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Increase sector

Sector Overview weight relative
to S&P oo

* Healthcare Sector:
* Outperformed the S&P 5oo market

Monthly Index Value

* Strong ROE and ROC B
e Has remained undervalued 125.00%
* Positives “Tailwinds” 10500%

85.00%

* Increase demand for healthcare due to aging pool of baby

65.00%

boomers .
* Restructuring and cost cutting initiatives sector wide will | zs0
increase net margins 500%
A\Y 4 3 i -15.00%
. Late” portion of business cycle - Healthcare soon to DAALADDP LD DS D666
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outperform the market

‘ ~——S&P 500 Health Care (Sector) (*HCX) - Monthly Index Value =——S&P 500 (*SPX) - Monthly Index Value ‘

* Risks “Headwinds”

TR . Sector Perf by Business Cycle Ph
+  Ambiguity in political and regulatory guidance eclor rerformance by Business bycle Thase

Sector Early Mid Late Recession

* Drug Deflation

* Trending to be overvalued

EX3 Consistently Overperform [EEEl Consistently Underperform No Clear Pattern
Il Overperform BBl Underperform




SIM Portfolio Overview

Company Portfolio Proposed Current Price | Target Price Upside Recommendation
Weight Basis As of 10-14 (Downside)
April
HCA Holdings 4.66% - 87.72 87.82 0.1% HOLD
(HCA)
Medtronic (MDT) = 2.05% -100 80.15 79.15 -1.2%
Gilead Sciences 3.51% +100 66.51 75.85 14.0%
(GILD)
McKesson 4.04% +96 145.49 213.82 47.0%
(MCK)
Current S&P 500 Current SIM Current Over/ Recommended Weight
Concentration of Concentration of Under Weight
Healthcare Healthcare
14.10% 14.26% + 0.16% 15.22% (+1.12)




Additional Companies Assessed

Company Portfolio Proposed Current Price | Target Price Upside
Weight Basis (Downside)

AMGEN 0% 0% 161.61 140.31 -13.2%
(AMGN)
Cardinal Health 0% 0% 82.41 93.31 +13.2%
Inc.
(CAH)
Stryker 0% 0% 130.59 66.55 -49%
Corporation
(SYK)

237.83 183.39 -29.7%

Allergan (AGN) 0% 0%
.

Recommendation

Do not buy

Do not buy

Do not buy
(Possible
Shorting
Opportunity)

Do not buy



HCA Holdings (HCA) HCA

Hospital Corporation of America™

HCA is a leading healthcare services provider that owns and manages
acute care hospitals and facilities primarily in large urban markets. It
operates across 20 states in the US and UK, headquartered in Nashville,

Tennessee.
w/ HCA Holdings, Inc. (NYSE:HCA) - Share Pricing Open: 0.00 High: 11.98 Low: -12.97 Close: £.46 Avg: -2.66
/' S&P 500 (~SPX) - Index Value Open: 0.00 High: 14.40 Low: -4.48 Close: 11.20 Avg: 4.91
Open: High: Low: Close: Avg:
Current Price: $87.72
Target Price: $87.82 oo
Upside: 0.01% oo , /v‘/‘\\'\}
Recommendation: Hold oo o
* Value stock — low PE ratio compared to sector or market o
 Strong positioning in large urban market 000%
* Revaluate if healthcare reform passes -
May-2016 Jul-2016 Sep-2016 Nov-2016 Jan-2017 Mar-2017

Cost control pressure in capital-intensive business



ol HCA Holdings, Inc. (NYSE:HCA) - Total Revenue (LTM) Open: 21.54b High: 41.45b Low: 21.54b Close: 41.45b Avg: 36.46b

HCA Holdings (HCA) -

40.00b
39.00b

Current Price: 87.72

37.00b

* Target Price: 87.82

35.00b

* Market Cap:32.32B

33.00b

¢ Shares Outstanding: 370.2 M

31.00b

L] D |V|d e n d Yle | d . N/A LTM2 2012 LTM1 2013 LTM4 2013 LTM3 2014 LTM2 2015 LTM1 2016 LTM4 2016

w/ SEP 500 ("SPX) - P/Diluted EPS Before Extra Open: 15.92 High: 25.54 Low: 14.22 Close: 24.49 Avg: 20.08

