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UNDERPERFORM ©

F&P Healthcare (FPH) provided a trading update confirming an exceptional start to FY21, underpinned by continued
momentum in its Hospital division, with its products used as a front-line therapy for COVID-19 patients. FPH is a high quality
growth company and a material beneficiary of COVID-19. Earnings momentum is strong, although it becomes more
challenging as consensus better reflects this, it begins to cycle larger numbers and when Hospital equipment sales fade from
elevated levels. We see better value growth stocks in both the NZ market and globally.

NZX Code FPH Financials: Mar/ 20A 21E 22E 23E  Valuation(x) 20A 21E 22E 23E
Share price NZ$36.50  NPAT* (NZ$m) 287.3 408.7 399.2 4518 EV/EBITDA 475 337 341 305
Target price NZ$32.50  EPS*(NZc) 500 710 69.1 778 EV/EBIT 55.1 37.8 389 344
Risk rating Medium EPS growth* (%) 370 419 -2.7 127 PE 729 514 529 46.9
Issued shares 574.2m DPS (NZc) 275 390 414 467 Price /NTA n/a n/a n/a n/a
Market cap NZ$20,958m  Imputation (%) 100 100 100 100  Cashdivyld (%) 0.8 11 11 1.3
Avg daily turnover 808.9k (NZ$20,960k) *Based on normalised profits Gross div yld (%) 1.0 1.5 1.6 1.8

Exceptional 4m21; FY21 on track to be a bumper year, with FPH's revised assumption set (once again) conservative

FPH has (unsurprisingly) seen a very strong start to FY21. We understand monthly growth rates remain volatile which means FPH will

not provide 1H20 guidance, as is typical at its Annual Meeting, albeit it did provide an updated 'guide’ for FY21 (revenue ~NZ$1.61bn;

NPAT NZ$365-385m) based on a revised set of COVID-19 assumptions which we view as conservative. We increase our FY21

forecasts (which were already top of the revised range) to above FPH's 'guide’, reflecting stronger revenue growth.

= Hospital — stellar trading: Revenue is up +91% YoY for the first four months of FY21 (Hardware +390%; Consumables +48%). This
is also ahead of indications in June, with a strong July. We understand this reflects a rebuilding of stocks by hospitals, elevated
COVID-19 hospitalisations in some countries / US states and a shift in COVID-19 clinical practice in ICU towards high flow nasal
cannula oxygen therapy, away from invasive ventilation (both therapies where FPH is the market leader).

= Homecare holding up: Despite some areas of weakness / pressure Homecare revenue is +up 5% for the first four months of FY21,
this is consistent with our FY21 expectations.

Where to thereafter?

The path beyond FY21 remains an area of debate, with a number of unanswerable questions on behaviour and adoption rates,
particularly when we return to a more 'normal’ backdrop without the unprecedented level of government funding support. Whenever
the demand for Hospital equipment and elevated COVID-19 hospitalisations diminishes, we expect growth to be difficult, with
potential for disappointment if consumables revenue cannot replace the spike in hardware in particular. COVID-19 may prove to be
an enduring catalyst to higher adoption rates (as assumed in our DCF), however, the extent of the uplift remains up for debate.

Growth, high returns and lower interest rates a powerful combination

FPH's share price and valuation metrics have seen a remarkable step-change through 2020 (price +67%; market cap +NZ$8.6bn; PE
+34%). The combination of high returns, a lift in growth and lower interest rates has been a powerful source of multiple expansion
(easy to see in hindsight, particularly in light of what we know now about COVID-19). We lift our target price to NZ$32.50 following
revisions to our team cost of capital inputs which materially lifts our DCF, with FPH one of the most favourably impacted across our
coverage. Despite this lift, we are still below current trading levels; retain UNDERPERFORM.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
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Fisher & Paykel Healthcare Corporation (FPH)

Priced as at 18 Aug 2020 (NZ$)

12-month target price (NZ$)*
Expected share price return
Net dividend yield

Estimated 12-month return

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Sales revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital
Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2019A
1,070.4
329.3
(41.7)
292.6
0.8

0
(82.0)
0
209.2
0
209.2
36.5
233

2019A
9.1

6.4

85
10.0
9.5

9.4

2019A
329.3
6.7
(82.7)
0
2533
(125.7)
0

0
127.6
(114.6)
21
15.1

2019A
159.0
601.4
615
0
109.1
931.0
(54.4)
0
722
913.2
0
931.0

2020A
1,263.7
440.3
(61.0)
379.3
(17)

