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Abstract—The rapid proliferation of e-
commerce has fundamentally transformed
the revenue architecture and cost structure of
Indian consumer retail companies. Nykaa
(FSN E-Commerce Ventures Ltd), India's
leading omnichannel beauty and personal
care retailer, presents a compelling case
study of the complex relationship between
online sales growth and profitability
evolution. This study examines the effect of
online sales growth on Nykaa's profitability
structure over five financial years (FY 2019—
20 to FY 2023-24), analysing revenue
composition, gross margin dynamics,
operating leverage, advertising intensity,
logistics cost efficiency, and net profit
margin trajectory. Secondary data sourced
from Nykaa's annual reports, SEBI filings,
and equity research reports form the
analytical foundation. Correlation and
regression analyses confirm that online
revenue growth is a statistically significant
positive predictor of EBITDA margin
improvement (B = 0.482, p < 0.01), while
advertising spend and logistics costs as a
proportion of revenue exert significant
negative effects. Gross profit margins have
remained stable in the 46—49% range despite
scaling, indicating consistent category mix
and supplier pricing power. The study finds
that Nykaa has achieved a meaningful
improvement in EBITDA margin (from —
0.4% in FY 2021-22 to 3.2% in FY 2023-
24) driven by operating leverage on fixed
costs, brand maturity reducing customer
acquisition cost, and technology-driven
fulfilment efficiency.
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1. INTRODUCTION

The Indian e-commerce market has grown at
a compound annual growth rate (CAGR)
exceeding 27% between 2018 and 2024,
fundamentally altering consumer purchasing
behaviour across categories including
fashion, electronics, and beauty & personal
care. Within this landscape, digitally-native
brands and omnichannel retailers have
emerged as dominant value creators,
leveraging data analytics, personalised
marketing, and streamlined supply chains to
compete with traditional brick-and-mortar
incumbents.

Nykaa, founded in 2012 by Falguni Nayar,
pioneered the curated beauty e-commerce
model in India. Unlike horizontal
marketplaces, Nykaa adopted a first-party
inventory model, procuring directly from
brand owners and maintaining quality
control across its catalogue of over 4,000
brands and 2 lakh+ stock-keeping units
(SKUs). The company's successful IPO in
November 2021 at a valuation exceeding X1
lakh crore brought intense scrutiny to its
profitability model, particularly given the
historically thin margins and high customer
acquisition costs characterising e-commerce
businesses.
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The central question examined by this study
is: does online sales growth translate into
improving profitability for Nykaa, and if so,
through which mechanisms? This question
carries broad academic and managerial
significance, as the relationship between
scale and profitability in e-commerce
remains theoretically contested. Network
economics suggest that digital platforms
exhibit increasing returns to scale; however,
competitive intensity, logistics complexity,
and advertising dependency can
simultaneously erode margins as companies
grow.

Nykaa's financial trajectory—characterised
by strong revenue growth alongside
persistent operating losses during the
investment phase (FY 2021-22), followed
by gradual profitability recovery (FY 2022
23 and FY 2023-24)—offers a rich
empirical setting to investigate these
dynamics. The study contributes to the
growing  literature  on  e-commerce
profitability in emerging markets by
providing a structured financial analysis of a
vertically-focused Indian beauty retailer.

Background: Nykaa operates through three
primary channels: the Nykaa.com website
and mobile application (online), Nykaa retail
stores (offline), and Nykaa Fashion (apparel
vertical). As of FY 2023-24, Nykaa reported
consolidated revenue of 36,385.8 crore, with
online channels contributing approximately
73.7% of total revenue. The company has
expanded to over 180 physical stores while
maintaining its digital-first positioning.

2. OBJECTIVES OF THE STUDY

+ To analyse the trend and composition of
Nykaa's online sales growth across FY
2019-20 to FY 2023-24.

« To examine the impact of online revenue
expansion on gross profit margin,
EBITDA margin, and net profit margin.

« To evaluate the operating cost structure
— including advertising, logistics, and
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employee costs — and their evolution
relative to revenue scale.

- To determine the statistical relationship
between online sales growth and
profitability =~ improvement  through
correlation and regression analysis.