* Beta: 0.7 o S50 350 ek Cae () () - 0ltnd 57 Sfor s Opant 198 High 555 Lo 1601 Clnes 2422 s 234
* 52 week range: 67.00-91.03 .
* Revenue: 43.28B
« EPS(TTM):7.32 o A
* P/E(TTM): 11.99 ifiZZZW
Analyst Target Price Range: $82 -$110
V9. 94-4) -

Jul-2012  Jan-2013  Jul-20123 Jan-2014  Jul-2014 Jan-2015  Jul-2015 Jan-2016  Jul-2016 Jan-2017



HCA Holdings (HCA)

“Tail Winds” - Value Drivers

* Possible new market shares as
capacity expands

 Capital deployment as a differentiator

 Strong positioning in large urban
market with favorable demographics
and business climates

HCA

Hospital Corporation of America™

“*Head Winds” - Key Risks

* Business concentration in two states
* Uncertainty of healthcare reform
* Private equity sponsors ownership



HCA Holdings (HCA) HCA

Hospital Corporation of America™

mmm.m

Price/Earnings Healthcare 18.1 26.8 24.5 24.3
HCA 4.5 12.5 17.1 15.8 14.3 12.0
Price/Book Value  Healthcare 2.7 3.2 3.8 4.1 3.7 3.8
HCA 2.1 2.4 2.7 2.8 2.9 2.9
Price/Sales Healthcare 1.3 1.6 1.9 1.9 1.6 1.6
HCA 1.3 1.5 1.7 1.8 2.0 0.7
Price/EBITDA Healthcare 8.1 10.5 13.0 13.7 11.4 11.5

HCA 7.3 8.5 9.0 10.2 10.7 11.3

* Healthcare sector has expanded over the past five years and outperformed the market
e HCA undervalued based on P/E and P/S ratio



HCA Holdings (HCA) HCA

DCF Model - Base Case 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E  2025E
INCOME STATEMENT

Revenues 43,274 45,135 46,940 48,818 50,771 52,294 53,863 54,940 56,039
Revenue YoY % 4.30% 430% 4.00% 4.00% 4.00% 3.00% 3.00% 2.00% 2.00%
COGS 27,068 28,232 29,361 30,536 31,985 32,945 33,933 34,612 35,304
Other operating expenses 7,854 8,192 8,520 8,860 9,215 9,491 9,776 9,972 10,171
Depreciation and amortization 2,142 2,234 2,324 2,416 2,640 2,719 2,962 3,022 3,082
EBIT 6,366 6,639 6,886 7,155 7,080 7,288 7,341 7,484 7,631
EBIAT 4329 4515 4682 4866 4815 4956 4992 5089 5189

FREE CASH FLOW SCHEDULE

Unlevered Net Income 4329 4515 4682 4866 4815 4956 4992 5089 5189
Add: Depreciation and Amortization 2,142 2,234 2,324 2,416 2,640 2,719 2,962 3,022 4,013

Less: Capital Expenditure 2719 2882 3026 3177 3500 3675 3840 4013 4013
Less: Change in Net Working Capital 237 247 394 255 194 205 211 145 148
Unlevered Free Cash Flow 3,516 3,621 3,586 3,850 3,760 3,795 3,903 3,953 5,041

Terminal Value 86,426

Discount Factor 09264 0.8581 0.7949 0.7364 0.6822 0.6319 0.5854 0.5423 0.5023
Present Value of Free Cash Flow 3,257 3,107 2,851 2,835 2,565 2,398 2,285 2,144 45,948

Implied Enterprise Value

Less Total Debt 30,655

Add Excess Cash 741

Less Preferred Stock 0

Implied Equity Value 37,476

Fully Diluted Shares O/S 426.72

Price Per Share $87.82



Medtronic (MDT) % Medironic

Medtronic is a medical device company headquartered in Dublin, Ireland. It is the
world’s largest independent medical technology development company. It has four
main business lines: Cardiac & Vascular group; Minimally Invasive TEerapies group;
Restorative and Diabetes group

