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Basic Information 
Ticker XTRA:FME 
Last Close (30-Oct-20) EUR€65.54 
12M Target Price EUR€96.21 
+/- Potential  +46.8% 
GICS Sector Healthcare 
GICS Sub-Industry Equipment & Services 

 

1Y Price Change vs. Relative Index (DAX) 

  
 

Fresenius Medical Care is a global leader based in 
Germany in providing products and services for 
people with chronic kidney failure. 

 

 

Key Financials 
Market Cap  EUR€ 20.512b 
Basic Shares O/S EUR€ 306.88b 
Free Float 64.6% 
52-Wk High-Low EUR€ 81.10 – EUR€ 53.50 
Fiscal Year End 31-Dec-2020 

 

(EUR€ M) FY17A FY18A FY19A FY20E 
Revenue 17,781 16,544 17,472 17,971 
Gr Rate (%) 4.4 (7.0) 5.6 2.9 
EBIT 2,267 2,184 2,218 1,834 
Margin (%) 12.7 13.2 12.7 10.2 
NPI 1,280 1,982 1,200 1,015 
Margin (%) 7.2 12.0 6.9 5.6 

 

Key Executives 
Rice Powell Chairman, CEO 
Helen Giza Chief Financial Officer 

Franklin W. Maddux Chief Medical Officer 

Company Description 

 
 

We are initiating coverage of Fresenius Medical Care AG & Co. KGaA  
 
 
We are initiating coverage of Fresenius Medical Care (“FME” or 
“Company”) with a BUY rating and a 12M target price of EUR €96.21. 
 

3Q20 Earnings Highlights 
• Healthcare Services revenue grew by 4% y-o-y, while Healthcare 

Products grew 5%. 
• Peritoneal dialysis saw an 8% growth in patients treated, 

signalling a possible shift toward home therapies. 
• Net income by 11%, beating consensus estimates. 
• Number of treatments rose 3% while, patients treated grew 2%. 

Investment Thesis  
• Poised for rapid growth in Chinese market – The Chinese 

market is the world’s second largest and shows strong potential 
in Tier 2 and 3 cities where dialysis is less accessible. FME has 
accelerated their penetration into the Chinese market, through 
stake acquisitions of existing companies and plans to set up renal 
centers and hospitals. 

• Value Based Care to drive patient retention rates – 
Solidification of market leadership via unparalleled vertically 
integrated business model. Value-based care model is expected to 
drive market share growth via affordable renal care and an 
ecosystem of diagnostic support. 

• Primed for shifts toward home therapies – FME has begun 
targeting home therapies, a small segment of the market that has 
begun to gather momentum. Already equipped with the capacity 
to service demand, FME is well-placed to capitalise and establish 
a dominant market leadership in home-based therapies. 

Catalysts 

• 2020 earnings are expected to well achieve management targets, 
reaffirming projections on FME’s continued growth. 

• Propagation of newly patented products may signal a successful 
shift towards incorporating home-based therapies both in the 
North American and other regions such as China. 

• Reported increases in the uptake of home-based therapies in 
China would reaffirm a successful expansion into the currently 
under-supplied Chinese market.  

Valuations 

Our 12M target price at the date of coverage is EUR€ 96.21, consisting 
of a blend between a DCF valuation of EUR€ 85.74 and a blended 
multiple valuation of EUR€ 106.68.  
 

Investment Risks  
• FME remains prone to government policy changes and effects, 

particularly given the current pandemic. 
• The risk of new technologies that usurp current established renal 

care products will always persist. Some new entrants to the 
market have proven successful. 

• The shift toward home-based therapies as an alternative to more 
common, in-patient therapy may cannibalise current treatment 
figures.  
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Figure 1: FME’s Operations by Major 
Geographic Locations 

 
 
Source: Fresenius Medical Care (FME) 
 
 
Figure 2: Revenue by Primary Segment (EUR€ 
M), Total Y-o-Y Growth Rate (%) 

 
Source: Company Filings, Analyst Estimates 

Company Overview 

Fresenius Medical Care is the world's largest provider of dialysis and 
dialysis-related services, equipment and drugs, with the goal to 
provide dialysis products such as dialysis machines, dialyzers and 
related disposables. Beginning in 1912, Dr. Eduard Fresenius acquires 
ownership of a pharmacy in Frankfurt before relocating to Bad 
Homburg. In 1966, Fresenius begins sales of dialysis machines. From 
then on, Fresenius has begun production of its own infusion solutions, 
dialyzers and dialysis machines, listing on the New York and Frankfurt 
Stock Exchanges in 1996.  
 