0
(83.2)
0
287.3
0
287.3
50.0
27.5

2020A
18.1
337
29.6
37.3
37.0
18.3

2020A
440.3
(14.3)
(95.9)
0
330.1
(155.7)
0

(9.7)
164.7
(146.4)
0

18.3

2020A
203.6
710.6
73.9
247
136.5
1,149.3
(42.2)
33.6
181.4
976.5

0
1,149.3

2021E
1,705.3
620.2
(68.1)
552.1
(1.2)

0
(142.3)
0
408.7
0
408.7
710
39.0

2021E
34.9
40.9
455
422
419
418

2021E
620.2
(67.4)
(143.4)
0
409.4
(165.0)
0

(7.3)
237.1
(191.4)
0

45.7

2021E
2710
803.2
88.5
242
136.0
1,322.9
(87.9)
36.2
184.0
1,190.8
0
1,322.9

2022E
1,673.1
6114
(74.4)
537.0
(0.4)

0
(137.5)
0
399.2
0
399.2
69.1
414

2022E
-1.9
-1.4
-2.7
-2.3
=27
6.2

2022E
6114
51
(137.8)
0
478.7
(116.0)
0

(7.8)
354.9
(232.4)
0
1225

2022E
265.9
838.3
105.2
237
135.5
1,368.6
(210.4)
38.0
185.8
1,355.2
0
1,368.6

36.50

32.50
-11.0%
1.1%
-9.9%

1.30%
0.77
5.2%
1.5%

2023E
1,868.4
684.3
(77.1)
607.3
0.5

0
(155.9)
0
451.8
0
451.8
77.8
46.7

2023E
11.7
11.9
13.1
13.2
12.7
12.8

2023E
684.3
(31.0)
(155.4)
0
497.9
(167.5)
0

(8.1)
322.3
(255.7)
0

66.5

2023E
296.9
919.6
124.3
232
135.0
1,499.1
(277.0)
39.4
187.2
1,549.5
0
1,499.1

* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-

months dividend

Spot valuations (NZ$)
1.DCF

2.Compco

3.n/a

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios
EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Operating Performance
Sales revenue (NZ$m)
Hospital

Growth (%)

Homecare

Growth (%)

Core products - total
Distributed products
Total sales

Cost breakdown and margins
Gross profit (NZ$m)

Gross margin (%)

R &D costs (NZ$m)

SG&A costs (NZ$m)

Key line items to call out

R&D tax credit (incl. as offset to tax)

Litigation costs within SG&A

Currency

NZDUSD spot rate
NZDEUR spot rate

USD hedging - % cover
USD hedging - average rate

2019A
63.5
714
99.9
>100x
0.6

0.6

0.9

2019A
n/a

n/a
-6.3
n/a

2019A
24.2
22.9
26.8
30.8
27.3
11.7
366
100

64

2019A
642
12
421
1,064
1,070
716
67
(100)
(286)
n/a

(23)

0.68
0.59

2020A
47.5
55.1
729
>100x
0.8

0.8

1.0

2020A
>100x
>100x
-4.5
n/a

2020A
26.0
294
33.0
34.8
30.0
12.3
322
100

55

2020A
801
25
457
1,259
1,264
836
66
(119)

(277)

13

0.65
0.58

2021E
337
37.8
514
>100x
12

11

15

2021E
>100x
>100x
-8.0
n/a

2021E
326
34.3
40.2
36.4
324
9.7
301
100
55

2021E

1,215
52
486
6
1,700

1,705

1,080

63
(130)
(330)

15

0.64
0.56

85
0.65

2022E
34.1
38.9
529
>100x
1.7

11
16

2022E
>100x
>100x
-18.4
n/a

2022E
310
29.5
35.6
36.5
321
6.9
192
100
60

2022E

1,133
)
535
10
1,668

1,673

0.64
0.56

60
0.65

34.02
25.60
n/a

19,738
0
(207)
19,531

2023E
30.5
34.4
46.9
>100x
1.6

13

18

2023E
n/a
n/a
-21.8
n/a

2023E
321
29.2
373
36.6
325
9.0
269
100
60

2023E

1,283
13
580

8
1,864

1,868

0.64
0.56

45
0.64
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Charts of interest
Figure 1. FPH 12 month forward PE versus peers
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Source: Forsyth Barr analysis, Bloomberg

Figure 3. US COVID-19 hospitalisations
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Source: Forsyth Barr analysis, COVID tracking

Figure 5. Nasal high flow consumable growth — FPH vs

Vapotherm (VAPO)
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Figure 2. Global healthcare peers — PE vs 10yr average
60x