Current Prlce_ $80 15 Meditronic plc (NYSE:MDT) - Share Pricing
Target Price: $79.15 0o
90.00
Downside: -1.2% 8000
a 70.00
Recommendation: Sell
60.00
- [0) i
¢ -1.2% Downside 5000
* Compared to other healthcare stocks in 4000
the portfolio, it is better to reduce 3000 ‘
position in this stock and increase 4@f@fz@f@f@f@\Z@f@f@f@f@f@f@f@f@f@f@f@f&f@f@f@\:@f@f@f@f@f@f@f@f@f@f@f@f@f@f@f@ﬁ@ié‘”«
NSO NSNS VN VN VN VN VNS NSNS NSV VS VN VNNV NVNS
pos|t|on In Stocks Wlth Stronger growth h@b@’\@%@@@.@% \Q’q?’ b?’ ‘—OQ’/\Q’Q@\Q@\z&’,\Q‘%@%Q‘%Q‘%@%Q’@Q’@Q’q?‘o}@g)@Q)Q’%Q’QQ’\.\@@Q’,&’%@%Q’b@’%@q%(\@\r&’(&’ b?‘
oppor‘tun|t|es and d|V|dends =Medtronic plc (NYSE:MDT) - Share Pricing




Medtronic (MDT)

* Current Price: $80.15

e Target Price: $79.15

* Market Cap: $109.52 B

* Shares Outstanding: 1.37B

e Dividend Yield: 2.08%

* Beta: 0.87

* 52 week range: $69.35-$89.27
* Revenue: $29.36 B

e EPS(TTM): 2.83

P/E (TTM): 28.24

25.00%

20.00%

1B.00% | ~— . ——— =

10.00%

5.00%

0.00%

> a8

O
V| —— 58P 500 Health Care (Sector) (*HCX) - Retum on

Equity % (LTM)

Medtronic plc (NYSE:MDT) - Return on Equity %
(LTM)

MDT Dividend Yield
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Medtronic (MDT)

“Tail Winds” - Value Drivers

* World largest medical technology,
services and solutions company

* Diversified incomes: 61% of sales from
the U.S., 39% from rest of the world

* Large and good acquisitions:
Covidien(2015), HeartWare(2016)

%‘ Medironic

"Head Winds"” - Key Risks

Increasing healthcare regulatory
High leverage ratio

Increasing prices of raw materials
(COGS takes 30% of sales)

Intensive competition and relatively
saturated market

Low ROE might keep investors away



Medtronic (MDT)

Price/Earnings Healthcare

Medtronic

Price/Book Value  Healthcare

Medtronic
Price/Sales Healthcare
Medtronic
Price/EBITDA Healthcare
Medtronic

13.63

10.57

2.65

2.23

1.29

2.36

8.09

8.69

17.20

14.99

3.23

2.78

1.59

3.13

10.46

9.44

22.04

20.75

3.76

3.27

1.85

3.74

12.94

12.42

23.02

40.56

4.00

2.04

1.92

5.36

13.65

22.94

18.02

33.17

3.48

2.25

1.61

4.07

11.40

15.92

Healthcare sector has expanded over the past five years and outperformed the market
edtronic is overvalued compared to the industry in terms of the P/E; P/S; P/EBITDA.

%Medtmmc

19.48

22.39

3.46

2.05

1.56

3.51

11.53

13.15



Medtronic (MDT) %‘ Medironic

Medtronic

Analy st: Rachel Wanqg Terminal Discount Rate = S.0%
Date: 4/11/2017 Terminal FCF Growth = <.0%
Year 2017

