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MEDDEAL PRIVATE LIMITED 

Putting a price tag for the business1
 

In the evening of 10th April 2018, Diwakar, the associate partner of Kautilya 

Consultants, just finished his final round of discussion with the client Meddeal Private 

Limited (MPL from now on) which had approached him to value its business, for a 

possible stake sale. Diwakar created the equity valuation model of the company but 

knew that many assumptions had gone into its making and the value arrived from the 

spreadsheet model was as good as the strength of the premises. He was wondering 

which of the inputs in the model could have a significant impact on the valuation of the 

company and what he should advise Shyam, the founder and managing director of 

Meddeal Private Limited 

 

The Dawn of Meddeal Private Limited Phase 1 (2012-15) 

 
Shyam, a pharmacist graduate, was inclined towards studying medicine right from his 

adolescence. Both his parents worked in the field of health care, too; his mother was a 

retired nurse from a government hospital, and his father worked as a chief pharmacist in 

a leading corporate hospital in Bangalore. Both knew several doctors across major 

hospitals. Shyam worked with his father in the pharmacy for a few years and found that 

the market for medical consumables was booming. Medical consumables- supply is direct 

selling, a commission-based business that involves obtaining orders from the hospitals 

and small clinics and procure the products from the manufacturer. Shyam wanted to bring 

in a robust customer-based focus by using quick and reliable delivery as the 

differentiating factor in his business. He quit working with his father to start an enterprise, 

Meddeal Associates, in 2011. Shyam understood that larger hospitals (with a bed size of 

71-120) got the supplies of medical consumables directly from the manufacturers through 

imports and hence decided to focus only on small hospitals (with a bed size range of 20 

to 70) clinics and laboratories. In the initial days, Shyam managed to get the orders and 

performed the delivery of the orders himself with three hospitals in the initial customer 

base. As per the advice of his auditors, Shyam converted his enterprise to a corporation. 

Thus Meddeal Prive Limited was incorporated in April 2012. 
 

 

1Prof. Latha Ramesh, Institute of Management, Christ (Deemed to be University), developed this 

case study. The case study solely provides material for class discussion. The authors do not intend 

to illustrate either effective or ineffective handling of a managerial situation. 

 

Christ University prohibits any form of reproduction, storage or transmission without its written 

permission. Reproduction of this material is not covered under authorisation by any reproduction 

rights organisation. To request permission, contact ccrd@christuniversity.in Copyrighted©2019, 

CHRIST(Deemed to be University). 
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The first year was expectedly challenging, and Meddeal closed the year with a loss of Rs. 

3.3. Mn after posting revenue of Rs.1.5 Mn and operating expenses of Rs. 4.8 Mn. In the 

second year, Shyam hired another Medical Representative (MR) to expand his business 

and revenue increased to Rs. 4.9 Mn. The business model adopted in the second year 

involved incurring a significant proportion of indirect costs and hence was not profitable. 

The customer acquisition at MPL was dependent on the onboarding rate the MRs tracked 

through the efficiency ratio (a metric used in the industry to measure the number of new 

customers onboarded). There was a shortage of qualified and skilled MRs He realised that 

the best MR (who is 100% efficient) would board 15 customers every year. Shyam could 

afford to hire two MRs with 100% efficiency. The conversion ratio is another specific metric 

calculated as the percentage of customers placing the order among the customers onboarded. 

Records also showed that the ratio of conversion - number of onboarded who become 

customers was approximately 60%. With Rs. 10 Million in revenue in FY 2015, the 

company turned profitable. 

 
Meddeal Private Limited- Phase II (2016-2018) 

MPL continued to witness steady growth in revenue as it could build a solid customer base. 

In December 2015, Shyam pitched his company’s offerings to the Consortium of Small 

Health Care Organization2 (CSHCO). It took a few more months for him to persist with 

the proposal. By August 2016, a group of members of the consortium agreed to order 

supplies through MPL that brought in a good turnaround for the business- from a customer 

size of 120 more than doubling by the end of the year. As of FY 2017, MPL had four 

Medical Representatives, all of them clocking Efficiency ratios ranging between 85 and 

100%. It had 270 customers, of which 211 customers were the members of CSHCO, and 

36 customers added during FY 2017 through MRs. The remaining 23 customers were 

unlikely to continue the orders from the next year. With the total year-end revenue of RS. 22 

Million in FY 2017, the balance sheet turned healthier (Exhibit 1 and 2). 

