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SECTOR — MEDICAL DEVICES separate and unrelated to health care reform. These industry trgnds,

(ABF401) TWST: What is your assessment of the medical in our opinion, will put growing pressures on this market regardigss
devices sector, given the recent passage of the health care bill? of the health care reform bill. Are there any positives associged

Mr. Simpson: It has obviously been an interesting year orwith reform for the medical device group? | think you get a véty
so. Reform has clearly been an overhang on the group for muchrafnor positive for some of the device companies as a result of [ﬁore
this time. We saw some better performance out of the group wheatients ultimately coming into the market. It affects some secg)rs
it looked like health care reform was not going to pass, and then théthin med tech more than others, obviously, but the reality is #at
prospects for reform changed on a dime a couple of months ago ahd vast majority of the uninsured people in this country aresof
reform looked likely once again. It didn’t seem to have as muchounger age and well below the key age groups for most of:the
effect as | think many investors had largely tuned it out by thatompanies focused on implantable devices, such as orthopeﬁics,
point. The reality after it passed, and we knew what it encompassedydiac rhythm management or heart valves. The notion that tgese
there were two initial reactions — you had a modest rally in thaninsured entering the market is some sort of major boon forghe
overall group, literally a day or so, and then | think people came tevice manufacturers is a fallacy for the most part, in our opinﬁn.
the conclusion that the reality is that reform doesn’t mean much f@n the other hand, the medical device tax is obviously a neg%ive
the medical device sector in the short term, as most of the impdot the industry and can’t be anything but be negative in its imgct
starts to kick in a few years down the road. Needless to say, a lot aaninnovation. Companies will find a way to deal with it, but W_'@\
change between now and then. Maybe more importantly from thike other pressures we were seeing kind of slow within the ma&(et
medical device perspective, there’s a lot of things taking place in the especially on the pricing front — companies are going to @d
market right now, some are related to health care reform, sompéaces to cut back, and we do think it will ultimately impair
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innovation going forward. So to summarize, yes, | would sagould actually see dollars potentially flow out of health care names.

reform is generally a negative for the group. But again, most of the

Mr. Kouchoukos: Yes, | would say in terms of the

impact is a few years away and | think investors will worry aboutecession, and procedure volumes and hospital sggridhink it's
this on another day. From my own perspective, | don't think wéeen somewhat mixed for our companies across sed@neg
fixed anything as far as the health care system is concerned; | doalteady touched on the orthopedic impact, whichieas noticeable.
think we have bent the proverbial cost curve, and that’s an issuel-dr a company likédologic (HOLX), which is a leading producer
think we basically put off problems for another day. In theof digital mammography systems for breast cancezesing and
meantime, | don’t think passing reform changes any of the thingiagnosis, that’'s an area where we really saw tadsgpending fall

we’re seeing within the marketplace in
terms of what hospital administrators
or hospitals are doing, how doctors al
being negatively affected. | think we
will continue to see incremental
pricing pressure in the medical devic
sector. And in some of the key produg
categories where we have seen a la
of new product flow, lack of
innovation, we are moving towards
commodity-like status. That raiseg
some red flags for us on a longer-ter
basis, as do the seemingly accelerati
trends toward vendor consolidatior
and direct physician employment in
areas like orthopedics ang
cardiovascular. We specifically think
direct physician employment is a tren
to watch, especially in orthopedics, a
it can shift pricing power increasingly
to the hospitals and away from th¢
implant manufacturers.

TWST: How do you think
this sector has been affected by the
economy? Do you think the
prospects in the context of the
economy have improved?

Mr. Simpson: Yes, | think
so. | feel modestly more positive abou

Highlights

Stifel Analysts Thomas Kouchoukos and
Greg Simpson both view the medical
devices space as a mixed bag. While the
recovering economy could have a positive
effect on some sectors, such as orthopedics,
both analysts signal that medical device
stocks tend to underperform coming out of
a recession. Mr. Kouchoukos says he is not
expecting meaningful fundamental
improvement, although he does offer his
favorite medical device names. Mr. Simpson
outlines those med tech stocks that most
worry him, while highlighting others that
may have game-changing technology. Both
analysts also discuss women's health and
cardiac assist companies, as well as M&A.

Companies include: Hologic (HOLX); ev3 _

(EVVV); Micrus Endovascular (MEND); C.R.
Bard (BCR); Covidien (COV); Medtronic

(MDT); Inverness Medical Innovations

(IMA); Abiomed (ABMD); ATS Medical

(ATSI); The Spectranetics Corporation
(SPNC); Edwards Lifesciences (EW);
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Stryker (SYK); Boston Scientific (BSX) and
Conceptus (CPTS).

the economy, and | have been pretty

negative up to this point. That's good and bad for medical device

off a cliff at the beginning of recession.
And to be frank about it, we really
haven't seen that come back yet. |
think there is a lot of hope on Wall
Street that we will see stabilization in
hospital capital spending in the back
half of 2010, but | do not think
investors are necessarily looking for
any real growth this year. So we have
seen the capital equipment side of the
business, for a lot of these companies,
really take a hit through the recession,
and that's something that at this point,
while we have easier comps throughout
this year, we are not really expecting to
see meaningful fundamental
improvement. In terms of procedure
volumes, in the groups that | cover —
peripheral vascular, neurovascular,
women’s health — the impact has been
somewhat mixed. For neurovascular
procedures, when we're talking about
treating hemorrhagic stroke, a patient
will likely receive treatment no matter
what the economy is doing. So this
market segment has held up quite well,
and we have seen very nice growth
from companies such &3 (EVVV)
and Micrus Endovascular (MEND)

in the past year.

In the surgical markets, where companies GkR. Bard

stocks though. An improving economy and growing signs ofBCR) andCovidien (COV) focus on general surgery, bariatrics

recovery could have a somewhat positive effect on sectors likend hernia repair, we really haven't seen a big difference in
orthopedics, which could get a boost if the unemployment pictungrocedural volumes. The final area for me would be women'’s health
begins to improve. But we haven't seen that to this point. That isand urology, where it may be that some of these procedures are
sector within medical devices that was thought to be economicaltjeferrable, whether itd be a lifestyle-type procedure, such as
insensitive in the past but has proven to have a greater degreetrefiting stress incontinence or pelvic prolapse. In these cases, a
economic sensitivity than previously suspected. On the other handpman can theoretically put the procedure off until she just can’t
if you look at the flow of dollars and how portfolio managers tendake it anymore. That said, however, we have seen procedural
to play sector rotations, health care stocks in general and medigabwth hold up fairly well in the areas of permanent contraception
device stocks in particular tend to do better in the early stages ohad on the male side in treating incontinence anectie
recession and then underperform coming out of recession, adgsfunction. So it really has been a mixed bag.

we’re in the early stages of an expansion. If you look at the group, | think one thing that we have seen with respedthto

it has underperformed in recent weeks and it's underperformed tkeonomy, and Greg touched on this a bit earlieouisbelief that

S&P on a year-to-date basis as well. While | think the belief is outospitals are taking some of the power away frogriridustry in the
there that most funds have tended to be underinvested in heghtficing scheme. | think the recession has resetbiduein that
care, reality is the more investors become convinced that th®spitals during the depths of the recession $histen, you have
economy is improving and we'’re in a legitimate expansion, yoto work with us to get pricing lower.” And | thirds we come out of
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the recession, it might be tougher to reversettbatl going forward.
TWST: What about your top stock picks at the
moment? What companies do you like and why?

Mr. Kouchoukos: The
names that we like by cap — in the
large-cap arena, | lik€ovidien, a
diversified health care company that
has undergone a number of dramatic
changes since spinning froifyco

ECONOMIC RECOVERY,

Simpson: Are there any positives
associated with reform for the
medical device group? | think you

BUT NOTEMARANM DEVICH

of solid clinical data and increasing market awassnis driving
impressive growth rates in the cardiac lead remedé¢ of the
business. Given our expectation pectraneticsto reach sustainable

profitability in mid-2010 and our opinion that
shares are attractively valued, we think small-
cap investors should be paying attention to
this name. In addition to our “buy’-rated
companies, there are some other names that
we like very much that we are not currently

in 2007. While the company plays  get a very minor positive for some recommending due to valuation, and we
in the pharmaceutical and medical of the device companies as a result could talk about those as well.
supply sectors of the market, most of more patients ultimately coming TWST: What would those be?
of the positive change to this point into the market. Mr. Kouchoukos: For me it
has been led by the higher-margin would be,Micrus Endovascular, which |
medical devices business, which believe is one of the highest-quality small-
represents approximately 60% of cap names in the medical device space. In
sales and is the company’s fastest- our view, there are many exciting potential
growing business segment. The stock performed quite well in 200&atalysts that are shaping up for fiscal 2010 and 2011, including a
and we believe that factors such as the potential for further margnew product cycle, the potential to expand into new high-growth
expansion, P&L leverage, continued performance iedical geographies, forthcoming clinical data that could validate the
devices and the impact of a replenished pharmaceutical pipeline cauperiority of the company’s Cerecyte technology and the prospect
drive share valuation higher in 2010 and beyond. of continued operating margin expansion.

- — TWST: Are there any companies that you have a
1—‘2(51;331” Chart of Covidien PR “sell” on, or that you are less confident about at the moment?
= Mr. Kouchoukos: In my group, there are really not. |

WMW“W = probably should have said on the positive side, there are two | think
il ™

Greg is excited about in terms of areas of medical technology that
Mﬂ
WW .

he thinks are very promising. One would be percutaneous valve
technology, the other one would be ventricular assist devices. Top
players in these segments d&dwards Lifesciences(EW) and
Yolume = ©BigCharts.com
150
100
S0

Thoratec (THOR). Greg can touch on those; not currently
recommending them, but Greg can tell you why.