222988 20.882 21.812 2. 787 22,750 24,782 25,805 e =72 27.252 22,125 <0.222

e T % 3.0% 30% 30% 3.0% 30% 30% 3.0% 3.0%
Operating iIncome 6735 6,937 7148 7.360 7.581 7.808 8,042 82384 8,532 8,788 8,052
Operazing Margn oz =% =z == 22 5% 22.5% = 5% 225% 225% 225% 22.5% 22 5%
Interest 282 =Z 288 20= 202 212 222 221 241 252 22
~cerest S of Szes == == o= o 9% o5 ases o= o= o= =% o.%
Taxes 1262 1,290 1229 1,482 1,527 1,572 1,620 1.6€2 1,712 1,770 1,822
TEx Sate et et SRt 19 4% 19.4% 1= 2% 19.4% 19.4% 19.4% 19.4% 1929
HMNet Income 5214 5.370 5531 5.583 5.750 5.923 6.101 6284 6.472 6.666 6.866
22 Srows oo z oo o == oo z oo zcee e z e oo 3 oo
1.€<2 1.eee 12802 1.858 1.212 i.eee 2,028 2082 2152 22186
- = =22 5.5% s5% s5% s55% s5% s5% s5% 5.5%
- - - - - - -
minus} Changes WC -1.522 -282 -221 -229 -202 -218 -227 -227 - 27
== -5 1% <% ©9% ©.9% <% -o9% ©9% ©9% ©.9%
- - - - - - -
Subtract Cap Ex 871 I o952 =50 1,010 1,0=0 1,071 1,102 1,128 1,170
Capex % of saies 25% 2% 2.9% z29% z9% z9% 29% 29% z9% z.9%
Free Cash Flows 4. 453 5.906 6.083 6.151 6.336 6.526 6.722 6.924 7131 7.345 7.566
22 Srows Iz =% R 1 1es = oee o o B R o 3 o
NPV of Cash Flows 41 970 2226
¢ i L= Terminal Value 157.363
Proected Equity Value 108 442 10026
Free Cash Flow Yieild 4.06%% Free Cash Yield 4.81%%
Current P/E 21.1 204 19.9 Terminal P/E 229
Froecied PE 202 202 9.6
Current EVYEBITDA 16.5 16.0 15.5 Terminal EV/EBITDA 16.5
Froecied EVVESITDA 6.2 5 5
Shares Outstanding 13700
Current Price S 8015
Inmplied equity value/share S 7815
Upside/{iDovmsidel to DCF -1.25%
Debt 31240
Cash 2876

Cashshare 210



Gilead Sciences (GILD) [a GILEAD

Gilead Sciences is a leading biotechnology/biopharmaceutical company in the United States.
Gilead is research-based and specializes in the discovery, development, and commercialization
of medicines. Gilead has operations in over 30 countries worldwide and is headquartered in
Foster City, California. Gilead’s revenue stream comes the main segments of Antiviral, Other
Medicines, and the revenue stream they realize from royalty, contracts, and other revenues.

Diversification of Product Lines include: HCV, HIV, HBV, Oncology, Cardiovascular and
respiratory disease medicines

L] CUrre nt Price: $66_51 Gilead Sciences, Inc. (NasdaqGS:GILD) - Share Pricing
* Target Price: $75.85
* Upside: 14.0%

Recommendation: BUY

—_— 60.00

¢ Undervalued

* Significant adverse sales in HCV line incorporated | oo

NN N NN NN
E & O 0 O O R TR AR AR A OO A O A0 O O O
into Target Price B R
S

* Growth opportunities in new product lines |

Gilead Sciences, Inc. (NasdaqGS:GILD) - Share Pricing

* Holds 2 Review Vouchers

Changing Demographics and Chronic Disease



Gilead Sciences (GILD) ( GILEAD

Gilead Sciences, Inc. (NasdaqGS:GILD) - Return on Equity % (LTM)

« Current Price: $66.51

140.00% ~
e Target Price: $75.85
. . 100.00% -
* Market Cap: 86.94 Billion
* Shares Outstanding: 1.3B
* Dividend Yield: 3.13%
o Q»O' I»O' IQ\W IQ»(‘-' IQ'(" IQ(5 IQ-G' 'Q\“ IQ\“ IQ\‘* 'Q\‘* ‘Q\‘J 'Q»i" '6»10 IQ\"J IQ\"° ‘0»@ IQ»@ IQ@
* Beta:o. 99 é&m V,\\&"’W é&w V@“W V,\&m é&w V@"W 0“‘0 é&m é&w V@"m V,\\b“w é&m V@"’W V@"w V@“ﬁ' V,\&W é\&“’w V,\@"W

| ——Gilead Sciences, Inc. (NasdaqGS:GILD) - Return on Equity % (LTM) |

* 52 weekrange: $65.38 - $103.10

3.50%

* 2016 Revenue: 30.4 Billion
* EPS(TTM): 9.94
* P/E(TTM): 6.69
* Analyst Target Price Range: $61 - $95
(Avg $79)

