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FOCUS Fresenius SE

7th September 2016 ‘Salud'
Healthcare Fair Value EUR78 vs. EUR73 (price EUR7043) BUY-Top Picks
Bloomberg FRE GR Management’s review of the growth prospect for Quirénsalud
Reuters IAREEIDIE reinforce our sentiment on a perfect fit with Helios. Diluting KABI by
12-month High / Low (EUR 70.4/53.1 . - L .
mon _'g_ _OW( ) bringing both stability and visibility to sales and earning ramps
Market capitalisation (EURm) 38,480 . . . R
Enterprise Value (BG estimates EURM) 53,729 should be much appreciated in a difficult environment for the
Avg. 6m daily volume (‘000 shares) 1,068 Pharmaceutical sector. Having integrated Quirénsalud in our model
Free Float 64.0% lift our 2017e EPS by 8.5%. We reiterate our BUY rating and raise our
3y EPS CAGR 12.6% .
Gearing (12/15) - Fair Value from EUR73 to EUR78.
Dividend yield (12/16e) 2.74%
B Fresenius SE acquired Spain’s leading hospital network,
YE December 12/15 12/16e 12/17e 12/18e ., . L. . .
Quirénsalud, for EURS5.76bn. This acquisition which is the largest
Revenue (EURm) 27,626 28,927 33,694 36,132 ) ) ) ) ) ]
EBIT (EURm) 3875 4250 4865 5311 conducted by Fresenius SE is a perfect fit into its portfolio. Indeed, it
BasiGlERSHEUR) 2:508 2. B9R 3288365 should bring both stability and visibility to the PnL at a time 1/ KABI
Diluted EPS (EUR) 262 297 338 374 .
o e e (T G NA long term growth might have cast doubt.
EV/EBITDA 10.4x 9.9x 9.6x 8.9x
EV/EBIT 134x  126x  12.3x  11.3x . . .1 . . .
e 6.9 237x  209x  18.8x B The Spanish hospital Market is highly attractive with 1/ an increased
ROCE 3.8 43 4.8 5.1 proportion of the population benefiting from a private insurance and 2/
lower hospital coverage leaving room for new projects. Quirénsalud’s
728 EUR2.7bn revenues which are expected to growth by 5% in the long
EE term comes from both private and public payers and should offer to
e Fresenius a strong footprint in the country before taking a role into the
578 consolidation of the market.
52.8
47.8 Wﬂ‘vﬁ . .
My \M FaAvAYIRd B On top of embedded synergies, the groups communicated on an
428 ¥ v v .« . . . :
\ v additional EUR50m synergies that should be reached in the mid-term.
378
Y5 Cgs U (R D S G Considering 1/ comments from the CEO during the conference call and
——FRESENIUS (XET) ~——SXX EUROPE 600

2/ the groups excellent track record in integrating and over delivering on
synergies, we do not rule out that they could go higher, further enhancing

the accretion of the deal.

B Integrating Quirénsalud to our estimates with synergies of EUR50m as a
base scenario lift our EPS by 8.5%, 10% and 10.7% in 2017e, 2018e
and 2019e respectively. We reiterate our BUY rating for Fresenius
which is included in our Q3 top picks list. Our new Fair Value is
increased by EURS5 to EUR78 offering an upside of 11%.

Analyst: Sector Analyst Team:
- Hugo Solvet Mickael Chane Du
L ” 33(0) 1 56 68 75 57 Eric Le Berrigaud

‘%‘@ hsolvet@bryangarniet.com

Please see the section headed “Important information” on the back page of this report.
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Fresenius SE Major keys to Focus on
1. One Chart

Quirénsalud's Payor Split B Building a leading European hospital network...
Other Having reached critical mass in the German hospital market, Fresenius SE
3% has announced the European expansion of its hospital activities with the

acquisition of Quirénsalud for EUR5.76bn. Following the merger of
IDCsalud and Quirén, Spain’s first and second largest hospital networks, in
June 2014, Quirénsalud operates 43 hospitals, 39 outpatient centres and 300

PZ;:;:e occupational risk prevention centres, which are expected to generate sales of
EUR2.5bn and EUR2.7bn in 2016e and 2017e.
B ... In the attractive Spanish market.
The country has more private insurance holders than Germany (9.4m i.e.
Occurze\xlzizzilnrisk 20% of population vs. 8.8m i.e. 11% of population) as private insurance 1)
selsf;/':ay P 12% comes on top of public insurance and 2) access is easier with no annual

salary threshold. This leads to lower premiums (EUR70/month vs.
EUR240/month in Spain and Germany respectively) in private insurance and hence a larger population pool likely to be treated

in Quirénsalud’s Spanish hospitals than in Helios” German ones.