Mr. Simpson: There are some names that I'm watching
that if they got a little more expensive, I'd be a bit concerned about.
If you look at the overall group valuation, the medical device and
med supply groups are trading right in line with the S&P 500.
Historically speaking, in the last 20 years or so, the average multiple
has traded on average at greater than a 20% premium to the S&P

Greg recommendbledtronic (MDT) as more of a total 500. So some of the pushback we get is that the group is cheap. We
return vehicle, but one in the very early stagearofittractive new feel a little differently. The growth rates in this industry for many of
product cycle. Mid cap, | think our best idea at tiime would the large-cap companies have slowed and in many cases have come
probably belnverness Medical (IMA), a dominant player in rapid down pretty dramatically. So | don't think we will see this group
point-of-care diagnostics and the company that trade at that same premium
could benefit nicely from health care reform, given valuation going forward.
its focus on more effective and efficient managemen So many of the larger-cap
of patients with chronic conditions. On the small Kouchoukos: I think one thing that we names have rebounded to
side, Greg likesAbiomed (ABMD) and the have seen with respect to the the point where they are
potential of its Impella product lin&TS Medical economy, and Greg touched on this a pretty fully valued. That
(ATSI), for its increasingly attractive tissue valy it earlier, is our belief that hospitals includes a couple of the
product line and its attractiveness as a potential are taking some of the power away orthopedic names like
acquisition candidate, while | lik8pectranetics from industry in the pricing scheme. Zimmer (ZMH) and
(SPNC), a company that produces medical lasers Stryker (SYK) —
for the treatment of peripheral artery disease (PAD wonderful companies, but
and cardiac lead removal. The company recently growth rates have changed;
launched a new product called TurboTandem thatldrexpand its the orthopedic market has gotten a little tougher, pricing is more
addressable market opportunity in the PAD market,eacombination  difficult. If we see the valuations increase from where we are at

Hillions

Chart provided by www.BigCharts.com
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currently, I'd be increasingly negative on the prospects, evemultibillion-dollar market opportunity.

though they are extremely well-run companies.

TWST: Are there any companies in particular whose
products address unmet market needs and
therefore may rapidly affect their growth?

In addition, looking at another area the of cardiac assist
sector, but a little different than whgoratec is doing,Abiomed,
one of our recommended
small-cap names, has a

Mr. Simpson: Yes, Tom just mentioned

catheter-based assist device

actually two of the names —Edwards Kouchoukos: One product in the that is primarily used in the
Lifesciences with transcatheter valves, and Women's heath space that has been cath lab for acute heart
Thoratec, which is the leading player in ventricular out since 2002 but which is still failure. That's a unique
assist devices, specifically for the destination Very exciting is the Essure device device, a very exciting
therapy indication. Both of those are exciting and from Conceptus. The Essure device. They have done
significant product opportunities. Both those  Procedure is a minimally invasive reasonably well with it since
companies are the leaders in those areas and with ~ alternative to tubal ligation for the product received FDA
nice head starts over the competition. We are not permanent contraception. approval, and this is another

recommending either of them currently, but that’s
a valuation decision. Both of those market
opportunities represent underserved markets,
unmet needs and new growth opportunities. WitheetdpEdwards,
many people think transcatheter valves offer awermdtive or
replacement for traditional valve replacement dredreality is not
the case. Transcatheter valves open up the markegw patients,
patients that traditionally have not been eligifie surgery or are
considered very high risk. That could be at leastw@ple-of-billion-
dollars opportunity and obviously as a result, sveompanies are
certainly chasing hard after that markedwards is in a very, very
strong position and will have at least a two yedonger head start
overMedtronic in the U.S. market.

1-Year Daily Chart of Conceptus

Chart provided by www.BigCharts.com

Cardiac assist is another area that

product area where we think
the opportunity is potentially
very significant.Abiomed is

the kind of company, and this is the kind of device, that | think will
garner acquisition interest from some of the larger companies down
the road. In fact, | think this is an ideal acquisition for a company
like Boston Scientific (BSX), which has a significant cath lab
presence and is clearly in need of new growth drivers.

Mr. Kouchoukos: One product in the women’s heath
space that has been out since 2002 but which is still very exciting is
the Essure device fro@onceptus(CPTS). The Essure procedure
is a minimally invasive alternative to tubal ligation for permanent
contraception. In the early days, Essure was somewhat of a
missionary sell folConceptus since the procedure represented a
pretty radical change in practice for OB/GYNs who tend to be
relatively conservative. Since this tim€onceptus has done a
remarkable job of getting the product out there in the market,
obtaining widespread reimbursement for the product and more
recently using direct-to-consumer advertising as a means to build
consumer awareness for the device. The companyisvtr
trajectory has been quite strong over the past several years, and it
just posted about 30% top-line growth in 2009. While the year-over-
year growth comparisons are becoming a bit more challenging,
Conceptus appears to have a lot of momentum remaining in its
business. | think what's interesting is there has been a lot of debate
in the marketplace about a second player coming to the market,
which is Hologic's Adiana product. It's a device that does not
appear to stack up to Essure from a clinical perspective, but which
is backed by a pretty powerful women’s health franchise and which

we believe will at least find its own

has been gaining fans but is still a lesser-

niche in the market. While we

known opportunity. This market has been a Simpson: From a historical would expect to see some near-
long-time incoming — the whole cardiac perspective, the group still looks term market disruption adologic
assist market and destination therapy cheap. But we don't think growth launches Adiana on a full
indication had been a disappointment for rates are necessarily relevant, given commercial scale, we think
years, and it has taken a long time to get to that growth rates have come down, Conceptusshould benefit over the
the point where you have the right devices  especially with the majority of the long term since having a second
that are good enough from a clinical larger cap names in the group. player should further boost

perspective to develop this market. There is

awareness for the procedure and

certainly no shortage of potential patients,
given the limited number of transplant
hearts available. Like transcatheter valves, thlislct also be a

further validates this procedure
within the physician mindset. So |
would say in the women’s health space, this seems to be one of the
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more exciting technologies out in the marketplace. company managements, pretty shell shocked. There was so much
TWST: As you talk to management, what is their level uncertainty out there and you could literally hear the stress coming
of confidence at the moment? through on conference calls. Health care has usually been a safe
Mr. Kouchoukos: | haven, and it was anything but during that period.
think we are seeing The good news, | think, is that many of these
management much more management teams emerged from this period
confident today than they kouchoukos: | think there is a lot of stronger for the experience. In addition, the good
were, say, a year ago, when hope on Wall Street that we will see companies, as Tom said, tightened their belts and
everything looked like it was stabilization in hospital capital | think they probably emerge as better companies
falling apart. That said, I still spending in the back half of 2010, as a result. Looking forward, while the economy
think management teams are but | do not think investors are looks better and many of the stocks have
cautious. When we talk to necessarily looking for any real recovered, it's still a very tough environment for
companies  with  capital growth this year. medical device companies.
equipment components to their TWST: What has investor confidence
revenue stream, management been like lately?
still seems very cautious. But Mr. Simpson: Again, it’s all relative to
I'd say they are optimistic that some extent, but it's clear that investor confidence

the worst is behind them. Looking to a year back, when we spokeas improved. While there is still a lot of uncertainty, a rising
with management teams who had their stocks cut in half and tharearket and improving stock prices really helps investors overcome
was virtually no visibility into the health of the broader economythe fears of a year ago. | suppose that’s human nature and something
many were not sure which way things were going to go. Everyord a recurring cycle in the way the market works. Still, | think most
was pretty spooked and management teams pulled expectatiomgestors remember quite vividly the dark days of late 2008/early
back pretty dramatically for the coming year. During this time, w009 and emerged a bit more cautious as a result.

saw a lot of companies hunker down, get their costs in order and

shore up their P&Ls in anticipation of a tough couple of years. Al-Year Daily Chart of Micrus Endovascular

the year progressed, however, we saw many companies outperfc

these lowered expectations and the market obviously liked th

dynamic. | think with the small-cap names, at least in my grou

— | think this has happened with Greg’s as well — the recessic

actually brought some religion to some of these management tea

in terms of costs and how they allocate capital. For exampl

Micrus Endovascular is one that | cover that had a tough quarte!

at the height of the recession in the February-March 2009 tirr

frame. Management made a commitment to achieve sustainal

profitability by cutting expenses and realizing efficiencies, ant

Micrus has been profitable in each of the past four quarters. Th

was obviously attractive to investors, as we saw the stock work le

year and continue to work into this year. So for me, talking to o(Ehartprovided by www BigCharts.com

management teams today, | think the bottom line is that therd is stil

a lot of uncertainty out there with respect to many variables, TWST: Not necessarily a bad thing, right?

including the economy, health care reform and the prospect of a Mr. Simpson: No, that’s true. As the market works higher

more challenging FDA process. But | think they are keeping thethough, greed frequently overtakes common sense. And given some

heads up and feel good about their respective businesses. of the trends we are watching in the industry that concern us longer
Mr.  Simpson: | term, valuations clearly bear watching. And again,

think it's all relative in the the economy is still kind of a mixed bag as far as |

sense that a year or so ago, in am concerned. But even | will acknowledge that |

late 2008, early 2009, the  Simpson: FDA reform is something am somewhat incrementally more upbeat on the

environment was about as to keep an eye on going forward economy than | was, say, three months ago.

bad as it could have been, and is a likely catalyst for the TWST: What are you advising

and medical devices is not a  hejghtened acquisition activity that investors to do, given your take on the economy

sector where you really we expect. and the health care situation?

expect that. The way the Mr. Simpson: We still think investors

economy just kind of fell need to be somewhat cautious in the stock pickers’

apart, the swiftness in the environment going forward. There are certainly

declines of high-quality, “blue-chip” stocks that were thought to beross currents to consider. For example, from a historical perspective,
safe, defensive investments really left a lot of people, includinthe group still looks cheap. But we don't think growth rates are
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necessarily relevant, given that growth rates have come dowgrowth strategy, and I think they will continuepot capital to work

especially with the majority of the larger-cap names in the group. land continue to buy companies going forward.