10X|iili|i
Ox T T T T
hes %]
23 %L R =2

Source: Forsyth Barr analysis, Bloomberg

mPE m 10yr average PE

w
o
x

N
o
X

12 month forward PE
N w
) o)
x x

1 —
N —
1O ——
WS ——
XL [—
HZ —

Qe ——

Figure 4. Daily global COVID-19 cases
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Figure 6. Forsyth Barr forecasts vs FPH 'guide’
FPH 'guide’ Forsyth Barr
Fy21 29-Jun 18-Aug Old New
Revenue (NZ$bn) 1.48 1.61 1.62 1.71
NPAT (NZ$m) 325-340 365-385 378.6 408.7
COVID-19 Q1 peakin Hospitalisations

assumptions hospitalisations steadily return to
normal by end of
CY20

Source: Forsyth Barr analysis, FPH guidance
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Earnings and valuation

While our forecasts were already at the top end of management's FY21 'guide’, we have upgraded FY21 expectations assuming

COVID-19 related tailwinds continue for an extra quarter.

We lower our WACC from 6.7% to 5.2% in light of changes to our cost of capital assumptions highlighted in our recent report, "The
Cost of Capital Conundrum: When TINA Came to Our Shores" published 7 August 2020. FPH is one of the companies most positively
impacted by the changes, however, the step-up in our DCF valuation (+49%) simply sees some 'catch up' to the share price which
suggests investors may already be assuming a cost of capital closer to our new assumption (likely helped by FPH being partly priced by
international investors with a lower cost of capital for NZ stocks).

Figure 7. Earnings revisions (NZ$m)

FY20A FY21E FY22E FY23E
NZ$m Actual Old New % chg Old New % chg Old New % chg
Total revenue 1,263.7 1,615.5 1,705.3 5.4% 1,645.2 1,673.1 1.7% 1,847.1 1,868.4 1.2%
Normalised Profit 287.3 378.6 408.7 7.9% 388.7 399.2 2.7% 441.6 451.8 2.3%
Normalised EPS (cps) 50.0 65.8 71.0 7.9% 67.2 69.1 2.7% 76.1 77.8 2.3%
Dividend per share (cps) 27.5 36.0 39.0 8.3% 40.3 414 2.7% 45.6 46.7 2.4%
Hospital revenue 801.3 1,124.9 1,214.7 8.0% 1,105.3 1,133.2 2.5% 1,262.1 1,2834 1.7%
Homecare revenue 457.3 485.6 485.6 0.0% 535.1 535.1 0.0% 580.5 580.5 0.0%

Source: Forsyth Barr analysis
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Investment Summary

F&P Healthcare (FPH) has developed specialised expertise in heated humidification that forms the basis of its strong market
position in the hospital and growing presence in homecare. It has progressively widened its addressable market through new
applications which is a key driver of an attractive, long-term, double-digit profit growth outlook. The company is also benefiting
from COVID-19 related demand, with some of its products recommended as a front-line therapy. However, FPH is one of the
most expensive global medical device companies (growth-adjusted and absolute). While it is difficult to foresee a catalyst for a
derating, particularly given near-term earnings momentum, we see better value for risk elsewhere. UNDERPERFORM.

Business quality
= Track record: FPH has created value through continued product innovation and progressively widening its addressable market

with new applications of its technology to serve more patient groups and provide more products per patient.

= Strong market position: FPH's business model is supported by a high portion of recurring revenue (>85%) and strong global market
position (including c. 75% share in the invasive ventilation market; c. 15% in sleep apnea and growing presence in areas where FPH
is working to change clinical practice).

= Attractive industry backdrop: FPH operates in markets with high barriers to entry and where adoption curves are long. Structural
trends are supportive (ageing population, global focus on lowering healthcare costs and improving diagnosis rates).

Earnings and cashflow outlook
= COVID-19: FPH is benefitting, and will continue to benefit, from demand for its products as a result of COVID-19. In particular,

nasal high flow oxygen therapy has been recommended as a front-line therapy by a growing number of public health authorities
globally. Predicting the course and duration of new cases remains challenging, influenced by countries' corrective measures.

= Attractive long-term growth runway; albeit with two speed growth path: FPH has a long runway of organic growth opportunities,
particularly in the Hospital segment where clinical evidence continues to build for 'new' applications. Penetration for the latter
remains low relative to a large addressable market. While Hospital continues to deliver standout results, we expect a more modest
outlook for Homecare, not helped by a highly competitive environment.

Financial structure
= Balance sheet: FPH's target gearing range of -5% to +5% ensures flexibility for events like product recalls or hedging opportunities.

We expect it to remain within this range near-term.

Risk factors
= Change in technology or medical treatments: May result in some products becoming obsolete or cause it to incur costs to

implement new technologies. There is some risk mitigation given FPH's diversified offering.
= Litigation or a need to defend its intellectual property: This can be an expensive exercise.