DS WD D D D D D Gl S > O 0 0 8 0 0 W0 W0 e o o o A A
PN SN P I A i i N I T P SN SRS N A
LB E B DB DSBS S DS DS S H D DSBS S B DS S S
S ST ST S ST L SRS S SRR SRS R )

S O S S ¢ S $ S8 S S S S S O S
\&'5\ N & ‘\04 RS “(5\ N X ‘\o“ K \@‘ “(b* N oK ‘\o“ K3 \‘:b‘ “:5( W oK \\o“ K3 “&‘ @'5\ N oK \;04 & ‘ga‘

—— Gilead Sciences, Inc. (NasdaqGS:GILD) - Monthly Dividend Yield ——S&P 500 Health Care (Sector) (*HCX) - M onthly Dividend Yield




Gilead Sciences (GILD)

“Tail Winds” - Value Drivers

* Significant improvement to HCV care
* Economies of scale for R&D

* Increasing product diversification

* Products with reduced side effects

* Finding more convenient means of
treatment

High quality of products

(¢J GILEAD

"Head Winds"” - Key Risks

Drug price regulation
Intense competition

Risk of obsolescence/short product life
cycle

Failure to effectively commercialize new
products

Risk of litigation - patent infringement
(ex: Merck case)



Gilead Sciences (GILD) Eg GILEAD
Multiples  [Entity  [2012 (2013 2014 2015|2016 |Current

Price/Earnings Healthcare 13.63 17.20 22.04 23.02 18.02 19.48
GILD 21.18 40.58 12.72 8.49 6.83 6.32
Price/Book Healthcare 2.65 3.23 3.76 4.00 3.48 3.46
Value .
GILD 6.00 10.13 9.16 7.76 4.97 4.64
Price/Sales Healthcare 1.29 1.59 1.85 1.92 161 1.56
GILD 5.73 10.25 5.76 4.54 3.16 2.95
EV/EBITDA Healthcare 8.09 10.46 12.94 13.65 11.40 11.53
GILD 14.38 24.57 8.73 6.02 4.70 4.36

e Healthcare sector has expanded over the past five years and outperformed the market
e GILD is undervalued when compared to the industry in terms of EV/EBITDA and P/E



Gilead Sciences (GILD)

Stock Price Sensitivity Table

¢J GILEAD

11.25% 11.50% 11.75% A 12.25% 12.50% 12.75%

1.00% $78.41 $76.54 $74.75 $73.05 $71.42 $69.86 $68.37
1.25% $79.20 $77.28 $75.45 $73.70 $72.03 $70.43 $68.91
1.50% $80.04 $78.06 $76.18 $74.38 $72.67 $71.03 $69.47
1.75% $80.93 $78.89 $76.94 $75.10 $73.34 $71.66 $70.05

2% $81.86 $79.75 $77.75 75.85 $74.04 $72.31 $70.67
2.25% $82.84 $80.66 $78.60 $76.64 $74.77 $73.00 $71.31
2.50% $83.88 $81.63 $79.49 $77.47 $75.55 $73.72 $71.98
2.75% $84.98 $82.64 $80.44 $78.35 $76.36 $74.48 $72.69
3.00% $86.14 $83.72 $81.43 $79.27 $77.22 $75.28 $73.43




Gilead Sciences (GILD) GILEAD

Analyst: Nadine Slezak Terminal Discount Rate = 712.00%

Date: 2/07/17 Terminal FCF Growth = 2.0%

Year 2017E 2018E_ 2019E  2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E

Revenue 25658 23,878 23,669 23,196 22,964 22,964 23,194 23425 23,660 23.896 24 374
% Growth -5.9% -0.9% 2.0% -1.0% 0.0% 1.0% 1.0% 1.0% 1.0% 2.0%