Currently, FME employs over 120,000 employees worldwide who 
have served over 348,000 patients and given over 52 million 
treatments in over 4,000 clinics across the world annually. One in two 
dialysis machines worldwide is made by FME, indicating strong trust 
and partnership with hospitals and among healthcare professionals. 

FME is headquartered in Bad Homburg, Germany, which also serves as 
the regional headquarters for the EMEA (Europe, Middle East and 
Africa) region. Regional headquarters for other geographies include 
Waltham, US (North America), Rio de Janeiro, Brazil (Latin America) 
and Hong Kong (Asia Pacific). A major portion of their revenue is 
derived from North America, where FME and DaVita, their main 
competitor, comprised over 90% of market share as of 2018. 

FME mainly segments its revenue into Services and Products, both 
with a heavy emphasis on renal care and dialysis. Services mainly 
involve the diagnosis and care coordination for patients with renal 
disease, while Products are largely dialysis machines, dialyzers, 
solutions used in dialysis treatment and pharmaceuticals. 

 
FY20 Earnings Review 

 
 
Figure 3: Revenue by Geographic Region, 
FY2019A 

 
 
Source: Company Filings 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

• Up to September 2020, FME’s Healthcare Services revenue grew 
by 4% y-o-y, while Healthcare Products revenue growth was 
slightly stronger with a y-o-y growth of 5%. 
 

• FME reported expansion in clinics by 2% to 4,073 clinics 
worldwide, a rise in treatments by 3% y-o-y to over 40 million 
treatments and a rise in number of patients by slightly above 2%. 
 

• Peritoneal dialysis saw an 8% growth in patients treated, 
signalling an inclination towards more independent patient 
treatments and a possible shift toward home therapies.  
 

• A rise in net income by 11% in spite of the COVID-19 pandemic 
was a confident showing of FME’s ability to tide through the 
pandemic despite impacted services.  
 

• COVID-19 continues to affect FME’s businesses, but FME confirms 
mid-to-high single digit growth target rates in revenue for 2020.  

 
• FME’s organic growth dropped 3% for the quarter, attributed 

mainly to missed treatments and delayed referrals of patients due 
to the coronavirus.. However, we expect this to be a short-term 
dampener on growth considering the inflexible nature of dialysis 
treatment. 

 
• 2% came from North America despite a sizable headwind from 

calcimimetics. 
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Figure 4: Earnings (EUR€ M), Margins (%) 

Source: Company Filings 
 
 
Figure 5: Estimated Proportion of US adults 
with CKD, by Age, Sex and Ethnicity (%) 

 
 
Source: Centre for Disease Control and Prevention 
 
 
Figure 6: Share of US Population Aged 65 and 
Older (%) 

 
Source: Statista 

 
 
Figure 7: Diabetes a Comorbidity of Chronic 
Kidney Disease 

 
Source: IQVIA 
 
 
 
 
 
 
 
 

Industry Outlook 
The renal market is poised to continue growing at a steady rate as the 
growing prevalence of kidney disease weighs on an ageing population. 
 
Resilient growth of the renal market 
In 2018, the global renal dialysis market was worth approximately 
USD$ 17,923.45m and is forecasted to register a CAGR of 8.1% till 
2025. The largest share in the market is expected to be held by North 
America, followed by Europe and Asia Pacific. 
 
The prevalence of Chronic Kidney Disease (CKD) has risen by about 
29.3% since the 1990s. The National Kidney Foundation has reported 
that CKD affects approximately 10% of the world’s population, which 
translates to close to 780 million cases worldwide. 
 
In particular, the prevalence of CKD experiences exponential growth 
among older age groups, with 38% of adults in the US expected to have 
CKD currently. The ageing population is expected to place more 
individuals at risk of being diagnosed with CKD as kidney functions 
decline. Within the US alone, it is expected that nearly one in four 
Americans will be aged 65 and above by 2050. 
 
