
 

 

The Top Dog in E-Commerce 
Chewy’s Q2 earnings have shown an increase in sales of 8.6% YOY, with a 

gross margin expansion of 30.4%. With the recent acquisition of SmartPak 

Equine, CHWY has dedication for expansion, leaving much room for the 

company to continue to grow. We initiate $CHWY with a BUY and a PT of 

$46. 

Thesis Point 1 A major factor of the expansion of Chewy is their Chewy 

Health platform. This has transformed CHWY from being a sole retailer, into a 

comprehensive pet healthcare hub. This segment makes up about 25% of 

Chewy’s total sales and is expected to achieve gross margins around 10 

percentage points higher than its retail operations. Chewy Health has an 

array of services such as Tele-Vet (a strategic value add that enhances the 

customer experience and keeps consumers in the Chewy Health ecosystem) 

and insurance services that cover 100% of new prescription costs, as well as 

coverage for any licensed vet in the U.S. These services alone show a 10x 

higher retention among autoship customers. Although Amazon controls 

around 59% of the market share for online pet product sales in the U.S. 

compared to Chewy’s 41%, Amazon has no program comparable to Chewy 

Health, positioning CHWY for better long-term growth. 

Thesis Point 2 The bread and butter of Chewy’s sales is their autoship 

program. This subscription allows consumers to schedule recurring deliveries 

of pet supplies in the frequency that they choose, creating a predictable 

revenue source for the company. Q2 net sales grew nearly 9% YOY with 

autoship net sales growing by 15% and representing 83% of total net sales for 

the quarter, serving as Chewy’s revenue backbone. This creates a stable cash 

flow for Chewy and minimizes risk during a weaker period since food and 

medicines are necessities when owning pets. The conveniency of Chewy’s 

platform creates high retention rates that are estimated to be around 70-80% 

among autoship customers and a sense of assurance for consumers, making 

them unlikely to cancel this service. Pet ownership remains historically high 

with around 66% of U.S. households owning at least one pet, sustaining long-

term demand for essential products.  

Company Overview Founded in 2011, Chewy is a leading online pet supplier 

in the United States offering supplies for animals spanning from pets to 

livestock. The e-commerce company sells a wide range of products from over 

3,500 brands including healthcare products. They have the edge over 

competitors by offering these products and more all in one online platform. 

With around 83% of their net sales coming from their autoship subscription, 

Chewy in an expanding market with a highly loyal consumer base of over 20 

million customers. Generating over $11B dollars in revenue over their 

FY2024, CHWY has a strong and leading foundation in the $150B+ U.S. pet 

care industry. With a confident plan on expansion and growth, Chewy is in a 

great position to stay as the leading provider in their growing industry.   
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TICKER:                     $CHWY  

RATING:                                                               BUY 

PRICE:                       $33.72  

PRICE TARGET:     $45.98 

MARKET CAP:                                    $19.6bn 

52-W RANGE:      $26.33 - $48.62 

P/E:         45.0x  

IMPLIED UPSIDE:       35.0% 
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Risk 1 Chewy’s autoship program is the cornerstone of the company. With 

83% of their total net sales coming from this subscription, this creates a 

concentration risk for Chewy. If any delays or delivery errors were to occur, 

customers might question the reliability of Chewy and cancel their 

subscription. Although Chewy operates 14 fulfillment centers across the U.S. 

that ensure productivity and quality in operations, factors such as carrier 

reliability, supply chain issues, and product delays could prove to lower 

retention for the autoship program, therefore decreasing company revenue. 

Risk 2 Mass-market retailers such as Amazon and Walmart have proven to be 

key competitors for Chewy. Amazon offers a broader range of products, 

allowing them to undercut prices. Walmart has the conveniency factor of 

having over 4,500 brick-and-mortar locations across the country. While 

Chewy has the edge with a more pet-focused platform that provides many 

other services, customers could be drawn to the lower prices and 

conveniency of other options, chipping away at Chewy’s portion of the $130B 

U.S. pet market. 

Catalysts The expansion of the Chewy Health platform shows as a catalyst 

for CHWY. The recent acquisition of SmartPak Equine expands into the horse 

care market that carries gross margins of around 30-40%, higher than the 

general pet retail margins of 25-28%. This shows not only a vertical expansion 

but also a horizontal expansion as Chewy widens its catalog of products. 

Since SmartPak Equine also has a recurring subscription service already in 

place, this strengthens the vital autoship sector, showing dedication to 

expansion and future growth. 

Valuation  

 

Our base DCF projects a moderate revenue CAGR of 8.0%, growing Chewy’s 

top line from around $11.9B to $18.9B. This projection assumes the 

continued growth of Chewy’s autoship and Chewy Health platforms. Given 

Chewy’s shift towards health, subscription-based offerings and the potential 

for structural re-rating, we assume an EV/EBITDA exit multiple of 57.0x. 

Conclusion 

Chewy’s evolution from an online retailer to a comprehensive pet health 

ecosystem has positioned them for sustained long-term growth. While 

competitor risks remain, Chewy is in great standing to deliver meaningful 

shareholder value. We initiate $CHWY with a BUY rating and a PT of $46. 
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Downside Case: Our downside case assumes 

possible retention with the autoship subscription 

and a slow expansion of Chewy Health, limiting 

earnings growth. The multiple used was 50.0x 

EV/EBITDA, making our valuation $18. 

Upside Case: Our upside case assumes a quicker-

than-expected re-rating of CHWY as a premium 

health provider and a broader expansion of the 

Chewy Health platform. This case also assumes 

continued growth of the autoship subscription, 

leading to a upside valuation of $53. 

 

Disclosures and Ratings: Bluegrass Capital Research does not hold any professional relationships with the securities mentioned in this 

report. Our ratings are defined as follows: Buy (expected to outperform the market), Hold (expected to perform in line with the market), and 

Sell (expected to underperform the market), typically over a 12-month horizon. This report is for educational and informational purposes only 

and should not be considered as financial advice. 