B ... driving 5.4% and 8% sales growth in 2016e and 2017e respectively

e Public payers (NHS). Quirénsalud runs five long-term concession hospitals with the average expiry year for the Private
Public Partnership in 2041. While the basic remuneration source for these hospitals is capitation fees for the covered area,
incremental sources of revenues could be derived from attracting more patients than the number included in the coverage
area (called free-choice patients). Quirénsalud’s 1) reputation for delivering quality treatments to cancer and cardiovascular
patients although it covers all types of medical specialty and 2) short waiting time i.e. 2 days shorter than other hospitals on
average, should help the group to at least maintain its positive balance.

¢ Occupational risk prevention (ORP) for employees could help to orientate future patients to Quirénsalud hospitals

e Self-pay is represented by treatments not covered by NHS or HIC (dental treatment, medical tourism etc). We would
highlight the fact that while the company’s geographical footprint spreads across all Spain with a focus on the country’s
richest regions (i.e. Andalusia, Catalonia and Madrid), Quirénsalud is most likely to benefit from out-of-pocket payments
from treatments.

e DPrivate payers (HIC). FRE’s due diligence points towards a relatively low age of private insurance holders, which should
benefit long term growth. In the short term, the size of the company, which operates 38 private hospitals and 39 outpatients’

centres could provide Quirénsalud increased negotiating clout.

B On top of that, we have identified further sources of growth with 1) the expansion of existing facilities and new projects with
Spain’s hospital bed/k inhabitants ratio being lower than in Germany (3.2 vs 8.3) and 2) the acquisition of private hospitals
following the integration of Quirénsalud’s existing ones. As a result, we are not ruling out the prospect of a medium term growth

rate of above 5%.

2. One Sentence
"Our conservative synezgies estimates"”

On top of the EURG0-65m EBITDA margin ramp-up in terms of absolute numbers expected in 2016e and 2017e (EUR50-60m
equally split between leverage on cost synergies within Quirénsalud and the previous plan and EUR10m from acquisitions), EUR50m
in annual synergies should be reached within a three -year timeframe. Management provided little granularity on the split of these
synergies, which should be derived from procurement (in-depth review in the upcoming weeks), cross-selling on ORP and patient’s

management process applicable to Helios.

Please see the section headed “Important information” on the back page of this report.
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3. One Figure
FRE has a track record for integrating companies and over-delivering on synergies. Following

8.5% EPS accretion in management’s comments, we are not ruling out the possibility of even higher synergies and

2017e hence, have modeled different scenarios depending on whether they reach EUR50m or
EUR75m. Oher hypothesis include a 5% long term growth rate, 1.5% cost of debt and 25% tax
rate.
2017e 2018e 2019e
Synergies/year (EURm) 20 35 50
EPS accretion (in %) 8,5% 10,0% 10,7%
Synergies/year (EURm) 25 50 75
EPS accretion (in %) 9,0% 11,4% 12,8%
4. How does this acquisition impact our Investment Case

By slightly diluting KABI, Quirénsalud’s acquisition mitigates the risk that could kick in from difficulties to keep up with high margins
at KABI North America (17% of Fresenius’ sales). Indeed, the continuous easing of the drug shortage situation in the US, might
increase top-line pressure (-6% organic decline in Q2 2016 for KABI NA) and translate into higher than expected pressure on
profitability levels. However, both our qualitative index points to management's ability to target key IV Gx products (see below) and

yesterday’s acquisition helps to rebalance the risks mentioned above by adding sustainable growth to the group.

2016e FRE Sales by Division 2016e FRE EBIT by Division 2016e FRE Net Income by Division
% mFMC
M Kabi
™ Helios
Vamed
2017e FRE Sales by Division 2017e FRE EBIT by Division 2017e FRE Net Income by Division
% mFMC
M Kabi
™ Helios
Vamed
100 50%
%0 45%
80 40%
M US Gx IV shortages (Left hand scale) 70 — 35%
60 30%

25%
m benefiting to KABI (Left hand scale)

20 20%

30 15%

= US Shortage/benefiting to KABI ratio (right hand scale) 20 10%
0 0%

%
June 2012 June 2015 June 2016
Next Catalysts
Period Event Comment
Oct. 27t Financials Q3 2016 results
Nov. 15% BG&Co’s 4 HC conference (Nov. 14h-15th) Fresenius SE to attend our Healthcatre conference
Late Feb. 2017 Financials FY 2016 results with new mid-term targets

Please see the section headed “Important information” on the back page of this report.
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Company description

Fresenius is a health care group with
international operations, providing
products and services for dialysis
(Fresenius Medical Care), hospital and
outpatient medical care. In 2014,
Group sales were €23.2bn billion. The
recent RHK acquisition strengthened
the Group's footprint in Germany
while its US are benefiting from a
good sales momentum. Fresenius has
more than 217,000 employees
worldwide.

