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Italy — Veterinary

A strategic acquisition to underpin the company’s expansion

20 December 2022

ACQUISITION OF ARCANATURA

Friulchem buys 70% of Arcanatura, a French veterinary laboratory
specialised in the treatment of pets’ diseases through food supplements
using natural active principles. The rationale behind the deal lies in the
opportunity to reinforce the group’s commercial presence in France as

RIC: FCM.MI well as to make better use of FC France's production plant.
BBG: FCM IM
Rating: A French veterinary laboratory focused on pet care solutions

Buy

Price Target:

€ 1.50

Upside/(Downside): 44.2%

Last Price: € 1.04

Market Cap.: € 8.3m

1Y High/Low: € 1.32 /€ 0.94

Avg. Daily Turn. (3M, 6M): € 6k, € 5k
Free Float: 31.2%

Major shareholders:

Evultis SA 38.8%
Friulia SpA 23.8%
Fiduciaria Bernasconi 6.3%
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Arcanatura is a French veterinary laboratory founded by practitioners from the university
research and clinical veterinary industry, providing food supplements using natural and
bioavailable active ingredients intended for pet care (primarily dogs and cats). In particular,
its comprehensive portfolio of solutions addresses eye, kidney and liver diseases. The
company directly distributes its products to the most important French veterinary clinics,
thanks to long-standing commercial relationships built over time.

Friulchem buys 70% of Arcanatura through FC France

Friulchem, through its subsidiary FC France, signed a binding agreement to purchase 70%
of Arcanatura’s share capital. In detail, Friulchem subscribed a capital increase in FC France
for a total of € 400k, thus increasing its stake from 56.74% to 75%. At the same time, FC
France subscribed a reserved capital increase in Arcanatura for the same amount, obtaining
70% of the company.

Strengthened distribution capabilities make room for cross-selling and cost synergies
The acquisition of Arcanatura represents a strategic move from a commercial standpoint, as
Friulchem will be able to expand its presence in the French veterinary sector. Arcanatura is
a well-established player with solid distribution capabilities and strong relationships with the
main veterinary clinics in France. Its integration will allow the group to take advantage of
several cross-selling opportunities, by leveraging on Friulchem’s veterinary solutions, as well
as cost synergies, by making use of the untapped production capacity at the French plant. In
detail, Arcanatura will focus on marketing and distribution activities in the French market
while FC France will continue to take care of the production process.

Enhanced production capacity coupled with a new line to enter the pet food market
Furthermore, Friulchem plans to strengthen the operating structure of FC France by setting
up 1) a new department specifically focused on products based on Friulchem’s proprietary
technology FC-CUBE® dedicated to the US market and 2) new production lines intended for
the production of food supplements for pets, also using the FC-CUBE® technology. Overall,
the deal entails an expansion of both the production capacity as well as geographical reach
in promising markets, thus confirming Friulchem’s position as a reference partner for pharma
companies, laboratories and specialised clinics operating in the veterinary field. Estimates,
rating and PT unchanged.

Friuvlchem, key financials and ratios

€m 2020 2021 2022e 2023e 2024e

Stock price performance Value of Production 17.7 24.5 33.6 35.9 &)
EBITDA 0.6 1.6 1.8 2.4 2.8

M 3SM__12M EBITDA Adjusted 1.0 1.6 1.8 2.4 2.8

Absolute -71% 2.0% -15.8% EBIT (0.3) 0.7 0.8 13 1.8
Rel.to FTSE IT Growth -14.8% -15.0% -44.0% Net Profit (0.3) 0.1 0.1 05 0.8
Rel.to Sector -4.9% 10.9% 19.7% Net Profit Adjusted 03) O 01 05 08
NFP (cash)/debt 1.1 3.1 4.2 3.9 3.2

Analysts: EBITDA adj. margin 5.9% 6.4% 5.5% 6.6% 7.6%
Luca Arena EBIT margin -1.9% 2.8% 2.3% 3.7% 4.8%
+39 02 30343 395 EPS stated FD € (0.04) 0.01 0.01 0.06 0.10
luca.arena@cfosim.com EPS growth nm. nm. -35.3% nm. 65.4%
ROCE Neg. 2.9% 3.2% 5.4% 7.0%