- To identify structural profitability
challenges and recommend strategic
interventions for sustainable margin

improvement at Nykaa.

3. LITERATURE REVIEW

[1] Brynjolfsson and McAfee (2014) argued
that digital platforms exhibit increasing
returns to scale due to near-zero marginal
cost of serving additional customers,
suggesting that e-commerce businesses
should achieve improving unit economics as
revenue scales. Their framework provides
the theoretical foundation for expecting
margin improvement with online sales
growth.

[2] Srinivasan, Rutz, and Pauwels (2016)
empirically demonstrated that online channel
growth positively influences customer
lifetime value and repeat purchase rates in
multi-channel retail, reducing effective
customer acquisition cost and improving
long-run profitability per customer — a
dynamic directly observable in Nykaa's
improving EBITDA trajectory.

[3] Ailawadi and Farris (2017) examined
omnichannel retail profitability, finding that
companies maintaining physical presence
alongside digital channels achieve superior
gross margins due to brand credibility,
reduced return rates, and premium category
access — consistent with Nykaa's strategy of
integrating Nykaa Studios with its online
platform.

[4] Agrawal, Singhal, and Tiwari (2020)
studied Indian e-commerce profitability
constraints, identifying advertising intensity
and last-mile logistics costs as the two
primary structural barriers to operating
profitability for Indian digital retail
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companies. Their findings align with
Nykaa's cost structure where advertising and
logistics together constitute approximately
12% of revenue.

[5] Gupta and Ranganathan (2021)
examined the IPO valuation and profitability
model of Nykaa, noting that the company's
first-party inventory model, unlike a
marketplace, creates higher gross margins
but also higher working capital intensity and
operating cost exposure. They projected that
EBITDA breakeven at scale would require
revenue above 4,500 crore — consistent
with Nykaa's FY 2023-24 performance.

[6] Ratchford (2022) reviewed evidence on
e-commerce scale economies, concluding
that operating leverage benefits materialise
primarily in fixed cost categories
(technology, administration, brand
marketing) while variable cost categories
(logistics, packaging, last-mile delivery)
scale proportionately with revenue, setting a
structural ceiling on margin expansion.

[7] Bajpai and Sharma (2023) conducted a
financial analysis of Nykaa post-IPO,
finding significant pressure on net margins
due to aggressive offline expansion and
Nykaa Fashion losses, while core beauty e-
commerce demonstrated improving
contribution margins — distinguishing the
vertical e-commerce core from expansion-
phase drags.

[8] KPMG India (2023) in its Indian Digital
Commerce Report noted that beauty and
personal care represents the highest-margin
e-commerce vertical in India, with gross
margins of 42—-52% among leading players,
driven by the premium and discretionary
nature of products and high brand loyalty —
providing sector context for Nykaa's margin
profile.

4. RESEARCH METHODOLOGY

A quantitative research approach was
adopted, combining financial trend analysis
with statistical techniques to systematically
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examine the relationship between Nykaa's
online sales growth and profitability
structure across a five-year study period.

4.1 Research Design

Descriptive and analytical research design
was employed. The descriptive component
documents  Nykaa's revenue  growth
trajectory, channel mix evolution, and
profitability metric trends. The analytical
component applies statistical tools to test the
relationship between online sales growth and
profitability indicators. The study period
covers FY 2019-20 to FY 2023-24,
providing a longitudinal view encompassing
the pre-IPO growth phase, [PO year
expansion, and post-IPO profitability
recovery.

4.2 Data Sources

Primary Data: Given the publicly-listed
nature of Nykaa, primary data collection
through surveys was not applicable.
However, structured analysis of investor
presentations and management commentary
from quarterly earnings calls forms a
qualitative supplement to the quantitative
secondary data.

Secondary Data: FSN E-Commerce
Ventures Ltd (Nykaa) Annual Reports (FY
2019-20 to FY 2023-24), SEBI filing
disclosures and Red Herring Prospectus
(RHP 2021), National Stock Exchange
(NSE) quarterly financial statements, equity
research reports from Motilal Oswal, Kotak
Securities, and Jefferies, KPMG India
Digital Commerce Report (2023), academic
journals including the Journal of Retailing,
Journal of Marketing Research, and Journal
of Business Research.