Operating Income 14,548 13,551 13,432 14,265 14,123 14,123 14,264 14,407 14,551 14,696 14,990
Operating Margin S6.7% 56.8% 56.8% 61.5% 61.5% 61.5% 61.5% 61.5% 61.5% 61.5% 61.5%

Interest (513) (478) (473) (464) (459) (459) (464) (469) (473) (478) (487)
Interest % of Sales -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0%

Taxes (2,554) (2,396) (2.375) (2.484) (2,459) (2.459) (2,484) (2,509) (2.534) (2.559) (2.610)
Tax Rate 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0%

Net Income 11,635 10,916 10,820 11,317 11,204 11,204 11,316 11,429 11,544 11,659 11,892
% Growth -6.2% -0.9% 46% -1.0% 0.0% 1.0% 1.0% 1.0% 1.0% 2.0%

Add Depreciation/Amort 872 740 710 696 689 689 696 703 710 717 731
% of Sales 3.4% 3.1% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Plus/(minus) Changes WC (839) (1.037) (1.247) (812) (804) (804) (812) (820) (828) (836) (853)
% of Sales -3.3% -4.3% -5.3% -3.5% -3.5% -3.5% -3.5% -3.5% -3.5% -3.5% -3.5%

Subtract Cap Ex (641) (645) (639) (580) (574) (574) (580) (586) (591) (597) (609)
Capex % of sales -2.5% 2.7% 2.7% -2.5% -2.5% -2.5% -2.5% -2.5% -2.5% -2.5% -2.5%

Free Cash Flow 11,027 9,974 9,644 10,621 10,515 10,515 10,620 10,727 10,834 10,942 11,161
% Growth

NPV of Cash Flows 62,480

NPV of terminal value 36,654 Terminal Value 113,842

Projected Equity Value 99,134

Free Cash Flow Yield 12.69% Free Cash Yield 9.80%

Current P/E 7.47 8.0 8.0 Terminal P/E 9.6
Projected P/E 8.52 9.1 9.2

Current EV/EBITDA 6.6 71 7.2 Terminal EV/EBITDA 8.2
Projected EV/EBITDA 7.4 8.0 8.1

Shares Outstanding

Current Price $
Implied equity value/share | $
Upside/(Downside) to DCF




McKesson Corporation (MCK) MCSKESSON

McKesson Corporation (McKesson) is engaged in delivering pharmaceuticals, medical
supplies and healthcare information technology. The Company operates through two
segments: McKesson Distribution Solutions and Technology Solutions

McKesson Corporation (NYSE:MCK) - Monthly Share Pricing

* Current Price: $145.49

300.00
e Target Price: $213.82
250.00 -
* Upside: 47.0%
200.00 -
* Recommendation: Buy
150.00 -
¢ Strong Management
* Undervalued Growth Stock 100.00 |
* Keep until it reaches target price 50.00
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—McKesson Corporation (NYSE:MCK) - Monthly Share Pricing




McKesson Corporation (MCK) MCSKESSON

« Current Price: $145.49

Dividend Yield

* Target Price: $213.82

2.00%

* Market Cap: 30.86 B

¢ Shares Outstanding: 212.2 M ENNERE RN =
 Dividend Yield: .78%
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* Revenue:190.8B
« EPS (TTM): 9.06 .
P/E (TTM): 16.05 -
Analyst Target Price Range: $139-$175
Avg. 157) B P P P P
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==S&P 500 Health Care (Sector) (*HCX) - Return on Equity % (LTM)
——McKesson Corporation (NYSE:MCK) - Retur on Equity % (LTM)




McKesson Corporation (MCK) MCSKESSON

“Tail Winds” - Value Drivers “"Head Winds" - Key Risks

¢ Strong Management * Increased competition and
» Cost Cutting and divestitures improving efficiency consolidation within the retail
* Effectively responds to changes in environment pha rmacy ind ustry

* Acquisitions and expanding market share are driving
revenue growth

* Increased use of direct to pharmacy

distribution model by manufactures
» Strong market share Canada, Europe, Y

U.S. * Generic Drug Deflation
* Systemic increasee in drug utilization * Regulation Uncertainty
expected * Foreign Exchange Risk