Gianluca Mozzali NWC/Sales 6.9% 9.6% 8.8% 9.1% 9.3%
+39 02 30343 396 Free Cash Flow Yield -26.8% -18.8% -13.8% 3.8% 8.1%
gianluca.mozzali@cfosim.com PER x Neg. nm. nm. 16.9 10.2
Luca Solari EV/Sales x 0.65 0.53 0.37 0.34 0.31
+39 02 30343 397 EV/EBITDA x 11.0 8.2 6.8 5.1 4.1
EV/EBIT x Neg. 18.8 16.1 9.2 6.5

luca.solari@cfosim.com
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The Company at a Glance

Originating in 1996, today Frivlchem is a vertically-infegrated R&D-oriented Contract Development and Manufacturing
Organisation (CDMO). It is an ‘Innovative SME’' operating in the pharmaceutical and nutraceutical market, serving both the
veterinary and the human sector. The group provides global big pharma firms with finished and semi-finished products, including
Active Pharmaceutical Ingredients (APIs), drugs and food supplements. Friulchem is specialised in delivering drugs for the
veterinary sector and developing dossiers of generic drugs for humans.

The ‘Vet' business unit develops and produces both nufraceutical and pharmaceutical finished and semi-finished veterinary
products, through different technologies, such as atomisation, micronisation, granulation and mixing. Friulchem's plants have
been compliant with the European Good Manufacturing Standards since 2007.

The ‘Human’ business unit is dedicated to the R&D of generic drugs based on formulations with a high degree of development
and production complexity. Friulchem is the owner of the formulations while the production is outsourced to selected partners.
Furthermore, the group has developed a product line dedicated to cosmeceuticals with large growth potential, mainly in Asia.

Today Friulchem operates two specialised manufacturing plants, one in Vivaro (Pordenone), in hard-working, creative, north-
eastern Italy, and the other one in Magny-En-Vexin (France). Its headquarters are in Milan. The company reported an 8.8%
organic sales CAGReg21 (10.5% including M&A) mainly thanks to continuous product innovation leading to an increased share of
wallet with pharma corporations coupled with a higher number of customers.

FY-21 figures show fotal revenues of € 22.9m, EBITDA of € 1.6m, 6.4% margin and Net Profit of € 0.1m. Net Financial Position was €
3.1m, corresponding to 1.9x NFP/EBITDA.

2021 Revenues breakdown by geography... ... and by business unit

Italy
3%

Shareholder structure Top line evolution
245
Shareholder #m A CAGRee2!
Evultis SA 3.10 38.8%
Friulia SpA 1.90 23.8% 153 14.9
Fiduciaria Bernasconi SA 0.50 6.3% 93 100 o, 102 109
Free Float 2.50 31.2% .
Total 8.00 100.0%

Source: Company data

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

m Value of Production

Peer group multiples table

Price & EV multiples x Sales FY1 Sales FY2 EBITDA FY1 EBITDA FY2 EBIT FY1 EBIT FY2 PER FY1 PER FY2
Dechra Pharmaceuticals PLC 4.19 3.76 15.9 13.9 18.7 16.3 22.0 19.7
ECO Animal Health Group PLC 0.85 0.79 1.1 8.9 14.0 10.5 44.4 28.4
Elanco Animal Health Inc 2.43 2.36 10.3 9.8 11.6 1.1 10.5 10.6
Merck & Co Inc 4.99 4.96 11.6 1.2 13.3 12.9 14.6 14.5
Shedir Pharma SpA 0.57 0.39 2.8 1.9 3.9 2.5 8.2 7.6
Vetoquinol SA 1.73 1.57 8.3 7.7 11.4 10.6 17.7 17.1
Virbac SA 1.47 1.33 8.0 7.3 10.2 9.4 15.4 14.3
Zoetis Inc 8.48 7.86 19.8 18.2 22.1 20.3 28.2 25.8
Median Veterinary 2.08 1.96 10.7 9.4 12.5 10.9 16.6 15.8
Frivlchem SpA 0.37 0.34 6.8 5.1 16.1 9.2 n.m. 16.9