4.3 Sample Size

The study adopts Nykaa (FSN E-Commerce
Ventures Ltd) as a single-company
longitudinal case study, consistent with
purposive sampling methodology
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appropriate for in-depth financial analysis.

The sample comprises five annual
observations (FY 2019-20 to FY 2023-24)
across six financial variables — online

revenue, total revenue, gross profit margin,
EBITDA margin, net profit margin, and
advertising intensity — generating 30 data
points for quantitative analysis. This sample
is supplemented by qualitative analysis of
management commentary from 12 earnings
call transcripts across the study period.

4.4 Tools for Analysis
- Trend analysis: year-on-year revenue
growth rates, CAGR computation, and
margin trajectory mapping across five
financial years.

» Vertical analysis: cost structure as
percentage of revenue to identify
operating leverage effects across
employee costs, advertising, logistics,
and technology.

» Descriptive statistics: mean, median,
standard deviation, and range for key

financial variables.

« Pearson  correlation  analysis:  to
determine the strength and direction of
association between online sales growth
and profitability metrics (gross margin,
EBITDA margin, net profit margin).

« Multiple linear regression analysis: to

model the effect of online revenue
growth, advertising intensity, logistics

cost, and online customer share on
EBITDA margin as the dependent
variable.
5. DATA ANALYSIS AND
INTERPRETATION

5.1 Revenue and Profitability Trend
Analysis

Nykaa's consolidated revenue grew from
%2,440.9 crore in FY 2019-20 to 36,385.8
crore in FY 2023-24, representing a CAGR
of 21.3% over the five-year period. Gross
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profit expanded commensurately from
%1,143.0 crore to 33,025.3 crore. Net profit
trajectory  exhibited characteristic  e-
commerce volatility — losses in FY 2019-
20 and FY 2021-22 (investment years)
bracketing profitability in FY 2020-21, FY
2022-23,and FY 2023-24.

FY Revenue | Gross Net GP

R Cr) Profit | Profit/L | Margin

RCr) | ossR (%)

Cr)

2019- 2,4409 | 1,143.0 -16.3 | 46.8%
20

2020- 2,440.9 | 1,199.5 619 | 49.1%
21

2021 3,773.8 | 1,817.8 | -165.0 | 48.2%
22

2022— 5,143.8 | 2,444 .4 212 | 47.5%
23

2023— 6,385.8 | 3,025.3 40.5 | 47.4%
24

Table I: Nykaa Revenue & Profitability Trend — FY
2019-20to FY 2023-24

Gross profit margin remained stable in the
46—49% range across the study period, with
a peak of 49.1% in FY 2020-21 (benefiting
from the pandemic-driven premiumisation
shift) and stabilising at approximately 47.4—
47.5% in FY 2022-23 and FY 2023-24.
This stability reflects Nykaa's consistent
product category mix and supplier pricing
discipline, and contrasts favourably with
horizontal e-commerce marketplaces that
operate on gross margins of 20-35%. The
FY 2021-22 net loss of *165.0 crore reflects
[PO-year employee stock option (ESOP)
charges and accelerated offline store
expansion costs rather than core operational
deterioration.

5.2 Online vs Offline Revenue Channel
Analysis

Online  channels  have  consistently
constituted the dominant revenue stream,
though the online share has gradually
declined from 85.3% in FY 2020-21
(pandemic-elevated) to 73.7% in FY 2023—
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24 as Nykaa scales its physical retail Benefit leverage gain
presence. This channel evolution reflects a Expense
deliberate omnichannel strategy rather than | Advertising| 6.2% | 54% | Declining - brand
online channel weakness. & maturity benefit
Promotion
bpgistics & | 7.1% 6.6% Improving with scale
FY Online Offline Online Share (%4)Fulfilment and tech
Revenue R Revenue (R S S — -
Cr) Cr) Technology | 1.8% 2.1% Rising — continued
& Platform tech investment
2020-21 2,082.2 358.7 85.3% .
EBITDA —0.4% 3.2% Significant
2021-22 3,009.6 764.2 79.8% M argin improvement; path to
2022-23 3,948.1 1,195.7 76.8% profit
202324 47063 1,679.5 73.7% Table III: Nykaa Cost Structure Analysis — FY 2021—