Presently, approximately 4.35 million people are receiving treatment 
with dialysis or are getting a kidney transplant. With more education 
efforts and awareness of this disease by government authorities and 
health organisations, there have also been rising numbers of patients 
going for kidney dialysis. The number of patients going for kidney 
dialysis and patients waiting for a transplant are also expected to rise 
over time.  
 
Diagnoses rates to gather momentum 
In the US alone, the Centre for Disease Control and Prevention (CDC) 
estimate that 9 in 10 adults with CKD remain unaware that they have 
it. The risks of an ageing population is also exacerbated by 
comorbidities such as diabetes mellitus, hypertension, heart disease 
and stroke. Comorbidities are slated to boost the demand for dialysis 
where 1 in 3 patients diagnosed with diabetes mellitus are also 
consequently diagnosed with CKD and where hypertension accounts 
for 21% of CKD cases.  
 
A large portion of CKD patients remain undiagnosed, although the 
growing rate of CKD prevalence suggests this number is expected to 
dwindle as comorbidities and health complications accelerate 
diagnoses. 
 
Strong Demand for Home Dialysis Segment in North America:  
On July 10, 2019, the Trump Administration announced a set of 
sweeping statements under the “Advancing American Health 
Initiative, with one being the move towards incentivising home 
dialysis in the US. As reported in the initiative’s progress report for 
2020, this will be accomplished by “Releasing a proposed rule to 
establish the ESRD Treatment Choices Model, designed to increase 
rates of home dialysis and transplantation by adjusting payment 
incentives for managing clinicians and ESRD facilities“. Moreover, this 
has been boosted by current trends in telehealth, as telehealth being 
one of the building blocks that are necessary in the transition into 
Home Dialysis. 
 
Telehealth and the remote monitoring of dialysis patients has become 
more commonplace in the past decade, where telehealth is used widely 
for patients receiving home dialysis. 
 
The telehealth market is slated for significant growth with an 
exceptional CAGR of 25.2% till 2027 with North America being the 
largest contributor to the market growth. The cost effectiveness and 
convenience from telehealth and remote monitoring could also 
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Figure 8: Porter’s 5 Forces, FME 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Analyst Estimates 
 
 
Figure 9: Top 5 Dialysis Providers in the US by 
number of patients, 2019 

 
Source: Statista 
 
 
Figure 10: US Dialysis Market Share by Number 
of Patients, 2019 (%) 
 

 
Source: Statista 
 
 
 

continue to encourage uptake and rapid growth of home therapies as 
there is improved collaboration among physicians, the clinical care 
team and patients.  
 
Telehealth is also able to enable the various healthcare players to 
reach out to individuals with less mobility, expanding range and 
accessibility to patients needing healthcare services. Moreover, 
telehealth may be able to reduce the visits made by low-risk patients, 
reducing the waiting times to seek treatment and increase bed space, 
and mitigating the risks commonly associated with out-patient, home 
dialysis. 
 
The trends caused by COVID 19 are also obvious in pushing certain 
treatments such as dialysis to a home setting in North America. This 
includes dialysis. The Center for Disease Control and Prevention has 
given guidance to the general population as well as healthcare 
providers that have been affected by COVID 19 to adopt social 
distancing practices, specifically recommending that healthcare 
facilities and providers offer clinical service through virtual means 
such as telehealth. They have observed following this guidance that the 
154% increase in telehealth visits during the last week of March 2020, 
compared with the same period in 2019 might have been related to 
pandemic-related telehealth policy changes and public health 
guidance. 
 

Porter’s Five Forces 

We use Porter’s 5 Forces to concisely assess FME’s competitive 
landscape. FME faces competition in international markets, but its 
position as a global brand will prove to be a heavy leverage point.  
 
Competition within industry – High 
Within the US, the dialysis industry is largely consolidated, with Davita 
and FME holding near 90% of market share for dialysis centres. 
However, Baxter techniques were found to have slightly higher 
technique survival rates in peritoneal dialysis. FME holds a less 
dominant position in the manufacturing space. 
 
Globally, FME is faced with major players in various continents, such 
as Diaverum S.a r.l. which operates in Europe, the Middle East and 
Africa (EMEA) and Latin America, and Nephrocare Health Services 
Private Limited in Asia Pacific.  Still, FME also continues to enjoy a 
strong reputation as the world’s “largest provider of dialysis services 
and dialysis products” and maintains a strong influence over the 
global renal market. 
 