Source: CFO Sim, Thomson Reuters Eikon
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Income statement (€ m) 2020 2021 2022e 2023e 2024e
Revenues 16.7 22.9 31.8 34.0 35.3
Value of Production 17.7 24.5 33.6 35.9 37.3
Raw material and processing (1.9 (15.7) (21.5) (22.8) (23.7)
Services 3.0 @.n .5 ®&.7) 5.8)
Personnel expenses a.9 2.6) 4.0) “a.3) “4.3)
Other opex ©0.2) ©0.6) ©.7) ©.7) ©.7)
EBITDA 0.6 1.6 1.8 2.4 2.8
D&A (1.0) 0.9 a.m a.m a.m
EBIT 0.3) 0.7 0.8 1.3 1.8
Financials 0.2) 0.4 0.6) (0.5) (0.5)
Re/(Devaluation) of financial assets 0.0 0.0 0.0 0.0 0.0
Forex gain/(loss) 0.0 0.0 0.0 0.0 0.0
Pre-Tax profit 0.5) 0.3 0.2 0.8 1.2
Income taxes 0.2 ©.1 ©.1 ©0.2) 0.3)
Minorities 0.0 ©.1 .1 .1 .1
Net Profit 0.3) 0.1 0.1 0.5 0.8
EBITDA Adjusted 1.0 1.6 1.8 2.4 2.8
Net Profit Adjusted 0.3) 0.1 0.1 0.5 0.8
Balance sheet (€ m) 2020 2021 2022e 2023e 2024e
Net Working Capital 1.2 2.3 3.0 3.3 3.5
Net Fixed Assets 10.0 10.8 11.8 11.7 11.7
Equity Investments 1.4 1.4 1.4 1.4 1.4
Other M/L Term A/L 1.2) ©.7) a.n a.n a.n
Net Invested Capital 11.5 13.9 15.1 15.3 15.4
Net Financial Debt 1.1 3.1 4.2 3.9 3.2
Minorities 0.0 0.4 0.5 0.6 0.6
Group's Shareholders Equity 10.4 10.4 10.4 10.8 11.5
Financial Liabilities & Equity 11.5 13.9 15.1 15.3 15.4
Cash Flow statement (€ m) 2020 2021 2022e 2023e 2024e
Total net income (0.3) 0.1 0.1 0.5 0.8
Depreciation 1.0 0.9 1.1 1.1 1.1
Other non-cash charges ©.7) 0.3 0.4 0.1 0.0
Cash Flow from Oper. (CFO) ©.1H 1.3 1.5 1.6 1.9
Change in NWC 0.6 a.mn ©0.6) 0.3) ©0.2)
FCF from Operations (FCFO) 0.5 0.1 0.9 1.3 1.7
Net Investments (CFI) @.7) .7 2.0) (1.0) 1.0)
Free CF to the Firm (FCFF) 2.2) 1.6) a.n 0.3 0.7
CF from financials (CFF) 1.7 6.2 (0.0) (0.0) (0.0)
Free Cash Flow to Equity (FCFE) 0.6) 4.6 a.mn 0.3 0.7
Financial ratios 2020 2021 2022e 2023e 2024e
EBITDA adj. margin 5.9% 6.4% 5.5% 6.6% 7.6%
EBIT margin -1.9% 2.8% 2.3% 3.7% 4.8%
Net profit margin -1.9% 0.3% 0.2% 1.4% 2.2%
Tax rate 33.1% 47.6% 27.5% 27.5% 27.5%
Op NWC/Sales 6.9% 9.6% 8.8% 9.1% 9.3%
Interest coverage x (1.97) 1.64 1.31 2.48 3.32
Net Debt/EBITDA x 1.68 1.94 2.30 1.64 1.14
Debt-to-Equity x 0.10 0.30 0.41 0.36 0.28
ROIC Neg. 0.6% 0.4% 3.2% 5.3%
ROCE Neg. 2.9% 3.2% 5.4% 7.0%
ROACE Neg. 3.4% 3.3% 5.4% 7.1%
ROE Neg. 0.8% 0.5% 4.5% 7.0%
Payout ratio 0.0% 0.0% 0.0% 0.0% 0.0%
Per share figures 2020 2021 2022e 2023e 2024e
Number of shares # m 8.00 8.00 8.00 8.00 8.00
Number of shares Fully Diluted # m 8.25 8.25 8.25 8.25 8.25
Average Number of shares Fully Diluted # m 8.25 8.25 8.25 8.25 8.25
EPS stated FD € (0.04) 0.01 0.01 0.06 0.10
EPS adjusted FD € (0.04) 0.01 0.01 0.06 0.10
EBITDA € 0.08 0.19 0.22 0.29 0.34
EBIT € (0.04) 0.08 0.09 0.16 0.21
BV € 1.26 1.31 1.32 1.38 1.48
FCFO € 0.06 0.02 0.10 0.16 0.20
FCFF € 0.27) 0.19) 0.14) 0.04 0.08
FCFE € (0.07) 0.56 0.14) 0.04 0.08
Dividend € 0.00 0.00 0.00 0.00 0.00
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ANALYST CERTIFICATION