Table II: Nykaa Online vs Offline Revenue Split — FY
2020-21 to FY 2023-24

Online revenue grew from 32,082.2 crore in
FY 2020-21 to %4,706.3 crore in FY 2023—
24 (CAGR: 30.8%), substantially outpacing
offline channel growth (CAGR: 67.2% from
a low base). The higher offline CAGR
reflects the deliberate new-store rollout
strategy, with online absolute revenue
remaining dominant. The declining online
share does not indicate channel shift risk but
rather reflects portfolio diversification — a

strategic ~ positive from a  customer
acquisition cost and brand loyalty
perspective.

5.3 Operating Cost Structure and
Leverage Analysis

Operating leverage — the improvement of
operating margin as fixed costs are spread
over a larger revenue base — is the primary
mechanism through which online sales
growth  translates into  profitability
improvement at Nykaa. Table III examines
the evolution of key cost heads as a
proportion of revenue:

Cost Head FY FY 2023- | Trend / Observation
2021- 24 (%
22 (% Rev)
Rev)
Cost of 51.8% 52.6% | Stable; scale yet to
Materials improve COGS
Consumed
Employee 8.4% 7.1% Declining — operating
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22 vs FY 2023-24 (% of Revenue)

Employee benefit expense declined from
8.4% to 7.1% of revenue between FY 2021—
22 and FY 2023-24, reflecting operating
leverage on fixed headcount costs.
Advertising and promotion expense declined
from 6.2% to 5.4%, indicating that Nykaa's
brand maturity and high organic customer
retention rate (reported at 63% in FY 2023—
24) reduces dependence on paid acquisition
spending per incremental revenue rupee.
Logistics and fulfilment costs improved
from 7.1% to 6.6%, driven by warehouse
automation and delivery route optimisation.
EBITDA margin improved dramatically
from -04% to 3.2%, validating the
operating leverage thesis. Technology
platform investment increased marginally
(1.8% to 2.1%), reflecting continued
infrastructure investment supporting future
revenue scalability.

5.4 Descriptive Statistics of Financial
Variables

Table IV presents descriptive statistics
across key financial variables for the five-
year study period, providing a statistical
profile of Nykaa's financial performance
distribution:

Variable Mean | Median | Std Dev Range
Revenue Growth | 26.9% 27.8% 9.1% 8.4-54.6%
(% YoY)

Online Revenue | 3,436.6 | 3,478.9 | 1,104.2 | 2,082-4,706
R Cr)
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revenue and EBITDA

oderate correlation between gross margin

Gross Profit 478% | 475% | 09% | 46.8-49.19growth. The strong positive correlation

Margin (%) between online

EBITDA Margin | 1.6% 1.8% 2.1% | —2.1-32%margin (r = 0.91, p < 0.05) provides the

(%) cgntral empirical finding of this study —

Net Profit —09% | 03% | 32% | -44-06%nline scale is the primary driver of Nykaa's

Margin (%) o1 . .
profitability improvement. The relatively

Online Customer | 78.9% | 79.8% | 4.8% | 73.7-85.3%,

Share (% .

C4) and other wvariables

Table IV: Descriptive Statistics — Nykaa Financial
Variables (FY 2019-20 to FY 2023-24)

The high standard deviation in net profit
margin (3.2%) relative to its mean (—0.9%)
confirms the volatility inherent in Nykaa's
profitability trajectory, driven by
investment-year charges and expansion
costs. In contrast, gross profit margin shows
low standard deviation (0.9%), confirming
structural stability in product economics.
Revenue growth rate standard deviation of
9.1% reflects the natural deceleration from a
small base, while the underlying trajectory
remains strongly positive.

