between 2014 and 2015.

Valuation
Through a valuation of the company with discounting
future cash flows, PETS has an intrinsic value of $5.59
with a 1-year target price of $8.48 which means an
expected return of -54.77%.

Conclusion
PETS’s expectations to show an increase in revenues
are numb, and the company who only attempts to
reduce its SGA costs has a limited margin at which
point it will no longer be able to display an increase in
its bottom margins. I recommend a short on this
company because it has shown over the last years it is
unable to grow on the long term.
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