Threat of new entrants - Low 
FME continues to hold a strong patent portfolio – 10,658 property 
rights in approximately 1,518 patent groups linked to the same 
invention. Proprietary know-how in terms of product manufacturing 
and in continuously obtaining targeted patent protection for newly 
developed upgraded products will allow them to maintain a 
competitive advantage.  
 
FME’s haemodialysis products continues to offer intra-category 
offerings - the 2008, 4008, 5008 and 6008 machines, an assurance of 
quality and technological development. The 4008 and 5008 series 
were developed for markets beyond North America whereas 2008 
series was created for the North American market.  
     
Threat of substitutes - Low 
At present, the only true alternative to dialysis treatment is a kidney 
transplant, of which supply is sorely lacking. Moreover, in its move 
towards renal continuum care and with the recently completed 
acquisition of NxStage, FME is also able to increase its home 
hemodialysis treatment options and facilitate dialysis at home as part 
of their focus on capturing dollars by value.  
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Figure 11: Fresenius 6008 CARESystem 
Hemodialysis Machine 

 
 
Source: Fresenius 
 
 
Figure 12: China’s Renal Market Expected to 
Run to USD 7.4 by 2024 

 
Source: marketsandmarkets.com 
 
 
Figure 13: FME’s Outposts in China 

 
Source: Fresenius 
 
 
Figure 14: Tier 2 and Tier 3 Cities in China 

 
Source: South China Morning Post 
 
 
 
 
 
 
 
 
 
 
 

 
Bargaining power of customers - Low 
Given that FME operates a duopoly with DaVita for dialysis services 
and provides up to 50% of the world’s dialysis machines, buyer’s will 
find it difficult to influence price points. Furthermore, given the 
necessity of regular, frequent dialysis treatments, customers will not 
be inclined to switch provider so quickly.  
 
Bargaining power of suppliers - Moderate 
FME depends on a few suppliers in the market for raw materials for 
production and services and has been working to engage at least two 
suppliers to all supply and price-critical primary products. FME is 
considerably dependent on their suppliers.  
 

Investment Thesis 

1. Poised for rapid growth in Chinese market 
Since 2017, FME has made a noticeable effort to accelerate their 
penetration of the Chinese market with an estimated 45% of the 
population having CKD, and which reportedly lack affordable life-
saving kidney dialysis treatments, especially in rural areas beyond 
major cities. Prior to recent developments in treatments, dialysis and 
transplant surgery have been regarded as expensive and were mainly 
afforded by government cadres or the more affluent. This provides an 
opportunity for entry into the market and FME has targeted primarily 
these underdeveloped areas as a preliminary move. 
 
With a focus on R&D on cost-effectiveness in the tier 2 and 3 cities 
lacking state support, FME launched the 4008A dialysis machine with 
its China Design Centre in Shanghai. The 4008A is meant to be 
affordable, easily handled and operable even in remote areas. The 
4008A has thus far been reported to be able to reduce the treatment 
gap faced by underserviced individuals requiring dialysis but are not 
receiving it out of inaccessibility and unaffordability. To top it off, 
FME’s focus on education had also spurred the establishment of a 
training centre for nurses and doctors, since they identified a shortage 
in such healthcare professionals particularly in areas beyond major 
cities. With more professionals particularly in the tier 2 and 3 cities on 
the ground who could refer patients to their cost-effective dialysis 
treatments, FME is able to appear as a more reliable kidney dialysis 
provider and raise its market leadership within the Chinese market. 
 
FME has propagated through the strategic acquisition of stakes in 
Chinese companies with dialysis centres operating in the Henan, 
Shandong, Guangdong, Heilongjiang and Sichuan provinces. Notably, 
in 2018, FME announced a 70% share of Guangzhou KangNiDaiSi 
Medical Investment Co., Ltd that operates three independent 
haemodialysis centers in Guangzhou and Zhaoqing, and of Sichuan 
Hejiang Kangcheng Renal Hospital and Sichuan Ziyang Zhongxin 
Hospital. Following this, FME is en-route to opening 100 renal 
hospitals and dialysis centres in China over the next few years, which 
is in-sync with the Chinese government’s ‘Healthy China 2030’ vision 
which involves developing professional dialysis centres.  
 