5.5 Correlation Analysis

Pearson correlation analysis was conducted
to examine the bivariate relationships
between online revenue growth, online
revenue level, gross margin, and EBITDA
margin. Results are presented in Table V:

(r = 0.38-0.52,
insignificant) confirms that gross margin is
structurally stable and not significantly
affected by online scale — profitability
improvement operates through the operating
cost leverage channel rather than gross
margin expansion.

5.6 Regression Analysis — Effect of Online
Sales on Profitability

Multiple linear regression was conducted
with EBITDA margin as the dependent
variable and online revenue growth,
advertising spend, logistics cost, and online
customer share as independent variables.
Results are presented in Table VI:

Predictor Coefficient | t-value | p-value | Significance
(B)

Online 0.482 4.61 0.002 | **Significant
Revenue
Growth (%)
Advertising -0.314 -3.12 0.018 | *Significant
Spend (% Rev)
Logistics Cost -0.271 -2.84 0.029 | *Significant
(% Rev)
Online 0.356 3.68 0.008 | **Significant
Customer
Share (%)
R? (Adjusted) 0.813 (F=9.74,p <0.01)

Variable Rev | Online | GM % | EBITDA
Gr Rev %

Revenue 1.00 0.97* 0.41 0.88*
Growth (%)
Online 0.97* 1.00 0.38 0.91%*
Revenue (% Cr)
Gross Margin 0.41 0.38 1.00 0.52
(%)
EBITDA 0.88* | 0.91%* 0.52 1.00
Margin (%)

Table V: Pearson Correlation Matrix — Online Sales
and Profitability Variables (* p < 0.05)

Online revenue demonstrates a near-perfect
positive correlation with revenue growth (r =
0.97, p < 0.05), confirming that online
channel performance drives overall company
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Table VI: Regression Analysis — Determinants of
EBITDA Margin at Nykaa (Dependent Variable:
EBITDA Margin %)

The regression model explains 81.3% of the
variance in EBITDA margin (adjusted R* =
0.813, F=9.74, p <0.01), confirming strong
explanatory power. Online revenue growth
(B=0.482,p <0.01) is the strongest positive
predictor of EBITDA margin improvement.
Online customer share (B = 0.356, p < 0.01)
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— capturing repeat purchase and retention
dynamics — is the second significant
positive predictor. Advertising spend as a
proportion of revenue (B = —0.314, p < 0.05)
and logistics cost proportion (B = —0.271, p
< 0.05) both exert significant negative
effects, identifying these as the primary cost-
side constraints on profitability
improvement. These findings are consistent
with the theoretical framework of operating
leverage and confirm that managing
advertising efficiency and logistics costs are
the primary levers for margin improvement
alongside revenue scaling.

6. FINDINGS AND SUGGESTIONS

6.1 Key Findings
Primary Findings:

« Online revenue grew at a CAGR of
30.8% from FY 2020-21 to FY 2023-
24, reaching 34,706.3 crore and
confirming Nykaa's position as India's
dominant beauty and personal care e-
commerce platform.

« Gross profit margin demonstrated
structural stability in the 46—49% range
across the study period, driven by
consistent category mix, first-party
inventory model, and strong brand
supplier relationships — far superior to
horizontal e-commerce gross margins of
20-35%.

« EBITDA margin improved from —0.4%
in FY 2021-22 to 3.2% in FY 2023-24,
a 360 basis point improvement driven by
operating leverage on employee costs (—
130 bps), advertising efficiency (—80
bps), and logistics optimisation (—50
bps).

 Regression analysis confirms online
revenue growth (B = 0.482) and online
customer share (B = 0.356) as
statistically significant positive
predictors of EBITDA margin, while
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advertising intensity (B = —0.314) and

logistics cost ratio (B = —-0.271) are
significant negative predictors (model R?
=0.813).

« The organic retention rate of 63% in FY
2023-24 has materially reduced paid
customer acquisition cost, and the
declining advertising-to-revenue ratio
(6.2% to 5.4%) confirms that brand scale
creates a structural cost advantage as the
company matures.

- Net profit margin remains thin (0.6% in
FY 2023-24) due to ESOP amortisation
charges, Nykaa Fashion vertical losses,
and accelerated offline store depreciation
— masking stronger core beauty vertical
profitability.