 

Dilution of Stake 

MPL set up a stall at the Indian Medical Devices Industry Conference (IMDIC) in February 2017, and 

Shyam happened to meet Ganesh who had earlier worked as an administrative head Ganesh had 

come to the conference to identify  investment opportunities in a service-based business. He  

had several rounds of discussions with Shyam, Ganesh liked the simple business model of MPL and 

was eager to invest and acquire a 10% stake in the company. 

 
 

2 The consortium of Small Health Organization is a not-for-profit society formed to promote collaboration 

among the accredited hospitals and health care units. It currently has members of 100 health care units in the 

city of Bangalore. 
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Ganesh offered Rs. 8Mn after valuing the business to buy the stake. Shyam now wanted to 

know if he is short-changed. Shyam knew that any business could be valued based on the 

cash flow it is expected to earn in the future, and therefore wanted to check if the price 

offered by Ganesh was fair. After all, he was also planning to expand his business and was 

not particularly keen on seeking debt financing to fund growth. Shyam approached 

Kautilya Consultants and met Diwakar, the associate partner handling the valuation of 

deals. 

 
Revenue Drivers 

Diwakar, after initial rounds of discussion with Shyam, understood the business model of 

MPL. He knew that the primary step in valuing any business was to understand the 

industry. The health care industry constitutes four segments (hospitals, diagnostics, 

pharmaceuticals and medical devices) and he collected data on the medical devices 

industry, which was estimated to be of the size of $25-30 billion by the year 2025. Medical 

consumables form 27% of the market in the medical devices industry. The market 

opportunity for Meddeal was huge, as the private healthcare business constitutes more than 

74% of the country’s total health care, he prepared a brief version of the industry (Exhibit 

3). Diwakar also wanted to understand the revenue model of the company and arranged the 

next meeting with Shyam to seek information on the specifics. 

 
Diwakar understood that MPL dealt with three varieties of medical consumables, the 

Syringe (include bandage and dressing), Needle (including sutures) and Catheters. The 

business worked on a direct commission basis, and the commission had not exceeded 3% 

on the gross merchandise value. MPL had to hire talented MRs who can acquire and retain 

the customers. An efficient MR onboards15 new customers every year. Still, not all of 

them place orders, generally around 60% customers on-board, and the ratio might go up in 

the future for MPL to 70% by FY 2019 and eventually peak at 80% by FY 2021. MPL had 

also been able to retain the customers for at least six years. A customer placed on an 

average, placed 180 orders each year and the order value for the first year had been Rs. 

25,000. For each year the customer retained, the order value increased by 10%. 

 
Cost Drivers 

Diwakar analysed the costs of MPL into four categories: (i) delivery expense (ii) vehicle 

maintenance (iii)salary of the medical representatives and (iv) general, sales and 

administration. MPL had a team of delivery staff in the third-party contractor payroll 

(included in SG&A) so that the number could be adjusted as per the size of the orders, and 

reimbursed the fuel cost. 
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Diwakar understood that one delivery staff could cater only up to 1,800 orders a year and 

the average distance of travel for each order was 15 Kilometers, and the mileage of the bike 

was around 60 Km per litre. Price of fuel as of March 2018 was Rs. 68/litre and Diwakar 

would want to estimate that the fuel price would go up by 5% every year. 

 

MPL, at times, faced the issue of unavailability of vehicles for delivery and hence decided 

to buy the motorbikes for the delivery staff from the financial year 2018 and the new cars 

would require a maintenance cost of Rs. 4,000 a year. 

 
The salary of MRs was another high cost for MPL, and it currently stood over Rs. 6,00,000 

per annum per person. The increment per year usually stood at 5%. With MPL planning to 

own the bikes, Diwakar estimated that the general administrative expenses would reduce to 

22% of sales in the forthcoming years. 

 
Capex Drivers 

MPL had a bulk capex plan for the year 2018 as it decided to procure the motorbikes, it 

did not have other expansion plans in the future for office space but would incur the capex 

to replenish the other assets. 