By setting up operations in China, gaining insights on the Chinese 
market and engaging in more R&D in emerging markets, FME is able 
to provide even more innovative and cost-effective solutions for 
treating kidney disease, priming it to expand from these regions into 
the larger Chinese market. 
 
FME is able to leverage on their expertise in providing superior 
treatment and provide the products that the identified cities need, and 
thereafter achieve their vision to be the leader and preferred partner 
in managing care, and at the same time begin positioning itself to take 
further steps to capture the rest of the market as it establishes a 
presence in China with its haemodialysis and peritoneal dialysis 
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Figure 15: FME’s Value Based Care Model 

 
Source: Fresenius 
 
 
Figure 16: Interwell Health Business Model 

 
 
Source: Fresnius, Interwell Health 
 
 
Figure 17: NxStage System One, Fresenius’ 
Flagship home dialysis product 

 
Source: Fresenius 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

market projected to grow at a CAGR of 8.5% until 2024 to an estimated 
market size of USD 7.4 billion. 
2. Value Based Care to drive patient retention rates 
FMS has shown to provide value centric products that are aligned with 
market trends, especially through their ability to vertically integrate. 
 
FME possesses an ecosystem with deep links to both physicians as well 
as nephrologist networks. This ecosystem is well demonstrated with 
the partnership between Interwell Health and Fresenius Medical Care, 
holding a 50-50 share in governance and funding. Interwell health 
aims to maintain its position as a long term player in providing value 
based, holistic care coordinated by a network of physicians and aligns 
with FME’s aim to develop deep links with patients via an all-rounded 
treatment delivery. Through this, FME will be able to greater retain 
patients’ use of their services, through an “integrated connected care 
experience”, which aims to provide a holistic clinical approach to the 
patient transcending the flat selling of dialysis products and provision 
of renal care services.  
 
Like all lifestyle changing diseases, patients with chronic renal disease 
face social and clinical challenges, such as choosing the right therapy, 
staying connected to their nephrologists, as well as social support. 
With a 6 pronged approach, FME continues to address such issues by 
“increasing patient intimacy” through virtual means either through 
telehealth platforms where the patient care team can provide social 
support, as well as allowing for virtual monitoring of comorbidities 
and the condition of the patient by the nephrologists. What these point 
to is an approach to provide patients and medical experts the ability to 
better tailor and adjust the patient’s clinical experience and address 
not just renal disease, but comorbidities and social issues that the 
patient faces, going above and beyond a medical device provider’s call 
of duty in the industry.  
 
With a strong network of physicians and deep roots in the industry, 
FME has the ability to draw greater insights into the needs and 
demands of patients, to tailor both dialysis products, as well as their 
service care segments. Furthermore, the data obtained from the 
rapport built with their customers provides them with the potential 
for a strong direction and focus in their R&D as well as supply chain 
processes, driven by data analytics and AI. This proficiency with the 
market allows FME to further enhance their position as the market 
leader in dialysis products. Patients will be able to obtain diagnostics, 
prescriptions and more consolidated care that aims to eliminate the 
gaps between each facet of renal treatment, all at a standard rate. 
 
FME is the only player in the industry that is able to achieve this level 
of vertical integration by virtue of its size and production expertise.  
 
3. Primed for shifts toward home therapies  
Home-based dialysis has often been a small segment of the market 
owing to the nature of in-centre treatment being a more viable, less 
risky option for older patients, of whom make up the majority of 
dialysis patients. However, home-based dialysis treatments have seen 
a surge in uptake since 2008 according to a 2019 report by the United 
States Renal Data System, 10.1% of all ESRD incidence in the US began 
(outpatient) peritoneal dialysis treatment. 2017 showed 27.8% of 
those aged under 21 and 14.9% of patients ages 22-44 years of age 
opted for peritoneal dialysis, despite only 8.8% to 10.1% of prevailing 
patients using peritoneal dialysis in the same age groups.  
 
As of 2019, FME treats a majority of its patients through in-center 
treatment, with less than 1% of its treatments on a home 
haemodialysis basis. In the North American Market, only Nxstage and 
Fresenius produce home dialysis machines approved for sale in the US. 
Quanta, their closest competitor, has not received FDA clearance. 
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Figure 18: Biofine, Sustainable Polymer for 
Homebased Renal Therapy 

 

 
 
Source: Fresenius 
 
 
 
Figure 19: Locations of Centers that are 
Operational for Transitional Care 

 
Source: NxStage 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Given the strong tailwinds as described before, FME is in the prime 
position to continue to seize more of the renal market.  
 