addition, there are undeniable pricing pressures in several of the key Mr. Simpson: The one thing we didn’t touch on, and it

product categories, including stents, CRM and orthopedics. So vaetually fits real well with what we were just talking about his t

think there are reasons why the group is cheap. As a result, we thjptospect for FDA reform. That is one of the catalysts that we think

more so than ever, stock selection becomes more important thanvitl help fuel increased M&A activity. As the FDA approval process

has been in the past. Another issue to look for going forward, wgets tougher, longer and more costly, we believat ttmall

continue to expect acquisition activity will pick up going forward,companies with already approved products become more valuable

and that we’ll increasingly see the large companies become mdrethe bigger players. At the same time, a tougher FDA process will

active and aggressive in buying up some of the smaller companigdd greater uncertainty for smaller companies, which could make

in the sector, possibly to the extent that we saw in the late 1990sthese companies more willing sellers going forward. So FDA reform
TWST: Tom, is there anything you would like to add? is something to keep an eye on going forward and is a likely catalyst
Mr. Kouchoukos: Yes, | agree with Greg. To go back to for the heightened acquisition activity that we expect.

your investor question, we have seen a pickuplis ead inquiries TWST: Thank you. (MRR)

about the potential for a pickup in M&A, who theqa@ers would be

and who the possible targets may be. Certainlyinktfor a lot of  Note: Opinions and recommendations are as of 04/06/2010.

these companie§ionceptusis one that has kind of borne the brunt

of getting FDA approval, getting reimbursement;ytie proven = THOMAS P. KOUCHOUKOS

their business model, and | think they are a vidldeA candidate. Medical Technology Analyst

As a pure-play, high-growth and profitable neurawéer company, GREG SIMPSON

Micrus Endovascular is another one that has received a lot of Medical Technology Analyst

chatter about a possible takeout down the roduihk this one would  Stifel, Nicolaus & Company, Inc.

also fit well within the portfolio of a larger corapy. And then to the 501 N Broadway

acquirer side, like Greg said, with growth ratesnc@ down for St Louis MO 63102

many of these large companies who are flush with,chthink it (800) 679-5446 — TOLL FREE

makes good sense that they will be buyers. | cGestidien, which www.stifel.com

has been very active in their M&A process, and weeen them do

several deals since they were spun fiiymo. It's been part of their Please see twst.com for disclosure.
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Hologic, I nc.

Stifel, Nicolaus & Company, Inc. makes a market in the securities of Hologic, Inc.. Stifel, Nicolaus & Company, Inc. expects to receive or
intends to seek compensation for investment banking services from Hologic, Inc. in the next 3 months.

Conceptus, Inc.

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010
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Stifel, Nicolaus & Company, Inc. makes a market in the securities of Conceptus, Inc..

Inverness Medical I nnovations, I nc.

Inverness Medical Innovations, Inc. is a client of Stifel, Nicolaus & Company, Inc. or an affiliate or was a client of Stifel Nicolaus or an
affiliate within the past 12 months. Stifel, Nicolaus & Company, Inc. or an affiliate managed or co-managed a public offering of securities
for Inverness Medical Innovations, Inc. in the past 12 months. Inverness Medical Innovations, Inc. is provided with investment banking
services by Stifel, Nicolaus & Company, Inc. or was provided with investment banking services by Stifel Nicolaus or an affiliate within the
past 12 months. Stifel, Nicolaus & Company, Inc. expects to receive or intends to seek compensation for investment banking services
from Inverness Medical Innovations, Inc. in the next 3 months. Stifel, Nicolaus & Company, Inc or an affiliate has received compensation
for investment banking services from Inverness Medical Innovations, Inc. in the past 12 months.

Zimmer Holdings, I nc.

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010
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AngioDynamics I nc.

Stifel, Nicolaus & Company, Inc. makes a market in the securities of AngioDynamics Inc.. Stifel, Nicolaus & Company, Inc. expects to
receive or intends to seek compensation for investment banking services from AngioDynamics Inc. in the next 3 months.

Wright Medical Group, Inc.

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010
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Stifel, Nicolaus & Company, Inc. makes a market in the securities of Wright Medical Group, Inc.. Stifel, Nicolaus & Company, Inc. expects
to receive or intends to seek compensation for investment banking services from Wright Medical Group, Inc. in the next 3 months.

Spectranetics Corporation

Stifel, Nicolaus & Company, Inc. makes a market in the securities of Spectranetics Corporation. Stifel, Nicolaus & Company, Inc. expects
to receive or intends to seek compensation for investment banking services from Spectranetics Corporation in the next 3 months.

ATS Medical, Inc.

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010



Public Appearance Page 7 of 10

Stifel, Nicolaus & Company, Inc. makes a market in the securities of ATS Medical, Inc.. Stifel, Nicolaus & Company, Inc. expects to
receive or intends to seek compensation for investment banking services from ATS Medical, Inc. in the next 3 months.

Covidien Ltd.

Stifel, Nicolaus & Company, Inc. expects to receive or intends to seek compensation for investment banking services from Covidien Ltd.
in the next 3 months.

Thoratec Corp.

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010
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Stifel, Nicolaus & Company, Inc. makes a market in the securities of Thoratec Corp.. Stifel, Nicolaus & Company, Inc. expects to receive
or intends to seek compensation for investment banking services from Thoratec Corp. in the next 3 months.

Micrus Endovascular Corporation

Stifel, Nicolaus & Company, Inc. makes a market in the securities of Micrus Endovascular Corporation. Stifel, Nicolaus & Company, Inc.
expects to receive or intends to seek compensation for investment banking services from Micrus Endovascular Corporation in the next 3
months.

Abiomed, Inc.

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010
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Stifel, Nicolaus & Company, Inc. makes a market in the securities of Abiomed, Inc.. Stifel, Nicolaus & Company, Inc. expects to receive
or intends to seek compensation for investment banking services from Abiomed, Inc. in the next 3 months.

ev3 Inc.

Stifel, Nicolaus & Company, Inc. makes a market in the securities of ev3 Inc.. Stifel, Nicolaus & Company, Inc. expects to receive or
intends to seek compensation for investment banking services from ev3 Inc. in the next 3 months.

Edwards LifeSciences Corporation

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010
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Stryker Corporation

https://stifel2.bluematrix.com/docdfl/161c23a4-6892-4afe-88d4-d9bf8b9e5e0c.html  4/13/2010



A Breakdown of Medical Device Trends

GLENN J. NOVARRO — RBC CAPITAL MARKETS CORP.

GLENN J. NOVARRO has been a Senior Analyst covering the medical supply and device
sector for over 10 years. He is a Managing Director for RBC Capital Markets Corp. Mr.
Novarro joined RBC in October 2008, and he covers 17 large- and small-cap companies.

Prior to joining RBC, Mr. Novarro covered the sector for Banc of America Securities and

Credit Suisse.

SECTOR — MEDICAL DEVICES out insurance enters the emergency room or has to be treateq for
(ABF809) TWST: Now that health care reform is in place, how days because of trauma or some major ailment, and of cours% the
do you feel it will affect the medical device space and particu- hospital cannot collect from that individual. So with reform, zs
larly the sectors you cover? hospitals treat more patients with insurance, bad debt expghse
Mr. Novarro: | would like to answer this in two ways for should drop dramatically and the profitability of hospitals shogid
you, first from a stock point of view and second from a pure fundamprove. As profitability improves, hospitals will not feel the preg-
mental point of view, as it relates to sales and earnings. Fromsare to push back on medical device pricing. As a result, medl’cal

stock point of view, the fact that we've

had some resolution has been a pos
tive, as it removes an overhang fron
the sector. And portfolio managers wil
be more willing to invest in the secto
knowing that the noise out of Washing
ton should be less going forward. Fron
a sales and earnings point of view, the
is minimal near-term impact becaus
most of the taxes and fees won't kick it
until 2013, and the volume benefit
from health care reform won't kick in
until 2014 and beyond. Longer term,

believe that health care reform will be
more of a positive than a negative fo
my sector. The big positive from re-
form should be an increase in proce
dure volume. More patients should b
treated with medical devices, particu
larly patients who are non-Medicare
We believe that the largest beneficia
ries of health care reform will be ortho-
pedic and spine companies. The offs

Highlights

Glenn J. Novarro discusses the major events
and trends that will influence the medical
device sector moving forward, including
health care reform and the macro economy.
The analyst mentions several specific
devices that should see market growth. Mr.
Novarro expects to see momentum in
orthopedics, as increased demand comes
from those younger patients who put off
such procedures in the economic downturn.
He warns of uncertainty in the sector in the
near term but recommends an “overweight”
position to longer-term investors.
Companies include: Boston Scientific (BSX);
St. Jude Medical (STJ); Medtronic (MDT);
Edwards Lifesciences (EW); Stryker (SYK);

Abbott Laboratories (ABT); Wright Medical

Group (WMGI); Johnson & Johnson (JNJ)
and Zimmer Holdings (ZMH).

that some investors worry about is gou
ernment intervention. Do we see pric-

devices should not face pricing pre@
sure. Net-net, | believe that heal
care reform is going to be a positi
for medical device companies. Vo
umes should go up and more than
offset any unusual pricing pressure§
TWST: What about the
economy? Whether you think the &£
recession is over or receding, howS3
has it affected this space? I've§
heard divided opinions on the af- @
fect of patients’ inability to pur-
chase necessary medical items
procedures due to the recession.
Mr. Novarro: The reces-:
sion has impacted only a handful ¢g
my companies. Within my cardiovas2
cular subsector, which includes con®
panies likeBoston Scientific(BSX), 5
St. Jude Medical (STJ), Medtronic
(MDT) and Edwards Lifesciences.@
(EW), there has been very little im&
pact. These companies are sellirg
stents, pacemakers, ICDs and he‘gT
valves. Most of the patients that ré&&

act

ion permi

ct

I: Fo

ing pressure on medical devices? Pricing pressure would coroeive these devices are elderly and are over th@fg5, and there-‘;

predominately from hospitals that purchase the devices outrighare qualify for Medicare. And since the governmenpaying for &

o

But for a hospital, the benefit of reform is that bad debt expengbese procedures, we saw very little impact oniceagcular implant ©
should go away. Bad debt expenses occur when an individual withelumes, especially in 2009, during the heighteftecession. Con-



ANALYST INTERVIEW — A BREAKDOWN OF MEDICAL DEWEEDS

versely, the slowing global economy impacted oréuip and spine TWST: Are there any companies that you have a
volumes, as the recipients of these devices arénrpoonger. For  “sell” on or that you are not as confident about?