Fresenius SE

Simplified Profit & Loss Account (EURm) 2013 2014 2015 2016e 2017e 2018e
Revenues 20,331 23,231 27,626 28,927 33,694 36,132
Change (%) 5.4% 14.3% 18.9% 4.7% 16.5% 7.2%
Adjusted EBITDA 3,888 4,051 4,990 5,407 6,213 6,756
EBIT 2,991 3,114 3,875 4,250 4,865 5,311
Change (%) 0.3% 4.1% 24.4% 9.7% 14.5% 9.2%
Financial results (584) (602) (613) (592) (761) (715)
Pre-Tax profits 2,407 2,512 3,262 3,658 4,105 4,596
Exceptionals NM NM NM NM NM NM
Tax (669) (700) (965) (1,042) (1,170) (1,310)
Profits from associates NM NM NM NM NM NM
Minority interests (727) (745) (939) (1,034) (1,124) (1,270)
Net profit 1,051 1,086 1,423 1,581 1,811 2,016
Restated net profit 1,011 1,067 1,358 1,623 1,864 2,064
Change (%) 9.2% 5.5% 27.2% 19.5% 14.9% 10.7%
Cash Flow Statement (EURm)

Operating cash flows 2,320 2,585 3,327 3,690 4,020 4,598
Change in working capital 68.0 (1,258) (1,173) (330) (1,502) (768)
Capex, net (1,071) (1,345) (1,489) (1,736) (2,029) (2,065)
Financial investments, net (3,603) (3,351) (1,494) (3,014) (8,612) (3,116)
Dividends (491) (582) (920) (1,054) (1,224) (1,356)
Other NM NM NM NM NM NM
Net debt 11,940 12,429 13,518 15,249 21,302 21,776
Free Cash flow 1,520 206 722 1,573 722 1,719
Balance Sheet (EURm)

Tangible fixed assets 5,082 6,776 7,428 7,980 8,633 9,226
Intangibles assets 16,067 21,314 23,033 24,338 30,949 32,026
Cash & equivalents 864 1,175 1,044 250 (5,803) (6,277)
current assets 7,972 10,028 10,917 10,442 5,677 5,861
Other assets 3,637 1,779 1,792 1,792 1,792 1,792
Total assets 32,758 39,897 43,170 44,552 47,051 48,905
L & ST Debt 17,896 21,753 22,444 22,130 22,747 22,538
Others liabilities 1,130 1,980 1,776 1,776 1,776 1,776
Shareholders' funds 13,732 16,164 18,950 20,646 22,528 24,591
Total Liabilities 19,026 23,733 24,220 23,906 24,523 24,314
Capital employed 26,735 32,793 35,761 37,315 39,039 40,699
Ratios

Operating margin 14.71 13.40 14.03 14.69 14.44 14.70
Tax rate 27.79 27.87 29.59 28.50 28.50 28.50
Net margin 4.97 4.59 4.91 5.61 5.53 5.71
ROE (after tax) 7.36 6.60 7.16 7.86 8.27 8.39
ROCE (after tax) 3.78 3.25 3.80 4.35 4.77 5.07
Gearing 130 135 118 107 101 91.65
Pay out ratio 66.27 65.33 67.70 66.59 67.53 67.15
Number of shares, diluted 536 540 544 546 552 552
Data per Share (EUR)

EPS 1.89 1.97 2.50 2.89 3.28 3.65
Restated EPS 1.96 2.01 2.62 2.97 3.38 3.74
% change 8.5% 2.5% 30.1% 13.6% 13.6% 10.7%
BVPS 25.62 29.91 34.84 37.80 40.79 44.53
Operating cash flows 4.33 4.78 6.12 6.76 7.28 8.33
FCF 2.84 0.38 1.33 2.88 1.31 3.1
Net dividend 1.25 1.29 1.69 1.93 2.21 245

Source: Company Data; Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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Price Chart and Rating History

Fresenius SE
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Ratings
Date Ratings Price
14/07/15 BUY EUR57.35
18/12/14 NEUTRAL EUR41.7
15/05/12 BUY EUR29.37

Target Price

Date Target price
04/05/16 EUR73
06/04/16 EUR70
05/01/16 EURG68
16/07/15 EURG4
14/07/15 EUR62
04/05/15 EURS7
30/04/15 EUR54
18/12/14 EUR42
26/02/14 EUR40
07/01/14 EUR41.25
26/11/13 EUR39.27
17/09/13 EUR36.96

Please see the section headed “Important information” on the back page of this report.
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
BUY Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.
NEUTRAL Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.
SELL Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 55.3%