FME is currently the leader in supply side capabilities in the US. With 
regard to Home Dialysis, FME has added capabilities due to the recent 
NxStage merger in 2019 as well as added capabilities in Mexico and a 
highly automated solutions facility recently opened in Tennessee, US. 
This is expected to grant a stiff 40% boost in production capacity. The 
completion of the plant this year aims to produce their most recent 
FDA approved product in October 2020; Biofine, an environmentally 
friendly polymer used in the production of peritoneal dialysis 
solutions bag aimed at a sustainable home dialysis treatment. 
 
There are several building blocks that are required in order to be 
successful in the home dialysis business, as pointed out by FME. FME 
continues to invest in transitional care units. With many already 
operating and over a hundred more to come in within the year, we 
believe that Fresenius is able to utilize its networks to fully onboard 
patients in the US towards a home based setting. Transitional care 
units aim to prepare and educate patients on how to use their home 
dialysis machines, to boost their confidence and assimilate their 
dialysis into the home. We believe that with the vast networks 
Fresenius possess, we believe that FME “ensuring that over 90% of our 
patients are within 15 miles of a training centre”, put by William Valle, 
FME’s chief medical officer, is something that cannot be replicated by 
any other player in the industry. 
 
Overall, FME has demonstrated that it is prepared to move into the 
home dialysis segment, and fully utilize the structural tailwinds of a 
COVID-19 renal market and beyond. 
 
Catalysts 
• We fully expect Fresenius Medical Care to hit its revenue and 

earnings targets for 2020. A positive surprise on market analyst 
consensus would affirm our projections on FME’s continued 
growth. 
 

• We expect FME to continue its development of home-base renal 
therapies and the propagation of its Biofine technology. At the 
current time, Biofine is intended to be available on a selective 
basis in the North American region only. We expect a successful 
entry into the NA market this fall, signalled by more widespread 
sales or initial availability to other major regions such as China. 

 

• The expansion into the Chinese market has shown promise in 
rural areas. Further acquisitions in more developed areas will 
signal FME’s intention to gain momentum in growing their 
position in the under-supplied Chinese market. 
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Figure 20: ROE, EBIT and NI Margin Projections 

 
Source: NUS Investment Society Estimates 
 
 
Figure 21:  Strong Revenue Growth Projected 
Forward 
 

 
Source: NUS Investment Society Estimates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Financial Analysis 
 
 2019A 2020E 2021E 2022E 2023E 2024E 

Revenue 17,476.6  17,970.8  18,461.4  18,943.7  19,404.3  19,855.2  

EBIT 2,218.2  1,834.8  1,597.4  1,736.9  1,689.4  1,618.1  

Margin (%) 12.7% 10.2% 8.7% 9.2% 8.7% 8.1% 

Net Income 1,199.6  1,014.6  884.2  989.4  1,081.2  1,074.4  

Margin (%) 6.9% 5.6% 4.8% 5.2% 5.6% 5.4% 

ROE (%) 10% 7.1% 5.9% 6.2% 6.3% 5.9% 

EPS 3.91 3.31 2.88 3.22 3.52 3.50 

In EUR€ M, except per share values 
 
Overview 
The chart above reveals Fresenius Medical Care’s financial condition 
prospects for the next five years, highlighting our assumptions. Most 
indicators yield positive and favourable trends that are supportive of 
the overall BUY recommendation.  
 
Profitability Ratios 
We expect FME’s EBIT and Net Income margins to remain strong over 
the next few years, however, we expect to see a slight slowdown that 
comes from headwinds by the COVID-19 crisis. Moving forward, as 
FME continues to tap on their strong vertically integrated care to 
provide a strong, data driven and focused R&D processes that come 
from such vertical integration. EBIT is expected to remain dampened 
from the onset of structural difficulties instilled by COVID-19. We view 
this temporary drag on bottom line as a necessary cost of an overall 
bigger, that eventually translates to a better ROE as FME grows larger 
as a global leader of renal care and renal products. 
 