instance, over 80% of cardiovascular implants tagtayo Medicare Mr. Novarro: The one stock that we have an “underper-
patients. That compares to 60% for orthopedic aimtesmplants. So form” rating on isWright Medical (WMGI). The stock has not

orthopedic and spine cases tend to involve youimgividuals. In

2009 many younger patients

decided to delay receiving &
new knee or hip because they
feared losing their job while

performed well over the past two yeafgight Medical is a com-

pany that competes in the knee and hip space
but is at a competitive disadvantage relative
to the bigger players, such d&J (JNJ),
Stryker andZimmer (ZMH). Wright is also

a company that needs to continue to spend
more to remain competitive. This is not a
formula for strong earnings growth. And at
these valuations, this is an orthopedic name
that we’ve been telling investors to avoid.

outon rehgb. As such,.orthope- “We believe that Abbott Labs is a 13% to
dic and spine companies expe- 149 earnings grower. Trading at 11 times
rienced a slowdown in earnings, we view the shares as
procedure volumes last year undervalued. We think that the market
due to the economy but are probably assumes Abbott is closer to a

seeing a gradual recovery in
volumes year to date. Several
other medical device segments
were impacted by the econ;

10% earnings grower’

omy, such as contact lenses,

TWST: Are there any companies
whose products address unmet market
needs and could seriously impact company
growth? A company that might be revolu-
tionary or a big earnings driver?

diabetes monitors and strips, and aesthetics. d$teo€ these devices Mr. Novarro: Yes, and that company would Bdwards
are out of pocket. They are not covered by commkircsurance or Lifesciences The growth of the medical device sector has always
Medicare, and thus there has been a slowdown isucoption. been based on taking open surgeries and making them minimally
invasive. So when you think about what was the benefit years ago
of introducing balloon angioplasty or developing coronary stents, it
was to do less open-heart surgery. In other words, fix the heart
through minimally invasive techniques. That approach is now being
applied to traditional heart valve surgery. Today if someone has a
valve that needs to be replaced, we either open the chest or we make
smaller incisions in between the ribs. Nonetheless, it's a three- to
five-hour procedure and individuals will be in the hospital for five
to seven days. And even though the success rate for these operations
is very high for those who are over the age of 65, open-heart surgery
is not the best option for many patierifslwards Lifescienceshas
been a pioneer in developing better heart valves for open surgery.
And now they are pioneering a minimally invasive approach to re-
placing damaged heart valv&slwards has developed a new valve
called Sapien. It can be delivered through a small incision in the
groin known as the “transfemoral approach,” the same approach
TWST: What are some of your top stock picks at the that a surgeon would use, for instance, to implant a stent. The com-
moment and why? pany has also developed a second approach called the “transapical
Mr. Novarro: Our top stock picks by subsector are asapproach,” where the surgeon enters the heart through a small inci-
follows: In the medical supply space, we fav@bbott Labs  sion in between the ribs. By far this is expected to be the most excit-
(ABT). We believe thatAbbott Labs is a 13% to 14% earnings ing medical technology advancement over the next couple of years.
grower. Trading at 11 times earnings, we view the shares as under- Medtronic is also a player in minimally invasive valve
valued. We think that the market probably assuAi@Emtt is closer  replacement. They entered the space toward thefe&2@D8 through
to a 10% earnings grower. If our earnings forecast proves corretite acquisition of a company call€brevalve Both Edwards and
there is significant p/e multiple expansion on the horizorAfor ~ Medtronic are in the European market, and the European irizake
bott. In the cardiovascular space, our favorite nam8tisude  gone from zero to over $200 million in just a feeays.Edwards
Medical. In our opinion,St. Jude Medicalshould be the primary should be launching into the U.S. market by thea®D11 or early
beneficiary of the recerBoston ScientificICD recall. And then 2012, and the company has a two-year leadledtronic. In the
lastly, in the orthopedic space, our favorite nanfgtigker (SYK).  U.S., | believe that the minimally invasive appiiodo valve re-
Stryker should benefit from, one, a recovery in the economy anglacement will be a $1 billion market opportunity.our view,Ed-
an acceleration in knee and hip implant volume trends, and twwards has the best technology and Sapien will not oaleha very
hospital spending returning in 2010. Almost halSafyker’s busi-  favorable impact on the company’s top line, bus fisian 85% to
ness is medical equipment sales to hospitals that's in the form &% gross margin product. So it should also sigaifily lift the
surgical equipment, endoscopy equipment, and beds and stretchemnpany’s operating margins and earnings growth rat

1-Year Daily Chart of Abbott Laboratories

Chart provided by www.BigCharts.com
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TWST: As you talk to management across the sectors ers are most interested in the orthopedic spacehat-would be

you cover, what's their level of confidence for growth?

companies likeéStryker andZimmer. And the interest here lies with

Mr. Novarro: Executives in this space are very positivethe fact that orthopedic companies should beniih fan improving
about the market opportunities that lie ahead. For instance, a cardé@onomy and falling unemployment. Individuals defdrknee and
vascular executive looks at the ICD market and sees strong growtip implants last year because they were worriedigjob loss. As
ahead, given the aging of the Baby Boomers and how underpertkese individuals feel more comfortable about thaiployment sta-
trated the market is. An executive in the ortho and spine spatgs, they are very likely to return in 2010 for @qedure. And so

would say the same thing. So most

executives feel that patient demo-
graphics are quite positive and market
penetration rates remain low, and that
there is a significant opportunity to
continue to grow both top line and
bottom line. The one negative that |
constantly hear from the executives in
the medical device space involves the
FDA. The FDA today is rejecting

“I find that portfolio managers are most
interested in the orthopedic space —
that would be companies like Stryker
and Zimmer. And the interest here lies

with the fact that orthopedic companies

should benefit from an improving
economy and falling unemployment”

you'll see an acceleration in knee and
hip implant volumes in 2010.

TWST: What are you ad-
vising investors to do now?

Mr. Novarro: For investors
that can take a 12-month view and
can be longer-term investors, we con-
tinue to recommend an “overweight”
position in the sector, as the earnings
power remains quite strong. Again,

4%
I

more drugs and devices than ever b
fore. The FDA is not appropriately
staffed, according to many medical

our favorite names are in the diversi-
fied medical supply sectohbbott; in
the cardiovascular sectogt. Jude

device executives, and it's for this

reason that review times are taking longer. | think the FDA is the

biggest concern among medical device executives today.

1-Year Daily Chart of St. Jude Medical

Chart provided by www.BigCharts.com

TWST: On the flip side, what’s investor interest like in
the space at the moment?

Mr. Novarro: It's very mixed right now. But | would say
for the most part, there is less interest in trecepoday than at the
beginning of the year. As the economy starts tadav in the U.S.
and as unemployment drops, there are sectors rénaiearly more
levered to these trends, such as retail, industiadl technology. And
you are already seeing companies in these secaibtpstrong quar-
terly results and issue above-consensus guidaoncmoSt portfolio
managers today are building positions that wiletaklvantage of an
improving economy. And like | said earlier, cardiseular device
companies are not tied to the economy. Moreovetfglio managers
often invest in diversified companies lidbott Labs andJohnson

and in the orthopedic sect&tryker.
TWST: As people on the Street discuss the space, do
you feel there’s anything that's being overlooked or misunder-
stood by fellow analysts?

Mr. Novarro: No, I'd say that the market is quite effi-
cient. But when it comes to analyzing the sector, there are a lot of
unknowns at the moment. For instance, in my cardiovascular sector
a month ago, in a very unprecedented md@ston Scientific
pulled all their ICDs from the U.S. market, and so that's having a
direct impact on the sector here in the near tétadtronic andSt.

Jude should benefit near term, bBbston Scientificat some point

will come back to the markeBoston Scientifichopes to be back

into the U.S. market in the middle of April, but that’s in the hands
of the FDA. And the FDA is a very unpredictable body these days.
Currently, the shares @oston Scientificare under pressure be-
cause the company is off the U.S. ICD market, and this should have
a negative impact on 2010 sales and earnings. Meanwhile, this is a
nice positive forMedtronic and St. Jude as both companies
should pick up ICD market share, likely driving better-than-ex-
pected sales and earnings growth in 2010. As such, both stocks have
performed better of late, especially since Buston Scientificre-

call, which occurred in mid-March. But over the next month or so,
there should be a little more clarity as to wtBston Scientific
comes back to the market. And once they do return to the U.S. mar-
ket, there should be less volatility in the cardiovascular space. | also
believe that th&oston ScientificlCD recall is impacting the ortho-
pedic space. There are some investors that have pulled money out
of the cardio sector because of the uncertainty that's been created by
the Boston Scientificrecall, and put their money into a typically
more predictable sector, such as orthopedic and spine. So in the near
term, there is uncertainty in the medical device sector. But over the
next four weeks or so, this is expected to be resolved, and it should

& Johnson as a way to play defense during periods of economibecome a bit easier to invest in the sector.

uncertainty. We are in a period where investorgebelthe economy
is getting stronger. Thus, there is less intemresdgfensive names,
such aslohnson & Johnsonor Abbott. | find that portfolio manag-

TWST: Thank you. (MRR)

Note: Opinions and recommendations are as of 04/05/10.



ANALYST INTERVIEW — A BREAKDOWN OF MEDICAL DEWEEDS

GLENN J. NOVARRO with investment banking services in the past 12 months.
Managing Director, Medical Supplies & Devices
RBC Capital Markets Corp. RBC Capital Markets has provided Abbdagboratories, Boston

Three World Financial Center Scientific Corporation, Johnson & Johnson with non-securities
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A Search for Share Gainers in Med Tech

DERRICK SUNG — SANFORD C. BERNSTEIN & CO., LLZC

DERRICK SUNG, PH.D., joined Sanford C. Bernstein & Co., LLC, in 2008 as the Senior

Research Analyst covering U.S. medical devices. Pri  or to joining Bernstein, he was Director
of Marketing and Business Development for the neuro  modulation division of Boston
Scientific Corporation. Dr. Sung also spent four ye  ars as a Management Consultant with the

Boston Consulting Group, where he advised med tech and biopharma companies on a

variety of strategic and operational issues. Dr. Su  ng began his career as an R&D Engineer

for Guidant Corporation, now part of Abbott Vascula r. He holds a Ph.D. in bioengineering from the Univ  ersity of California,

San Diego, an MBA from San Diego State University a  nd a B.S. in mechanical engineering from Stanford U niversity.