Price/Earnings
/ 8 Healthcare

Company

Price/Book Value
Healthcare

Company

Price/Sales
/ Healthcare

Company
Price/EBITDA

Healthcare

Company

13.63

15.73

2.65

2.95

1.29

.1943

8.09

7.92

McKesson Corporation (MCK)
tipes ety anzJaois amaJams —oots Jcumene

17.20

23.33

3.23

4.62

1.59

.3107

10.46

11.85

22.04

24.79

3.76

5.30

1.85

.3460

12.94

12.30

23.02

19.86

4.00

5.09

1.92

.2556

13.65

10.37

18.02

12.27

3.48

3.87

1.61

.1606

11.40

7.88

MCKESSON

19.48
12.04
3.46
3.79
1.56
.1570
11.53

7.72

* Healthcare sector has expanded over the past five years and outperformed the market
e MCK is undervalued when compared to the industry



McKesson Corporation (MCK) MCSKESSON

Year 2016 2017€ 2018€ 2019€ 2020 2021€ 20226 2023€ 2024€ 2025€ 2026E 2027€
(Dollars in millions)
Total Revenue $190,884.00  $196,697.95 $202,694.04  $208,878.08  $222,252.72  $236,498.73 $251,673.13  $267,836.70  $285054.19  $303,394.62 $322,93151  $343,743.24
% Growth 3.0% 3.0% 3.1% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% Pyl WACC Calculation (Millions)
(Operating Income (EBIT) $2,660.00 $3427.59  $4,844.39 $3,947.80 $5,311.84 $565232  $6,014.99 $6,401.30 $6,812.80 $7,251.13 $7,718.06 $8,215.46 Target Capital Structure
Operating Margin 17% 2.4% 1.9% 2.4% 2.4% 24% 24% 2.4% 2.4% 24% 2.4%)
|Interest ($353.00) ($529.33) ($581.33) ($599.06) ($770.77) ($820.18) ($872.80) ($928.86) ($988.57) ($1,052.17) ($1,119.93) ($1,192.10) Debt-to-Total Capitalization 20.81%
Interest % of Sales -0.3% 0.3% -03% 03% -0.3% 03% -03% -0.3% -0.3% 03% -0.3%)
Taxes ($908.00) ($1,037.14)  ($1,160.11)  ($1,194.81)  ($161212)  ($1,714.00)  ($1,822.51) ($1,938.10) ($2,061.23) ($2,192.39) ($2,332.10) (52,480.93)
Tax Rate 35.0% 35.0% 35.0% 35.0% 35.0% 35.0% 35.0% 35.0% 35.0% 35.0% 35.0%
Net Income $2,258.00 $1,76112  $2,154.48  $2,218.93 $2,993.94 $3,183.14  $3,384.67 $3,599.34 $3,828.00 $4,071.57 $4,331.04 $4,607.44
l?arowm 22.0% 223% 3.0% 34.9% 6.3% 6.3% 6.3% 6.4% 6.4% 6.4% 6.4% |Equity-to-Total Capitalization 79.19%
EBIT *(1-Tax Rate) $1,153.75 $1,588.67  $2,490.10 $1,887.21 $2,730.37 $2,90539  $3,091.80 $3,290.37 $3,501.89 $3,727.20 $3,967.21 $4,560.05)
[Add Depreciation/Amort $885.00 $983.49 $1,013.47 $1,044.39 $1,111.26 $1,18249  $1,25837 $1,339.18 $1,425.27 $1,516.97 $1,614.66 $1,200.00 ‘
% of Sales 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0a%| |Debt to Equity 26.27%
Plus/(minus) Changes WC $314.00 (51,623.34)  ($193.67) ($199.74) ($432.00) ($460.15) ($490.13) ($522.08) ($556.13) ($592.40) ($631.04) ($672.22) Debt $8,107
% of Sales -0.8% -0.1% 0.1% 0.2% 0.2% 0.2% 0.2% -0.2% -0.2% 0.2% -0.2%) ) !
Subtract Cap Ex ($677.00) ($629.43) ($648.62) ($668.41) ($711.21) ($756.80) ($805.35) ($857.08) ($912.17) ($970.86) ($1,033.38) ($1,200.00) Equity $30,858