FME has continued to see strong revenue growth in the previous years. 
A one-time fall in revenue in 2018 was attributable to governmental 
restrictions that hindered access to tenders which FME has expected, 
as well as market risks that came from hyperinflation in 
Argentina. Still, revenue is expected to gain across all segments for 
2020, and we expect this growth to carry through over the next 5 
years, buoyed by burgeoning demand for renal care in emerging 
markets. 
 
Looking forward, we continue to see strong revenue growth in the 
coming years that is driven by the continuous development of home 
dialysis in North America as well as strong growth in Hemodialysis and 
Peritoneal Dialysis segments in APAC and Latin America. Moreover, 
the continuous development of the Value Based Care approach as a 
product portfolio grants FME better adaptability to trends in 
healthcare reimbursements internationally. For example, in countries 
where reimbursements are low (e.g. India), Value Based care grants 
FME the ability to adapt to such market trends to continue to cement 
their growth in such countries. In this respect, we expect to see better 
growth but slightly higher R&D and SG&A expenses as FME works to 
capture these markets and push the Value Based care model. 
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Figure 22: Football Field Analysis 

 
Source: Analyst Estimates 
 
Figure 23: Revenue by Business Segments, Health 

Care Services revenue still majority 

 
Source: NUS Investment Society Estimates 
 
Figure 24: Free Cash Flow to Firm 

 
Source: NUS Investment Society Estimates 
 
Figure 25: Sensitivity Analysis 

 
 
Source: NUS Investment Society Estimates  
 
Figure 26: WACC Calculation 

 
Source: NUS Investment Society Estimates  
 

Valuation 
We weighted our DCF valuation of EUR€ 85.74 and blended multiple 
valuation of EUR€ 106.68 at a weightage of 50:50. Valuation Price 
Target: EUR€ 96.21.  
 
DCF Model 
We used a DCF model to derive an intrinsic value of FME’s share price. 
Our DCF model forecasts over a period of 5 years, and we largely 
projected operating expenses to maintain at their current or average 
margin levels. However, we felt that the structural headwind of the 
pandemic-stricken market, and lower subsidies on certain less-
essential pharmaceuticals would raise gross margins slightly. R&D 
expenses were also expected to rise with FME currently pushing 
heavily for new home-based renal therapy products. We also assumed 
that FME would continue to service their expansion strategy with cash 
acquisitions. 
 
The DCF model was built with current year quarterly results and the 
recent Q3 earnings call as guidance on growth estimates. Where there 
was no evidence to the contrary, we held historical balance sheet ratios 
and turnovers to be constant. 
 
Revenue projections 
Our revenue model assumes that revenue growth is driven by the 
growth of diagnosed, prevalent kidney disease cases. With that, we 
continued to project expected revenue per treatment, yearly number 
of treatments per patient and the total number of patients treated by 
FME for an expected revenue from healthcare services. We assumed 
that product revenue followed the same drivers as both products and 
services offered are often provided in conjunction and are very largely 
interrelated. We separated revenue by geography, with North America 
being a mature market and also the largest market, and the EMEA, 
APAC and LatAm regions experiencing higher growth rates. Revenue 
per treatment in all segments showed either non-material changes or 
a clear linear trend, which we adjusted where appropriate. Number of 
treatments per patient showed little variation. We understood this to 
be the due to the regularity of dialysis treatments, generally tending to 
be 3-4 times a week. 
 
Revenue Growth  
Revenue growth under our projections very closely follows the rate at 
which kidney disease is becoming prevalent, particularly end-stage 
renal disease (ESRD), where besides a transplant, dialysis remains the 
only solution. We do not expect major shifts in market share in the 
North American region. Our estimates are consistent with 
management guidance for other operating geographies. Overall we 
expect a revenue growth rate of 2.1% for FY2020 year-on-year, and a 
CAGR of 2.1% for the next 5 years. 
 
WACC 
The CAPM was used to estimate Cost of Equity. The risk-free rate was 
taken to be the 5Y US Treasury yield, adjusted to Euros using both 
regions’ long-term inflation rates to account for FME’s Euro-
denominated financial statements and subsequently the cash flows 
derived for calculation of enterprise value. This gave us a risk-free rate 
of 0.334%. 
 