952-7400

SECTOR — MEDICAL DEVICES device companies are currently seeing. 2

(ABF808) TWST: How, if at all, will the recently passed health Now over the long term, there are some provisions wifdjin

care reform affect the sector as you cover it? the health care reform package that could have a much more &bga-
Dr. Sung: | think you need to look at it from both a near- tive impact on medical device pricing. There are provisions in%we

term as well as a longer-term perspective. The-tegar impact of  bill that establish demonstration projects around bundling of haspi-

health care reform on the medical devic

S

sector stems from the medical device indu
try tax. This is a 2.3% excise tax on devic
sales which would begin in 2013. The im
pact of that tax on the large-cap devic
companies, | think, ends up being quit
manageable. By our calculations, it will af
fect earnings for our companies negative
by about 3% or 4%, basically in the low
single-digit range. Some of that gets offse
however, by the benefit of expanding cov
erage to an additional 32 million Ameri-
cans. Our analysis shows that expandir
coverage could grow the revenue base
the large med tech markets, like orthoped
or cardiovascular implants, by 3% to 7%
So if you put it all together, | think you may
see a net negative impact of maybe a couj
percent to the bottom line for these comp
nies, which is not that big of a deal.

The other question is how might
health care reform impact medical devic

Highlights

Dr. Derrick Sung takes readers
through his mid- and long-term
predictions for the medical devices
space, specifically highlighting the
short- and long-term effects that
health care reform and the economic
recovery will have on the industry.
Overall, Dr. Sung expects to see
additional multiple expansion
across the sector and believes there
are still opportunities to be found
among the med tech names.
Companies include:
Holdings (ZMH); St. Jude Medical

Zimmer

(STJ); Boston Scientific (BSX);
Medtronic (MDT); Stryker (SYK);
Abbott Laboratories (ABT) and
Johnson & Johnson (JNJ).

pricing. Again, over the near term, | thin
it will be relatively benign. The hospitals

tal payments and gainsharing, which co
dramatically alter the payment and put
chasing dynamics between device com-
nies and hospitals. Hospitals purcha&
medical devices, but it's the physiciarfs
who usually make the decision arourw
which devices to use and when. Undgr
Medicare today, physicians and hospita@s
are reimbursed under two separate p%/-
ment systems, so there’s no direct incef-
tive for doctors to think about the cost
devices when making their treatment de&-
sions. As a result, device manufacturgEs
have been able to maintain pricing pow§'
by marketing their products directly
physicians. Under the bundling prograrr%,
the big change is that a single lump-sum
payment would be made for a speciffg
procedure, say, a hip implant, and that Pay-
ment would cover the costs for both thg
hospital and the physician. The physicia
would also be allowed to share in any gf
the cost savings that are generated. Tfis
would be the gainsharing aspect of t}zrfa

directly purchase medical devices from the manufacturers, so pfogram. As a result, the physician and the hospital would now @d-
hospitals benefit economically from extending coverage to the uwlenly be aligned and incentivized to manage costs down, m@ich
insured, this could potentially ease some of the pricing pressuceuld have a very negative effect on the ability of the device com-
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panies to maintain pricing. What I'd stress, however, is that prde cut back on the number of elective hip and knee procedures that
grams like these are at least five or more years away fromere being done.

implementation because the health reform bill establishes demon- TWST: Do you see that situation changing now and
stration programs which would not be complete until 2016. Angbossibly into the next couple of quarters?
only after data comes in from these pilot programs will CMS even Dr. Sung: In the U.S., | would expect to see the orthope-

begin to think about rolling such changes out on a wide scale. dic reconstruction markets begin to recover in the back half of this
TWST: What about the other issue that has been on year. These are hip and knee surgeries that are getting deferred but

everybody’s minds for as long as the proposed hehltare plan, eventually will need to get done as the patients are not going to be

if not longer? How is the economy affecting the star currently? able to live with their pain forever. Our checks suggest that the

Dr. Sung: | think the econ-

procedure deferrals have stabilized,

omy has affected this sector in twg
ways. The first is from a hospital pur-

and | think we’re going to see some
pent-up demand drive growth for hip

chasing and pricing perspective. This and knee implants in the back half of

is because the hospitals have begen “Zimmer should benefit from the 2010 in the U.S.
under significant economic strain as a recovery of the orthopedic markets in the Out in Europe, | think that's
result of the economic downturn. In back half of the year, as pent-up demand a much slower recovery, so | would

5- drives above-average growth. In addition,
Zimmer will benefit from a favorable
product cycle!

not expect Europe to recover in this

year. | expect the hip and knee markets
there to remain depressed but stable. |
think that's going to be a slower road

to recovery because it's more tied to
national economies out there.

turn, they have become more aggre
sive in trying to drive pricing dis-
counts from the medical device
manufacturers. So we'’re seeing in-
creased pricing pressure from the hos-
pitals as a result. Also the hospitals

have had to cut back substantially on TWST: What about your
their capital spending. So device companies who sell products thap stock picks at the moment? What are they and why?
are paid for from hospital capital spending budgets, such as hospital Dr. Sung: In the ortho space, | lik&mmer (ZMH).

Zimmer makes the hip and knee implants that we were just talking
about.Zimmer should benefit from the recovery of the orthopedic
markets in the back half of the year, as pent-up demand drives
above average growth. In additioiimmer will benefit from a
favorable product cycle. They recently launched two new hip prod-
ucts and a knee product at the end of 2009. These products will
drive positive mix for the company starting the middle of this year.
Their new hip products should also drive some modest share their
way as well. So between the market recovery and their product
cycle, | thinkZimmer is very nicely positioned.
In the cardio space, | lik8t. Jude Medical (STJ).St.
Jude makes implantable defibrillators known as ICDs. | I&e
Jude because they have a nice share gain story associated with
them. FirstSt. Judeis going to benefit from a recent product recall
by their competitorBoston Scientific (BSX), who pulled all of
Chart provided by www.BigCharts.com their ICD devices off the market as a result of a manufacturing
process change which was not appropriately filed with the FDA. In
The economy has also had an impact on procedure vaddition to thatSt. Judeis also entering into a favorable product
umes in markets where the devices are used in plecive-type cycle as they are launching their a new ICD platform in mid-2010.
procedures. For example, in orthopedics, we saiematdeferring This should also drive share their way. Fineffi, Judées ICD share
hip and knee replacement surgeries when the ecohomsd down.  will benefit from what we term the “ICD replacement cycle.” The
Unemployment played a role, but the bigger driiehese deferrals replacement cycle refers to the fact that these implantable defibril-
appeared to be tied to consumer sentiment. Marigrseitdid not lators are battery-powered devices and every five years to seven
want to take time off from their jobs for fear oing them, and there years, the devices need to be replaced when their batteries run out.
was also an increased level of sensitivity to thiead-pocket copays. In the vast majority of cases, a physician will replace an ICD with
Out in Europe, we're also seeing the economy impach new one from the same manufacturer. Back in 2805Jude
procedure volumes and pricing, but for a somewhat different regained nearly nine points of market share wBeston Scientific
son. Most European countries operate under a single-payer natiohatl their first ICD recall. Beginning in the back half of 2010 and
health care system. As the various governments saw their ecororough 2011, these patients will come up for replacement and the
mies come under pressure, they cut back on their national heatthles of these replacement devices will bergtfilude
care budgets. This trickled down to regional hospitals who then had TWST: Is there any company at the moment with a

beds, have seen marked declines in their sales.

1-Year Daily Chart of Zimmer Holdings




ANALYST INTERVIEW —

potentially game-changing product that is particularly innova-
tive or meets an unfulfilled market need?

A SEARCH FOR SHARE GAINERESDNTHECH

that matter. Whereas before there was uncertainty #he passage and
the content of the health care reform bill, nowehemains some uncer-

Dr. Sung: | cover the large-cap medical device names. Mytainty as to what the impact of the bill that gghed will actually have

coverage universe includ&s. Jude Medtronic (MDT), Boston Scien-
tific, Zimmer, Stryker (SYK), Abbott Labs (ABT) and Johnson &
Johnson(JNJ). Among these companies, | tHBtkJudeis best positioned
from an emerging-technology perspective becaugenthee strong plays
in the atrial fibrillation (AF) and neuro-

on the med tech companies. As | mentioned edrligljeve that in the
near to medium term, the impact of health caremefuill be really quite
manageable for the sector, but | think it will taldgit of time for investors
to become totally comfortable with this. As we gaiaore clarity on the
impact that the health care changes will

modulation space. Atrial fibrillation in-
volves the use of a catheter to treat an
irregular heart rhythm disorder that cal
give rise to potentially fatal strokes. Toda
medical management is the primal
method of treatment for these patients, but
a good number of these patients either do
not respond well or cannot tolerate the side
effects. So catheter-based ablation to treat
AF fulfills an unmet need and could gro
into a multibillion-dollar market.
Neuromodulation involves

“Whereas previously the focus might
have been on which company has the
technology to allow it to participate in
the fastest-growing markets, | think now
investors need to focus on which
companies will be share gainers within
their respective markets and which
companies might have greater
opportunities for margin expansion’

have, | think investors will coming back
into the sector a bit more.

TWST: What are you ad-
vising them to do?