Capex % of sales -0.3% 03% -03% -03% -0.3% 03% -03% -0.3% -0.3% 03% -0.3%)
FCFF $31938  $2,661.27 $2,063.45 $2,698.43 $2,870.94  $3,054.68 $3,250.40 $3,458.86 $3,680.92 $3,917.45 5388783 |Cost of Debt
% Growth 7333% 22.5% 30.8% 6.4% 6.4% 6.4% 6.4% 6.4% 6.4% 08%  [Cost of Debt(3) 3.85%
NPV of Cash Flows $18,800.03 0% Tax Rate 35.00%
|NPV of Terminal Value $28,123.56 60% Tax Rate = 35.00% Terminal Value 62,616 After-tax Cost of Debt 2.50%
Firm Value $46,923.59 100% Terminal Discount Rate (WACC) = 233%
Plus Cash $6,535.00 Terminal FCF Growth = 2.00% Free Cash Yield 6.21%)
Less Debt $8,107.00 Cost of Equity
Equity Value $45,351.59 Terminal P/E 136 )
Free Cash Flow Yield 103% Risk-free Rate 4.09%
2017 2018 2019 Terminal EV/EBITDA 638 , . 5.50%
Current P/E 175 143 139 Forecasting Estimates (Income Statement, Balance Sheet, and Cash Flows) Market Risk Premium .
Projected P/E 258 210 204 [Forecast period 20202027 ‘Average 2019-2017 Levered Beta (5-year Avg) 1.05
Current EV/EBITDA 74 55 65 [North American PD&S Growth Per Year 6.50% 1081% 3.00%
Projected EV/EBITDA 106 8.0 9.4 & h Per Year 7.00% 104.66% 4.00%
IMedical-Surgical PD&S Growth Per Year 4.00% 19.49% 1.75%
[Technology Solution Growth Per Year 0.50% -3.29% 0.50%
Shares Outstanding 2121 [Cost of Sales Growth/Total Revenue 53.85% 04.10% 54.10% Cost of Equity 9.87%
[Selling, distribution and administrative expenses/Total 300% a7a% 325%
Current Price 42835 $ 6833 [Revenue %
\mplied equity value/share [Research and Revenue % 0.20% 0.30% 0.20%
d rges/ | Revenue % N/A -0.02% N/A
Upside/(Downside) to DCF |Claim and Litigation Charges/Total Revenue % 0.06% -0.06% 0.06% WACC 8.33%
[Other Income, Net Growth Per Year % 36.76%
Debt 8,107 lInterest Expense / Operating Income 12.00% -11.38% 12.00%
Cash 6,535 ax Rate 35.00% 4335% 35.00% -
Cash/share 3081 / Total Revenue % 8.99% 8.98% 8.99% *Figures from 3rd QTR 2017 From 10-Q
- / Total Revenue % 8.46% 8.47% 8.46%
[accounts payable / Total Revenue % 1022% 1a19% 1022% (1) Average Long Term U.S. Treasury|
SVSniaDs 014% 014% 014% (2) S&P 500 Returns - Risk free rate
0.36% 0.36% 0.36%
::::Im.:n perty, Plant and Equipment/ 032% 032% 032% (3) McKesson Corporate Bond Avg




SIM Portfolio Recommendation

Company Portfolio Proposed Current Price | Target Price Upside Recommendation
Weight Basis As of 10-14 (Downside)
April
HCA Holdings 4.66% - 87.72 87.82 0.1% HOLD
(HCA)
Medtronic (MDT) = 2.05% -100 80.15 79.15 -1.2%
Gilead Sciences 3.51% +100 66.51 75.85 14.0%
(GILD)
McKesson 4.04% +96 145.49 213.82 47.0%
(MCK)
Current S&P 500 Current SIM Current Over/ Recommended Weight
Concentration of Concentration of Under Weight
Healthcare Healthcare
14.10% 14.26% + 0.16% 15.22% (+1.12)