The equity risk premium was derived using the implied equity 
premiums for each major geographic region and then weighted by 
contribution to revenue, to reflect the risks of operating in those 
regions. The weighted average premium cam to 5.89%. Beta was 
calculated using a comparable set of companies with similar 
industries, operating regions, products and size. The D/E ratio was 
used to un-lever the levered beta for each company selected to derive 
each unlevered beta. We took the median unlevered beta for the set 
and re-levered it with FME’s D/E ratio to derive an adjusted levered 
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Figure 27: Beta Calculation 

 
Source: NUS Investment Society Estimates  
 
 
Figure 28: Equity Risk Premium 

 
Source: NUS Investment Society Estimates  
 
 
Figure 29: Terminal Growth Rate 

 
Source: NUS Investment Society Estimates  
 
 
Figure 30: Risk Matrix 

 
Source: Analyst Estimates 
 
 

beta of 0.98, weighted 50:50 with the beta of 1.08 extracted from 
Capital IQ.  
 
Our derived cost of equity was 5.79%. The cost of debt was taken to be 
the weighted average cost of debt for FME’s existing debt: 3.34%. 
Using a corporate tax rate of 15% and D/E of 78.4%, the weighted 
average cost of capital was calculated to be 4.85%. 
 
Terminal growth 
We used the Gordon Growth Method for our terminal growth rate. The 
long-term growth rate for each segment was taken from the IMF, and 
weighted by revenue contribution, to give a terminal growth rate of 
1.81%. 
 
Relative Valuation 
We used 2 main multiples for our relative valuation: NTM EV/ 
FWDEBIT and NTM EV/ FWD Revenue. We chose NTM EV/ FWD EBIT 
after observing a heavy difference in capital structure between our 
comparable companies. D&A proved to be a real operating cost, 
particularly with the production and sale of renal care products. We 
chose NTM EV/ FWD Revenue for similar reasons. Moreover, revenue 
correlated very strongly with the performance of dialysis providers, 
considering the high retention rate of customers. 
 
We used the median implied enterprise value for each of these 
multiples and adjusted to equity value, weighting both implied equity 
values 50:50. Our blended multiple price per share came to EUR€ 
106.68. 
 

Investment Risks 

Market Risk (M1) 
Dependent on regulatory climate: Internationally, FME continues to 
drive their business segments through tender based procurement. 
Whilst they still continue to possess the competitive edge through 
their value based care approach, they are still at the mercy of 
government healthcare policies. Given the large global footprint that 
FME possess, the risk is multiplied. The constant need to tailor their 
products between value based care and traditional care given the 
context of the healthcare reimbursement policies on an international 
scale may pose top line drag in the company’s products, as they may 
be unable to efficiently accommodate the needs of the international 
market. We find that this risk is inherent in any climate, and has been 
well accounted for in our valuations.  
 
Business Risk (B1) 
Growing threat of competitors in the home-dialysis segment: 
Quanta, producer of the closest competitor FME’ home dialysis 
products, currently has approval for sale in the UK and Europe. 
Entrance into the US market granted by FDA approvals may very well 
contribute to hindered revenue growth. However, given this 
competitive risk, much action is being taken by FME to ensure product 
differentiation through the emphasis on value based care.  
 
However we feel the risk posed by new entrants is low. The sheer size 
of FME is not easily challenged, and the technology FME possess is also 
a function of its size and expertise in the industry. To reduce that gap 
would mean to negate several decades of research into renal care and 
we feel this is unlikely even with the availability of data found on the 
internet and through research papers. 
 
Strategic Risk (S1) 
Risk of cannibalism of corporate revenue streams: In-center 
dialysis as well as home based dialysis are two mutually exclusive 
therapy choices. It is such that the home based dialysis trend in the US 
as pointed out in this report could potentially cannibalise the revenue 
streams of in-center treatment. We argue that FME has taken 
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appropriate action to ensure that revenue streams will continue to 
stay strong in the coming year. This is for two reasons. The first is that 
there is a continued emphasis on development internationally, where 
the primary modality of treatments is in-center. This is with reference 
to the 2019 Annual Medical Report. The second reason is that the 
promises of home based dialysis that takes place in the US is highly 
integrated into the Value Based Care approach, where FME continues 
to deliver higher quality care despite the home based treatments, and 
this stems from developments in telehealth, as shown in their 
partnership with Livongo for remote health services, as was as 
Interwell Health, for a deep network into physicians and private 
practicing nephrologists to continue to gain further market insights.  
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Disclaimer 
 

This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 
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Pro Forma Financial Statements 
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