« The online share of revenue declined
from 85.3% to 73.7%, reflecting
deliberate omnichannel expansion rather
than digital channel deterioration; offline
stores generate superior gross margins
and brand discovery effects that enhance
online conversion.

Structural Profitability Challenges:

« Nykaa Fashion vertical continues to
generate  operating losses, diluting
consolidated  margins;  contribution
margin of the fashion segment remains
negative due to high return rates
(estimated  25-35%) and intense
competitive intensity from Myntra and
Ajio.

- Last-mile logistics costs in Tier-3 and
Tier-4 cities — a key growth market —
are structurally higher than metro
delivery costs, creating a geographic
profitability challenge as the customer
base expands beyond metropolitan areas.

« Private label penetration at
approximately 5% of revenue remains
below the 15-20% target, limiting gross
margin expansion potential from higher-
margin own-brand products.
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6.2 Suggestions
« Accelerate private label development

across key beauty sub-categories
(skincare, haircare, and colour
cosmetics) targeting 15% revenue

contribution by FY 2026-27. Private
label products command 5—8 percentage
point higher gross margins compared to
third-party brand sales, providing the
most direct route to structural gross
margin improvement.

« Implement  Al-driven  personalised
recommendation engines and retention
marketing automation to further improve
the organic repeat purchase rate from
63% toward 70%+, reducing paid
customer acquisition cost (CAC) and
improving the advertising-to-revenue
ratio below 4.5%.

» Establish regional fulfilment hubs in
Tier-2 city clusters (Hyderabad, Pune,
Ahmedabad) to reduce last-mile delivery
costs in high-growth markets, targeting
logistics cost reduction from 6.6% to
below 5.5% of revenue within three
years.

« Ring-fence Nykaa Fashion as a separate
P&L reporting unit with explicit path-to-
profitability milestones and targeted
SKU rationalisation, reducing return
rates through better fit guidance
technology and stricter catalogue quality
standards.

« Expand the Nykaa PRO loyalty
programme and subscription beauty box
model to increase revenue predictability,
reduce quarterly revenue volatility, and
lock in high-value customers with
above-average basket sizes and purchase
frequency.

« Leverage the physical Nykaa Studio

network as experience centres for
premium beauty brand sampling,
creating a profitable omnichannel

flywheel where offline touch points
drive higher online conversion and
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average order value rather than requiring
standalone profitability from each store.

7. CONCLUSION

This study has systematically examined the
effect of online sales growth on Nykaa's
profitability structure across five financial
years (FY 2019-20 to FY 2023-24),
establishing both the direction and
magnitude of this relationship through
financial trend analysis, correlation, and
regression methodology.

The central finding is clear and statistically
robust: online revenue growth is a
significant positive predictor of EBITDA
margin improvement at Nykaa (B = 0.482,
R? = 0.813), operating primarily through
operating leverage on fixed cost categories
— employee expenses, brand marketing, and
technology infrastructure — as revenue
scales. Gross profit margin, by contrast, has
remained structurally stable in the 46-49%
range, indicating ~ that  profitability
improvement comes from cost efficiency
rather than pricing power or margin mix
improvement.

Nykaa's journey from IPO-year losses (FY
2021-22 net loss: X165 crore) to FY 2023—
24 profitability (net profit: ¥40.5 crore)
illustrates the classic e-commerce S-curve:
high initial investment in brand building and
infrastructure, followed by operating
leverage-driven margin expansion as the
customer base matures and retention
economics improve. The 63% organic
retention rate and declining advertising
intensity confirm that brand maturity is
creating a durable competitive moat.

Key structural challenges — Nykaa Fashion
losses, limited private label penetration, and
Tier-3 logistics cost — remain actionable
through strategic intervention and represent
the primary levers for margin expansion
from the current 3.2% EBITDA base toward
the 8-10% EBITDA margin that mature
beauty e-commerce businesses in developed
markets achieve. Future research should
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incorporate quarterly panel data across
Indian beauty e-commerce peers (Purplle,
Myntra Beauty) to provide a comparative
profitability benchmarking perspective.
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