Dr. Sung: | think investors
can still find opportunity within the
sector. However, with growth slowing
in the major end markets and with the
potential for emerging technologies to
drive meaningful growth still a few
years away, | think investors need to
slightly shift the way they approach

delivering electrical signals to differ-

these stocks. Whereas previously the

ent parts of the body to achieve a given therapefiict. Currently,
St. Judesells a spinal cord stimulator, which deliversctieal sig-

focus might have been on which company has the technology to
allow it to participate in the fastest-growing markets, | think now
nals to the spinal cord to treat patients suffefiogh chronic pain. investors need to focus on which companies will be share gainers
This is a $300 million-plus business that is grayiimthe mid-teens. within their respective markets and which companies might have
The growth opportunity fobt. Judés neuromodulation business lies greater opportunities for margin expansion. New product cycles
not only in this rapidly growing segment but aledhe potential to become more important to look at, as companies that are entering
use this technology to treat new indications, sashdepression, into new product cycles often have the best chance of gaining mar-
Parkinson’s disease, obesity and migraine headatiese could all ket share. Investors also need to look at how well the companies are
develop into huge markets if the technology paris ou run from an operating perspective, as the companies can no longer
The current contribution of both of the AF and neuro-depend on the top line alone to drive earnings growth.
modulation businesses &t. Judes growth today is rather small, Additionally, | do think that we will see some further
however. So I'd emphasize that these are technologies which | baultiple expansion across the sector. The lifting of the health care
lieve will take three or four more years to develop into meaningfuleform overhang should help that. Also the sector is trading at
growth drivers for the company. around a 13 times forward earnings multiple as compared to the
TWST: What about investor confidence in the sectors S&P, which is trading around 15 times. In general, the med tech
that you cover at the moment? | know this requires some gener- companies are still seeing high-single-digit to low-double-digit
alization, but what is the level of confidence? earnings growth, so | would expect to still see multiples expand
Dr. Sung: | think on the one hand, there is an appreciatioracross the sector.

that the medical device companies supply a critieald for an aging
population, so the med tech markets are never goigg away. On
the other hand, investors are recognizing that nlyidg growth is
slowing in the key markets that make up the sestah as orthope-
dic implants, drug-eluting stents and cardiac rinvytmanagement
devices. In the late 1990s through the early patthie decade, we
were seeing high-double-digit growth in all of thesore markets.
Over the past few years, we've seen market groloth ® the mid-
single-digit level, which is where we’re at toddye drug-eluting
stent market, for example, is even potentially @clohe. That has
forced investors to change the way they view tleéosenow, as one
can no longer think of med tech as a pure growttose

Then | think there’s also a bit of an overhang fieealth care
reform that’s still sitting over my sector — alllzgalth care in general for

TWST: Thank you. (MRR)
Note: Opinions and recommendations are as of 04/05/2010.
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for more data and fewer 510(k)s, and to be a liifestricter on in- S

(ABF803) TWST: How have the prospects for the medical de- vasive devices. But the agency is still looking fi@ore money ande

vices industry changed, if at all, since

the last time we spoke?

Dr. Lavin: | don't think it has
changed much. | mean, we spoke recen
enough that the ideas in the health ca
plan were certainly very similar to wha
was passed, and if anything the marke
have opened up a little bit more and yo
see more financings for smaller compg
nies. So maybe the atmosphere has gott
a little bit better for startup companieg
but I don't think there has been any majc
changes the last four or five months.

TWST: What are the major
trends and how have they changed
since the passage of health care re-
form? What is your take on the status
of the economy right now?

Dr. Lavin: | think the last time,
we talked about capital spending an
health care reform, and probably the FD
getting a little stricter. | think that many of
those things still exist — the capita
spending. Certainly hospitals are spendir

Highlights

Dr. Sean Lavin doesn't see much
change in the medical devices market
since one year ago, although he does
believe access to capital has become
more available to smaller and startup

companies. Although he does admit

hospital spending has increased over

the past year, he says it still has not
reached 2007-2008 levels. The analyst
offers his top industry picks and

discusses several additional trends,
including supply-demand imbalance

and health care reform, that will affect

this space.

Companies include: Allergan (AGN);
Covidien (COV); Endologix (ELGX);
Medtronic  (MDT); Varian Medical

Systems (VAR); HeartWare International

(HTWR); Boston Scientific (BSX) and
Thoratec (THOR).

a little bit more now than a year ago, but
don’t think we're back to kind of 2007 or

still hasn’t gotten exactly what directi0§
it is going to go under the new adminig=
tration. And | think the reform plang
pretty much went through with most of;
the expectations that have been aroﬁd
for the last few months. And | think it’sfog
going to make a reasonable differen¢g
whether or not the Senate votes on @-
form stick or if the house changes g&
passed because that moves the devicedax
out from, I think, 2011 to 2013. That€
really the only, | think, big worry froma
the reform for device companies.
TWST: And the economy?
Dr. Lavin: It's probably gotten©
a little bit better. In the last six months, &
we look at some of the stocks, there aFSe
some of the companies that are more efp-
nomically driven. Companies lik&ller- =
gan (AGN), they have certainly picked;v
up their sales in the last two or three quag-
ters. So it's certainly improving.
TWST. What are your top @
stock picks at the moment and why? E”
Dr. Lavin: We continue to like é
Covidien (COV). I'll go through why in ©

uction

(0]

dm

early 2008 levels. So there is still some restittbn spending in  a second. We likEndologix (ELGX). We just upgradelledtronic

some hospitals. The FDA, | think, most people stipect to look

(MDT) to a “buy,” and | likeVarian (VAR) and HeartWare

LLC
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(HTWR). And then on reasons why, just going throtlggm one by Ware's European data was 90% survival at six monthsl Aeart-
one —Covidien, we think they’re growing their highest-margin de- Ware has a smaller device that can be implanted ircltlest instead

vices fastest, including most complex

surgical tools, which is expandin
margins and profits. They are very
economically safe. Almost every de
vice Covidien sells is relatively cheap

and doesn'’t have its own reimburse-

ment, so there is very little risk around

“I think hospitals cut back some of their

inventories probably two to four quarters

ago, so we haven't seen a big imbalance
recently. It seems that after they made

of the abdomen, which leads to fewer
infections and shorter surgical times.
HeartWare has taken about 40% of the
European market in just two quarters
and just finished their U.S. trial in Feb-
ruary. So we're expecting a U.S. launch
probably a year and a half from now or

so, and we think that they will take share
in the U.S. very much as they take it in
Europe, based on the surgical advan-
tages that | just talked about. So | think
Thoratec will be okay for the first quar-
ter this year, but then | think Street
numbers are pretty aggressive going

that. They are almost entirely pointed
towards necessary surgical and medi
cal procedures, so there is very loy
economic risk around need.

When you look awarian,
we think they have the most efficient
and probably the most cost-effective
radiation therapy devices, which is forward from now.
required medical treatment, not something peopie ma off for | don't have a “sell” orBoston Scientific but | do have a
cancer. And as the economy has gotten a littlddditer, hospitals good amount of concern around their ICD hold and famg that's
seem to be picking up capital spending a littleaniti their orders going to go on for.
seem to be improving. TWST: What is the supply-demand balance now?

Endologix is a company that makes a stent for abdominal Dr. Lavin: One specific device, just overall, or?
aortic aneurysms, and we think their method ofding that stent TWST: In the medical devices sectors that you cover.
from the bottom of the aorta up from bifurcatiorai®etter method Dr. Lavin: | think hospitals cut back some of their inven-
than the competitordyledtronic, Cook and Gore, who hang the tories probably two to four quarters ago, so we haven't seen a big
stent on the aorta walls and occasionally havelévices slip out of imbalance recently. It seems that after they made those cuts, that
place. That stock’s pulled back almost 50% fronhigh, based on companies have seen more normalized growth. So | don’t think
missing their fourth quarter. And we think that snisas more be- there is at least imbalance right now unless you want to look at
cause they lost a few salespeople; then their dottave stopped ICDs. | suspect that some hospitals are probably demanding new
seeing the advantage of the stent. So we thinktkieat will still  ones since they can’t use one company’s, but everywhere else |
grow sales this year as they hire more sales peaptethat stock think supply-demand has rebalanced.
should react well.

Medtronic, there we see a lot of potential areas for then
to grow a little bit faster between CoreValve, threw spine system,
the just-released major CRT data that may go into recomriensia
in the next year or so. They just got their deeprbstimulation ap-
proved. We just saw the Afib data from their acedicryo balloon
that looked pretty promising. And then you addhe fact thaBos-
ton Scientific (BSX) has pulled all their ICDs off the U.S. marke
When you combine that with the growth platforms see coming,
we think that’s one to put money into.

Finally, HeartWare. We are, | guess, looking at the strong
performance of the LVAD, or left ventricular asgistvice space. We
think it's kind of a 20%-plus growing market or smd we think
HeartWare has a superior device thdmoratec (THOR). Tho-
ratec is almost a $2 billion company, and we thid&artWare will
take most of that market over the next four or firears and become
much larger than $400 million market cap they héglet now. TWST: As you talk to management, what is your level

TWST: Are there any companies that you've rated a of confidence at the moment?

“sell,” or that you’re less optimistic about? Dr. Lavin: It varies immensely by company, but | would

Dr. Lavin: The only “sell” we have iThoratec, so I'm  say it's slightly better than it was six months or 12 months ago.
not optimistic on their competitive positioning verstsartWare. They're certainly seeing hospitals spend a little bit more money, and

TWST: Any particular reasons? | think hospitals are more confident that they have not seen the bad

Dr. Lavin: When you look at their data, their published debt levels some people thought they would. And they haven't seen
six-month survival data was about 78% from theiRBbal, and it's  the falloff in in-patient businesses some people thought they would
admittedly gotten better over the last couple argebutHeart-  with unemployment rates. So while things certainly have not been

those cuts, that companies have seen

""more normalized growth. So | don't think

there is at least imbalance right now
unless you want to look at ICDs’