Figure 8. Revenue breakdown by segment (est.) Figure 9. Global market penetration in Hospital/RAC segment
Non invasive Surgical 60
ventilation consumables
consumables 1%
8% 50
OSA masks @
Invasive 29% s |
ventilation = 40
(‘traditional’) £
consumables 2 30 -
20% o
=}
3
Hospital ‘5 20 1
64% fza‘
OSA flow gen 10
E= B -
Respiratory in 0 ‘
Optiflow thesr};me Invasive Non-invasive  Nasal high flow Surgery
consumables Hardware ? ventilation ventilation  oxygen therapy
26% 9%
B Potential patients ® Current patients being treated
Source: Forsyth Barr analysis, Company reports Source: Forsyth Barr analysis, Company reports
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Figure 10. Price performance Figure 11. Substantial shareholders
250 Shareholder Latest Holding
$36.00 9
230 The Vanguard Group 5.3%
BlackRock Investment Management 5.0%
$31.00 210 Source: NZX, Forsyth Barr analysis, NOTE: based on SPH notices only
1.90
$26.00 170
1.50
$21.00 1.30
1.10
$16.00 0.90
. ) 0.70
$11.00 0.50
Augl7 Augl8 Augl9 Aug20
——Price -=--Relative to S&P/NZX 50
Source: Forsyth Barr analysis
Figure 12. International valuation comparisons
Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYIld
(metrics re-weighted to reflect FPH's balance date - March) (m) 2021E 2022E 2021E 2022E 2021E 2022E 2022E
F&P Healthcare FPHNZ NZ$36.50 NZ$20,958 >50x  >50x 33.7x  34.2x 37.9x 38.9x 1.1%
RESMED INC RMD US US$183.20 US$26,546 39.6x  36.1x 27.5x  25.7x 32.6x  30.0x 0.9%
TELEFLEX INC TFXUS US$374.73 US$17,431 35.0x 27.1x 27.3x  20.9x 29.8x  23.1x 0.4%
BOSTON SCIENTIFIC CORP BSX US US$39.35 US$56,297 35.7x  22.8x 25.6x  18.5x 32.0x 22.3x 0.0%
BECTON DICKINSON AND CO BDXUS US$260.04 US$75,377 23.0x  19.6x 17.1x  14.8x 22.7x  19.6x 1.6%
Compco Average: 33.3x  26.4x 24.4x  20.0x 29.3x  23.8x 0.7%
EV = Current Market Cap + Actual Net Debt FPH Relative: n/a n/a 38% 71% 29% 64% 57%

Source: *Forsyth Barr analysis, Bloomberg Consensus, Compco metrics re-weighted to reflect headline (FPH) companies fiscal year end

Figure 13. Consensus EPS momentum (NZ$) Figure 14. One year forward PE (x)
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Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent
manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst's compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that Analyst in this report.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A. For these purposes, a
threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on issue, whichever is the lesser.

Ratings distributions: As at 17 Aug 2020, Forsyth Barr's research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM
43.4% 45.3% 11.3%

Forsyth Barr's research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other equity security recommendations
across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in question. Risk-adjusted Estimated Total
Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant security.

Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr") may have long or
short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide (or be
intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is not a
registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may buy or sell financial products as principal or agent, and
in doing so may undertake transactions that are not consistent with any recommendations contained in this publication. Other Forsyth Barr business units
may hold views different from those in this publication; any such views will generally not be brought to your attention. Forsyth Barr confirms no inducement
has been accepted from the issuer(s) that are the subject of this publication, whether pecuniary or otherwise, in connection with making any recommendation
contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff or information) may have been provided by
the issuer(s) being researched.

Investment banking engagements: Other than confidential engagements, Forsyth Barr has not within the past 12 months been engaged to provide
investment banking services to the issuer that is the subject of this publication. For information about whether Forsyth Barr has within the past 12 months
been engaged to provide investment banking services to any other issuer referred to in this publication, please refer to the most recent research report for
that issuer’s financial products.

Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice, please
contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any) amount
invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are available on
request and free of charge.

Disclaimer: This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that
information has not been independently verified or investigated by Forsyth Barr. Forsyth Barr does not make any representation or warranty (express or
implied) that the information in this publication is accurate or complete, and, to the maximum extent permitted by law, excludes and disclaims any liability
(including in negligence) for any loss which may be incurred by any person acting or relying upon any information, analysis, opinion or recommendation in this
publication. Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you. Any
analyses or valuations will typically be based on numerous assumptions; different assumptions may yield materially different results. Nothing in this
publication should be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from doing so, or to engage in any other
transaction. This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would constitute a breach of
any applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend, create a derivative work from, extract data from, or otherwise
commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider may provide
Forsyth Barr with information on your readership of the publications available through that platform.
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