This publication was prepared by Corporate Family Office SIM S.p.A. (*CFO SIM"), namely by LUCA ARENA, Head of the Equity Research Department,
GIANLUCA MOZZALI and LUCA SOLARI, Equity Analysts. This is to certify that the views expressed on the companies mentioned in this document reflect
the analysts’ personal opinions and no direct or indirect remuneration has been, or will be, received by the analysts further to the views expressed
herein.

DISCLAIMER

This document has been drafted by CFO SIM, authorised by the Bank of Italy to provide investment services.
CFO SIM does not have a specific interest in either the issuer, the financial instruments or the transactions covered by the analysis.

The news and data used in this document come from information supplied to the public by the company concerned and/or from other documentation
of public domain. CFO SIM is not liable for the accuracy, completeness, exactitude and impartiality of such news and data. This document has been
drafted autonomously and independently and without the collaboration of the company analysed or of any company linked to the latter by
shareholdings or control. This document has been prepared by the financial analysts of the Equity Research Department of CFO SIM, whose names are
indicated therein. Luca Arena and Gianluca Mozzali are ordinary members of the Italian Association of Financial Analysts (AIAF). In no case can the
company and the analysts, as authors of this document, be held liable (culpably or otherwise) for any damage resulting from use of the information or
opinions set out therein. This document is for information purposes only. It cannot be reproduced directly or indirectly or redistributed to third parties, nor
can it be published, either totally or in part, for any reason whatsoever. This document is not an invitation to purchase, nor is it intended to solicit the
purchase or sale of the securities in question. The recipients of this document are formally bound to comply with the obligations indicated above.

CFO SIM wishes to provide ongoing coverage of the stocks mentioned in this document, as often as circumstances considered to be important dictate
(corporate events, changes in recommendations, etc.). CFO SIM acts as Euronext Growth Advisor, Specialist and Corporate Broker for Friulchem stock,
listed on Euronext Growth Milan. The next table shows the ratings issued on the stock in the last 12 months.
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@ F-riulchem Target Price
DATE TARGET PRICE RATING
20/12/2022 €1.50 BUY
05/10/2022 €1.50 BUY
28/03/2022 €2.00 BUY
28/09/2021 €1.80 BUY

This document is distributed via electronic mail and fax as from the date indicated in the document itself and addressed to some 300 Italian and non-
Italian professional investors. The document is available in electronic format on CFO SIM’s Internet site, to Italian and non-ltalian institutional investors,
and/or on Borsa Italiana’s Internet site.

RATING SYSTEM

O  «aBUY ratfing is assigned if the target price is at least 15% higher than the market price;

0 o SELLrating is assigned if the target price is af least 15% lower than the market price;

0 o NEUTRAL rating is assigned if the difference between the current price and target price lies within the +/ -15% range identified using the

preceding criteria.

The rating is determined on the basis of the expected absolute return over a 12-month period and not on the basis of the estimated outperformance or
underperformance relative to a market index. Thus, the rating can be directly linked to the estimated percentage difference between current and
target prices. The prices of the financial securities mentioned in the report (also used for the calculation of market capitalisation and market multiples)
are the reference prices of the stock market trading day preceding the publication date of the report, otherwise stated.

CORPORATE FAMILY OFFICE SIM S.p.A. Aderente al Fondo Nazionale di Garanzia N. Iscrizione al Registro delle imprese di Via dell’ Annunciata, 23/4 - 20121 Milano Tel. +39 02 303431
Societa di Intermediazione Mobiliare Iscrizione all’Albo delle Societa MI/MB/LO, Corso Vittorio Emanuele 11, 20/B - 33170 Pordenone Tel. +39 0434 546711
Capitale Sociale Euro 2.500.000,00 i.v. di Intermediazione Mobiliare n. 197 Codice Fiscale e Partita VA 13256570154 Via Angelo Moro, 83 - 20097 San Donato Milanese Tel. +39 02 25547300
www.cfosim.com Delibera Consob n. 16216 del 13/11/2007 REA 1633817 Viale Giorgio Ribotta, 11 - 00144 Roma Tel. +39 06 45474500
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