1-Year Daily Chart of HeartWare International

Chart provided by www.BigCharts.com




ANALYST INTERVIEW — ANNUAL CHECKUP ON THE MEDIEWICEP SPACE

as good for hospitals in the last year as they were probably in theing destocked. I'm sure that it makes good news stories to talk
previous five years, | don’t think it hit the low that some peopleabout the one person who doesn’t go and get the cancer treated, but
thought hospitals would a year ago. | think it is a very small number of people who are putting off life-
TWST: What are you advising investors to do now? saving treatments because of the economy. And | don't think it has
Dr. Lavin: We like the five names | had listed plus a fewreally showed up in the results of the companies more than a percent
others. The market has obviously run a long way. So | think invesr two maybe in terms of growth rates.
tors have to be a little bit pickier on where they put their money TWST: In many cases, it may be more risks that peo-
than, say, six months or year ago, but | think there is still some gopte assess in terms of chronic conditions rather than lifesaving
buys out there. And | think if you look at companies that make suimterventions, no?
gical procedures shorter and make hospital stays shorter by being Dr. Lavin: The area that has been hit hardest is clearly
less invasive, | think those are good places to put money long teroasmetics. So the full elective procedures werevény hard. And
TWST: What is investor confidence like in this sector then there are semi-elective procedures that peomje don't think
at the moment? of it as elective, but things like back pain or &main, hip pain, those
Dr. Lavin: It varies. There’s certainly some people whotypes of things. | mean, almost every orthopedic@dure except for
are very bullish. Now that this health care reform is done, there ilauma is somewhat elective and hasn't historicadiglly been
certainty there and multiples should expand some, and | probahlyought of as elective. But you probably saw sofrte@people with
fall into that group to some extent. And there are other people whinor pain who might have gone a little bit eadytiie hospital have
are looking at the fact that many of the stocks | cover have run 80@tit it off a little bit. So we’ve seen decliningogrth rates on, for in-
or 100% in the last six to nine months, and there's a question sfance, spine has grown kind of 10% to 12% foregaiitvhile. In last

whether some of them will pull back some. quarter or so, it has been more in the 5% to 8%e:aBo | mean, it is
TWST: Do you find there are any popular beliefs or  certainly meaningful but not horrendous in termslwinge.

trends that may be controversial or contrary to market data? TWST: And it’s likely to improve as the economy dog?
Dr. Lavin: There’s not a whole lot real controversial right Dr. Lavin: Certainly as the economy gets better, those

now. | think six months or a year ago, health care reform was cosemi-elective procedures get better. And more importantly, as you
troversial, and what was going to be in it was very debated ardhve 30 million people who now have insurance, semi-elective
people took different sights. But now with the bill passing, | thinkprocedures should certainly get better.
now people are just trying to better understand what the increase in TWST: Is there anything else you would like to add as
insurance is going to do for hospitals and where they may be ablewe wrap up?
spend some more of that money. | think it's more kind of early Dr. Lavin: We've covered most of it. | mean, | think the
thought process than there is controversy. | guess, maybe one place thing that remains is that, | think, most people are assuming that
I'm a little more negative — | think there is going to be more conthe Senate will pass the reconciliation changes to their original bill,
tinued push-back from hospitals on pricing of high-priced, onetimeand you know that’s the one thing that matters. | think in terms of
use products than some other people believe. — most people are assuming that, and if that wasn't to go through,

TWST: What about the possibility that some consum-  you have the device tax a couple of years early, and certainly feel
ers with chronic conditions are spending less because of tlegk ~ EPS models will have to change for 2011. But assuming that goes
of health care coverage and economic recession? In the sectorsthrough, | think you won't see a whole lot of change.
that you cover, have you seen this to be case at all and does it TWST: Thank you. (MRR)
continue to be a problem?

Dr. Lavin: | think it has happened, and | think it will Note: Opinions and recommendations are as of 03/23/10.
continue. | don’t think it has happened at rates that have really be-
come material. So a little while, maybe a year ago, we often hasRk. SEAN LAVIN, M.D.
people calling, concerned that patients wouldn’t have cancer treategenior Analyst
that they would leave their prostate cancer stick around for a whileazard Capital Markets LLC
because they can keep their job and not go get treatments. Y@0 Rockefeller Plaza
know, people wouldn’t take insulin because they didn’t want to pays0th Floor
the copay on the drug. | think it happened in some. We've certainljew York, NY 10020
seen some of the ophthalmology companies had a couple of rough12) 632-6050
quarters in terms of sales of glaucoma medicine and other producigvw.lazardcap.com




Clarifying Constraints in the Medical Device Space

BROOKS WEST

— CRAIG-HALLUM CAPITAL

GROUP LLC

Hallum Capital Group LLC, in Minneapolis, where he

the Boston University School of Management.

BROOKS WEST is a Senior Research Analyst in the equity research department at Craig-

covers medical technology

companies. Prior to joining Craig-Hallum, he was the Director of Marketing and Business
Development at a medical device company. Previously, Mr. West spent over 10 years in

investment banking, venture capital and investment management. He holds a BSBA from

SECTOR — MEDICAL DEVICES
(ABF805) TWST: How do you think, if at all, the universe you

particularly the large companies — thinking aboodvio offset the 8
tax that's going to happen in 2013. The FDA ondbghat has gottenq'\l

cover has been affected by the economy and the passage ofvery tight in its approval process, and it looks fihe 510(k) approvafy

health care reform?

Mr. West: Let me do the health
care bill first. | think that “A,” for the
med tech stocks, it's nice to have finality
in terms of what the bill is going to look
like versus having to debate what a bi
might look like and the impact to medica
devices really over the past year. So it
nice to have it done. Two, | think it is g
net positive for the device business ne
term. And looking out into 2013, when
the tax starts to hit, obviously that's
something that will need to be offset. My
bigger worry is actually the changes thg
are going on at FDA, and maybe that'’s
separate conversation. But near term,
say the bill is a net positive for the stocks
You know, switching back to the impac
to the economy, obviously we saw
slowdown last year across the board -
procedures, hospital spending — and th
had a wide-ranging negative effect on th
med tech industry. | think that we've see
stabilization and maybe pockets of im

Highlights

Brooks West provides an overview of the
medical device space and the companies
he covers, highlighting their research and
development efforts. He expects increased
consolidation, advising investors to watch

small- and mid-cap companies that may
be swallowed by this trend. Mr. West also
outlines several factors affecting the space
at the moment, including FDA restrictions

and the associated costs of developing
new products, as the biggest issues facing
the industry. He says the finality of health
care reform has been a positive for stocks.
Companies include: Johnson & Johnson

(INJ); Abbott Laboratories (ABT); American

Medical Systems Holdings (AMMD);
NuVasive (NUVA); Arthrocare (ARTC);

AngioDynamics (ANGO); Boston Scientific
(BSX); St. Jude Medical (STJ); Edwards

Lifesciences (EW) and Medtronic (MDT).

provement, but it's hard to point to ar
ongoing trend at this point. But we are
certainly glad to have last year over.

TWST: You mentioned the FDA. What specifically are
you referring to when you referenced it as a concern?

Mr. West: In keeping with our thought process, we li
American Medical SystemgAMMD), we like NuVasive (NUVA), g
we like ArthroCare (ARTC) and as more of an almost special silg\

pathway is in a serious jeopardy.
you net that out, it's going to get veryNﬂ
very difficult for companies large and>
small to get things approved. There'%
going to be more clinical data that%
going to need to be generated, thgt
implies longer time frames and mokg
spending. So we see a scenario goig’g
forward where there is going to be a
necessary consolidation within th%
medical device space and perhagg,
even looking at d&J (JNJ) or arAb- §
bott (ABT), consolidation of devicec
and pharma biotech, as large compg-
nies look to “A,” acquire growth and2
“B,” offset increased, basically exz;
penses to do with both the FDA ang-
the pending tax. So we are telling clg
ents to focus on small- and mid-cag
companies with basically three chaB
acteristics: defensible or dominar@
niche franchises, and then growth arid
margin structures that would be accn®
tive to a large acquirer. =
TWST: What are your
top stock picks at the moment?

dbmaterial

Mr. West: My biggest concern, and this ties into the macraations play, we like a company callddgioDynamics (ANGO). 2

theme that we are working on right now with oueits, | think you
have large companies — we cover a range of lardeiauall cap, but

TWST: Are there any stocks at the moment that you 5
are not as enthusiastic about or that you have a &il” rating on?

(@]
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Mr. West: | don’t have a “sell” on anything at the moment,
but we’'ve gone to a “hold” on the big cardio spae.we follow
Boston Scientific(BSX), St. Jude (STJ),Edwards (EW). | think the
CRM space is slowing down. The stent space islgleaa flat or a

negative growth trajectory. And so | don’

CLARIFYING CONSTRAINTS

see those companies commanding the same

multiples that they did in the past. And while
we loveEdwards, we just think it's too ex-
pensive at its current price.

TWST: As you talk to manage-

“Setting aside the very big companies,
we like the R&D teams at St. Jude and

IN EWDECML DEVICE SPA(

Mr. West: | think investors at the moment are viewing —
there is no longer a drastic discount to the médiegice stocks by
and large. So the easy play of “buy a down indwestiy watch it cor-
rect back” is probably over. Investors are lookiag specific ideas

now. | think again, people are wor-
ried about FX and its impact on
the device space. Then | am just
echoing what | said earlier about
FDA and industry consolidation.
TWST: What are you

ment, what are their concerns right now? Edwards and the like. | continue to be advising them to do now?

Mr. West: | think it's mainly | impressed by the renewed R&D effort at Mr. West: We are
around FDA and the tightening at FDA. | American Medical and also at NuVasive' pushing this idea hard of small-
think that’s going to be a theme that is going and mid-cap ideas, like | outlined
to play out more and more over the next earlier, that you could view as
year, and | think FDA looks to become great stand-alone companies that
more and more conservative. And that has you want to own and also likely
implications for new product approvals, consolidation candidates.
even situations likdBoston Scientific is currently in, where you TWST: Are there any companies that have a really
might have a misstep with FDA. | think the agensyjust getting strong R&D team?
tougher and tougher. | think secondarily to thatiqust be proba- Mr. West: Setting aside the very big companies, we like
bly FX and a slower European turnaround. So Euispefinitely  the R&D teams a$t. JudeandEdwards and the like. | continue to
lagging the U.S., and obviously everybody is logkiar a return to  be impressed by the renewed R&D efforAaterican Medical and
a more robust U.S. economy so we can see procediuraes, espe- also atNuVasive
cially elective procedure volumes, return to a nmmayamal pace.

TWST: You discussed this a bit, trends that you like to ~ 1-Year Daily Chart of Edwards Lifesciences
see. Are there any companies right now that are developing
products that you think will give their stocks a push?