Distribution of stock ratings

NEUTRAL ratings 33.3% SELL ratings 11.3%

Research Disclosure Legend

1 Bryan Garnier shareholding | Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a No
in Issuer shareholding that, individually or combined, exceeds 5% of the paid up and issued shate capital of a company
that is the subject of this Report (the “Issuer”).
2 Issuer shareholding in Bryan | The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or | No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager No
of one ot more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is ot has in the past twelve months been patty to an agreement with the | No
agreement Issuer relating to the provision of investment banking services, or has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Report is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing No
corporate finance services to the issuer or may expect to receive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities or derivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities or derivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its patents or
subsidiaries. ‘The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the research, nor the timing of the publication of | Yes
the research has been influenced by any knowledge of clients positions and that the views expressed in the
report accurately reflect his /her personal views about the investment and issuer to which the report relates and
that no part of his/her remuneration was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in the report.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com

Please see the section headed “Important information” on the back page of this report.
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Important information

This document is classified under the FCA Handbook as being investment research (independent research). Bryan Garnier & Co Limited has in place the measures and
arrangements required for investment research as set out in the FCA’s Conduct of Business Sourcebook.

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number 452 605 512. Bryan Garnier
& Co Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 178733) and is a member of the London Stock Exchange. Registered
address: Beaufort House 15 St. Botolph Street, London EC3A 7BB, United Kingdom

This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or sell relevant securities, including securities mentioned
in this Report and options, warrants or rights to or interests in any such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be
construed as, investment advice or a personal recommendation. No account is taken of the investment objectives, financial situation or particular needs of any person.

The information and opinions contained in this Report have been compiled from and are based upon generally available information which the Firm believes to be reliable but the
accuracy of which cannot be guaranteed. All components and estimates given are statements of the Firm, or an associated company’s, opinion only and no express representation or
warranty is given or should be implied from such statements. All opinions expressed in this Report are subject to change without notice. To the fullest extent permitted by law
neither the Firm nor any associated company accept any liability whatsoever for any direct or consequential loss arising from the use of this Report. Information may be available to
the Firm and/or associated companies which are not reflected in this Report. The Firm or an associated company may have a consulting relationship with a company which is the
subject of this Report.

This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written permission. The Firm reserves all rights in relation to this
Report.

Past performance information contained in this Report is not an indication of future performance. The information in this report has not been audited or verified by an
independent party and should not be seen as an indication of returns which might be received by investors. Similarly, where projections, forecasts, targeted or illustrative returns or
related statements or expressions of opinion are given (“Forward Looking Information”) they should not be regarded as a guarantee, prediction or definitive statement of fact or
probability. Actual events and circumstances are difficult or impossible to predict and will differ from assumptions. A number of factors, in addition to the risk factors stated in this
Report, could cause actual results to differ materially from those in any Forward Looking Information.

Disclosures specific to clients in the United Kingdom

This Report has not been approved by Bryan Garnier & Co Limited for the purposes of section 21 of the Financial Services and Markets Act 2000 because it is being distributed in
the United Kingdom only to persons who have been classified by Bryan Garnier & Co Limited as professional clients or eligible counterparties. Any recipient who is not such a
person should return the Report to Bryan Garnier & Co Limited immediately and should not rely on it for any purposes whatsoever.

Notice to US investors

This research report (the “Report”) was prepared by Bryan Garnier & Co Limited for information putposes only. The Report is intended for distribution in the United States to
“Major US Institutional Investors” as defined in SEC Rule 15a-6 and may not be furnished to any other person in the United States. Each Major US Institutional Investor which
receives a copy of this Report by its acceptance hercof represents and agrees that it shall not distribute or provide this Report to any other person. Any US person that desires to
effect transactions in any security discussed in this Report should call or write to our US affiliated broker, Bryan Garnier Securities, LLLC. 750 Lexington Avenue, New York NY
10022. Telephone: 1-212-337-7000.

This Report is based on information obtained from sources that Bryan Garnier & Co Limited believes to be reliable and, to the best of its knowledge, contains no misleading,
untrue or false statements but which it has not independently verified. Neither Bryan Garnier & Co Limited and/or Bryan Garnier Securities LLC make no guarantee,
representation or warranty as to its accuracy or completeness. Expressions of opinion herein are subject to change without notice. This Report is not an offer to buy or sell any
security.

Bryan Garnier Securities, LLC and/or its affiliate, Bryan Garnier & Co Limited may own more than 1% of the securities of the company(ies) which is (are) the subject matter of
this Report, may act as a market maker in the securities of the company(ies) discussed herein, may manage or co-manage a public offering of securities for the subject company(ies),
may sell such securities to or buy them from customers on a principal basis and may also perform or seck to perform investment banking services for the company(ies).

Bryan Garnier Securities, I.LC and/or Bryan Garnier & Co Limited are unaware of any actual, material conflict of interest of the research analyst who prepared this Report and are

also not aware that the research analyst knew or had reason to know of any actual, material conflict of interest at the time this Report is distributed or made available..