According to the estimates, MPL would have to procure 28 motorbikes in the year 2018 

and the requirement for additional bikes on the subsequent year would be based on the 

order book. Diwakar noted that MPL got a vendor to supply the used motorbikes at around 

RS. 35,000 per bike and it did not foresee any increment in the cost of the bike in the 

coming years. The depreciation rate for the bike was 14% on the Written Down Value 

(WDV) method. 

 
For the existing fixed assets, they would be just replaced, thus becoming a maintenance 

capex. Diwakar wanted to input the assumption of the depreciation of the previous year to 

be the capex for the next year, as a usual practice. The depreciation rate for the other assets 

stood at 12% as evident from the financial statements. 

Working capital Driver and the Capital Structure 
 

MPL worked on “no inventory” model as it procured the supplies based on order only. The 

commission for MPL would be credited after the hospitals made the payment to the 

suppliers and it generally took around 60 days to realise the commission. MPL paid for the 

expenses on the same month, except for utility and rentals. These expenses, constituting 

about 10% of the SG&A, settled after a lag of 30 days. 

 
MPL was a debt-free company and considering a lower capex requirement; it did not plan 

to raise loans in the foreseeable future. 
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Having collated all the relevant information, Diwakar was all set to build the valuation 

model for MPL. He used a discounted cash flow, mainly free cash flow to equity model to 

find the value of the company. He had to make assumptions on the cost of equity for MPL, 

for which he applied Capital Asset Pricing Model (CAPM), which required estimates on 

risk-free rate, beta and the market return. 

For risk-free rate, Diwakar used the benchmark - yield of the ten years zero-coupon bond 

of the government, which stood at 7.5% as of FY 2017. For the equity beta, he had taken 

the average beta of the listed companies in the industry and adjusted for the capital structure 

of MPL. Through that exercise, he calculated the beta to be used for MPL as 0.41. The 

Indian capital market had given an average return of around 13.5%, and he would take this 

as the market return. He finally arrived at the cost of equity of MPL at 10%. Diwakar 

prepared a set of tables of assumptions (Exhibit 4) to estimate the free cash flow of the 

MPL from FY 2018 to FY 2022. Beyond FY 2022 he reckoned the terminal growth rate of 

the company to be 0% as he expected that the company would continue just to maintain 

the peak year performance of FY 22. 

The Numbers and the Story 

 
Coming with the first set of valuation numbers, Diwakar explained the qualitative factors 

that go behind the valuation of any business. He wanted Shyam to identify the industry and 

business factors that could evolve. Diwakar would know that someone else using the 

model with her assumptions could come out with altogether a different value for MPL. He 

recollected the famous quote by Prof. Aswath Damodaran, on valuation, “An Equity 

valuation exercise is made of both numbers and narratives, and the good valuation happens 

when both of them meet together”. 
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EXHIBIT 1 

Income Statement of Meddeal Private Limited (Figures in Rs.) 
 

Source: Compiled by case author 
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EXHIBIT 2 

Balance Sheet Meddeal Private Limited (Figures in Rs.) 

Source: Compiled by case author 
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EXHIBIT 3 

Industry Analysis- Medical Devices and Consumables 

 

120-0064-1

M
as

te
r c

op
ie

s 
ar

e 
fo

r a
ut

ho
r u

se
 w

ith
in

 th
e 

co
py

rig
ht

 h
ol

di
ng

 s
ch

oo
l. 

Fo
r u

sa
ge

 o
ut

si
de

 th
is

, p
le

as
e 

or
de

r c
op

ie
s 

at
 w

w
w

.th
ec

as
ec

en
tre

.o
rg

.
P

er
so

na
l a

ut
ho

r c
op

y 
fo

r L
at

ha
 R

am
es

h.
 D

ow
nl

oa
de

d 
on

 3
1-

M
ar

-2
02

1.



E
du

ca
tio

na
l m

at
er

ia
l s

up
pl

ie
d 

by
 T

he
 C

as
e 

C
en

tre
C

op
yr

ig
ht

 e
nc

od
ed

 A
76

H
M

-J
U

J9
K

-P
JM

N
9I

Center for Case Research and Development 

CHRIST (Deemed to be University) 

11 

 

 

 

 

Source: Investinida.go.in 
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EXHIBIT 4 

Assumptions on the Model 

Source : Compiled by case author 
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