Mr. West: | mean, you look at a company likegioDy-
namics, which | mentioned. The base business is kind of slow an
steady; they have a technology called irreversible electroporatio
Their commercial product is called NanoKnife, which is a solid
tumor cancer therapy. It's basically a nonthermal ablation devict
and it's one of the best things I've seen come out of the devic
world in many years. | think that’s a situation where you could actu
ally have a product. It's got 510(k) approval, general soft tissu
approval in the United States, and it's got a CE Mark. They ar
building clinical data for specific cancer indications, but that coulc
really be a game-changing technology. There are very few thingsChart provided by www. BigCharts.com
mean, obviously the transcatheter valves, so there is a reason that it
is as expensive as it is. But there are very few kind of big ideas out TWST: | haven't heard the FDA come up much in my
there in public medial device that are stand-alone companies.  other interviews. Are there any other points on which you or

TWST: Are there any ideas that are slotted as bigger your group take a more contrarian stance to the main zeitgeist?
than they really are at the moment? Mr. West: FDA has been quite clear. And you know,

Mr. West: As much as we lik&dwards, we look atEd- being here in Minneapolis, with the medical device community that
wards’ Sapien program, and we see a value that’'s probably twawe have, | think there are over 500 medical device companies be-
times whatMedtronic (MDT) paid to get into the space. So tween University of Minnesota and Mayo Clinic, constituting one
Medtronic bought a company callédentor and a company called of the largest clusters in the world. There is a huge concern within
CoreValve. | think thatEW is probably a bit stretched in terms of the, not only the R&D community, but the venture capital commu-
valuation. In terms of other clinical ideas, | think people are stilhity, all the way up to the CEO dledtronic, who are looking at
trying to figure out the stroke market. | don’t know if there is a gredhe associated cost with developing new products, especially if the
play there and obviously the AFib market remains a robust oppds10(k) pathway is tightened or eliminated. It's going to tack on
tunity, which just is — the clinical proof is trailing probably the multiple years to the development process, and it's going to cause
market development by several years. hundreds and millions of dollars of extra money to get especially

TWST: What conversations are you having with in-  Class Il data. So | think that’s the biggest issue facing the industry
vestors at the moment, and what are their concerns? right now — it's not the health care bill, it's FDA. And so you know,
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you can say that's maybe a contrarian view. We see any comparymail: go2info@craig-hallum.com

that is reliant on R&D pipeline conversions, especially for a signifi-

cant new product, | think you have to discount not only the timelinpisclosures:

but also the associated dollars looking forward. On the other hantl) | and/or my household and/or Craig-Hallum do not have a
companies who have gotten new technologies through the agerfiyancial interest in securities of AMMD, ANGO, ARTC, BSX, EW,

stand to benefit.
TWST: Thank you. (MRR)

Note: Opinions and recommendations are as of 03/24/10.
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2.) Craig-Hallum makes a market in securities of AMMD, ANGO,
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EURDG VSDFH $QG Z INDUSTRY O OFFERINGO BOT$FHBUEDBHWKBNWODUHQ RL(
WHFKQRORJ\ , FRYHU Wt BEARISHOTAKESOONOTHED IFONG GRNBOBHORIQG EMFD X
, FRYHU GLYHUVLILHG PH TERMOEFFECTSOOFOHEALTHOR AREN) RKEMRWK OF ROHCFR Y
ZRXOG LQFOXGH QPPN (USAINO HIGHLIGHTSO HISO RANERWR &/ SHOCKIDLU GRFWHF
%$; +RVSLUB3,&8 OHGL PICKSO ANDO DISCUSSESO GREQVRW\SE WROWKHLU KRVS
,&8, DQR@GUMDMS $QG W PRODUCTSOINDUSTRY UHTXLUH PHGLFDO WHEKQF
IROORZ FDSLWDO HTXL| #OMPANIESO INCLUDE O WKHXYABRMRXOG EH JUHDWH
FDSLWDO HTXLSPHQW ,| JNTERNATIONALO "!8 O (OSRIRMIOH\BOKHDOWK FDUH;VHL
RQFRORJ\ YHQGR®RFXV| )#50 -EDICALQO )#5) O -INDRAOWYREDQITWHG PHGLFDOMWHF
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9DULDQ OHGLFDO$B\VWM| 219 O40MO4HERAPYO 4/-/ RBARKANQH[W FDOO L\ IL
WKDW FDSLWDO HTXLSP -EDICALO 3YSTEMSO 6!2  OPMHGLFIDOVRMMHFKQRORI\ FRP

KDYHQWXLWLYH 6&3JLBPI B3URGICALO )32' O (OLOGIEGQHLBWO 7KH EHDU FDVH

+RORMF:; $QG WKHQ Wt B3EQUENOMO 31.-_0O "IOUHAROP UHODWLYH WR PHGL
LV GLDJQRVWLFV $QG 7 _ABORATORIESO ")/ O -YRIAWRHESIERYCYQRQ ZLWKL@ W
FRYHU QD FBHHVT XGHLONER 1 0 -9'. O_3ENO2X0 3%./ O |'BEIOVTP®Q\ RI WKH PHG WHFF
%LR 5DG /DERWA\QRILHD ABORATORIESO 1"4 O GAWROM EGQW RXW RI gKDS
*HQHWOE¥L DQG D OLWV "IOTHERAPEUTICSO (OLDIN|GIZOWK#® KOHARBD®LFDO GHYLFH
FRPSDQ\ QR34 Gl 2 'RIFOLSO '2& -# GHYLFH WD[ 3 FDOO LWOD
7:67 :KDW GR WKHVH 3 ZLOO EHJLQ LQ BRX.

YDULRXV VHIPHQWY ORRN OLNH DW WKHL®REPRQ WRRDIXWHWHKRQO CEHFQHHGWL Q W R W D
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WKH EDVLV RI WKLV WD[ 7KH SUREOHP \IH\D W KIDQVWKKIHRIIHG Y W RW 0 R [HOWNK XA RY IENFA-KOEQAU
JXDUGUDLO RU FDS RQ WKLV WD[ 6R WZXIH SFUKWXR W LRXP E M UV K WK HV KNGS, HEADDAMI
WD[ FRXOG SRWHQWLDOO\ JR KLJKHU 6L ZWKKPIQVRW KWK EHXENU Bl @ &/ WINK HR B Z4HBUNHHFEDRY/BY
IRU KHDOWK FDUH UHIRUP DV LW SHUWBDR[QYOW RHPH®W\D @ Q\CH R QQWR IOHR W Bl 1 @ N WK K- DX

HQG RI WKH GD\ LW FRXOG KDYH EHHQ IXQFWLRQ RI WKH IDFW WKE
IDU ZRUVH &HUWDLQO\ VRPH RI WKH URERWLF VXUJHU\ DV D ZD\
KHDOWK FDUH SURSRVDOV WKDW ZHUH YROXPH 3DWLHQW YROXPH
IORDWHG DURXQG ZHUH FDOOLQJ IRU D WKH QDPH RI WKH JDPH $Q
GHYLFH WD[ WKDW ZRXOG UHDS D WHFKQRORJ\ WKDW LV UFH
VRPHWKLQJ WR WKH W%QMEMO)OEAb@REQOHOSPITALO%W@ST%T@@&)QQGLQJ D (
LQ WRWDO DJDLQ zLwkH Qsﬁlﬁ‘SSE@ﬁ"LWQ)OGETO'SCTHGEQ§ Qh‘)‘éMEQDUNHWI

EHHQ SDUHG EDFN D| ELM M—*ﬁﬁ@%’t%%olFRQﬁOSOMEOHWHB WERG DS srRwHQ

DQ LQGXVWU\ ZKLFK JHQHUDWHV %BBBTLN/\POBETTER KRVSLWDO $IJDLQ KRVSLW

URXJKO\ ELOOLRQ WR ELOOLRQ SDWLHQW YROXPHV DQG VF
SHU \HDU D GHYLFH WD[ OLNH WKLV LV VWLOO PDNH LQYHVWPHQWY LQ FD
IDLUO\ VXEVWDQWLDO $QG IRU DQ WKDW GULYH SDWLHQW YRC
LQGXVWU\ WKDW FRVEVWV—R+B—ORW R 6R WKDW:V NLQG RI D URX
VPDOO WR PHGLXP VLIHG FRPSDQLHV VD\LQJ WKDW WKLQJV DUH

D WR GHYLFH WD[ HVSHFLDOO\ IEHW\RRSD®UHKRWSIDWD OV H +R R ¥ IWVEG IOWF DSJC

WXUQLQJ WKH FRUQHU RQ SURILWDELDLWK VFRKL @ HDDAKLY @ G\ P DANS TR MR WRHR/ENPH-
IOHGJOLQJ EXVLQHVV , WKLQN WKDW -\JHW WDANH REWHD® WK EQYHVWPRQW LQ

JHQHUDO 3 VKRUW WHUP LPSDFW QRW WRR7VATQKIDWDmMWH \BRXW VERSFRWMREN SLF

FHUWDLQO\ VHH D ORQJ WHUP LPSDFW RQ WKH LQGMDARDYRULWH SLFN LQ P\ PHG

LYHUVH LV LQ IDFW D FDELWD® B HGLF

WHRALFNHU 9$5 ,W LV D “EX\pUWDW 8 GGV

, OOPKWLIRY D EXQFKIRIUUBD OREWLQJ WR PI

VSODVK LQ WKH QH[W IHZ ZHFWVLDMWIKR B XF

DQG WKLV LV IRU D QH[W JH QIWIWIXPG Q\I

UDGLDWLRQ RQFRORJ\ UHDO @\ &DVW -W RK

\HDUV :KDW WKLV PHDQV LVOW KD &R WKH B |

XVLQJ WHFKQRORJLHV WKDW ZHWVH HBHIYOH ¢

V ,W-V FOXQN\ WHFKQRO R JD Q\GKBUR. M H

KDV PDGH D ORW RI VLIQLILRMDW DPKDB 8 OH

WHFKQRORJ\ $QG WKHVH DUHHRMKIFQENW &

UHDOO\ IXQGDPHQWDO ,W:VQJRRFERORI\PP

PRUH HIILFLHQW PRUH VWUHDIROL®HGLHT

SK\WLFLVWV DQG UDGLDWLRQ}R®SRORILY W

#HART PROVIDED BY WWW "IG#HARTS COM JRLQJ WRMOIMED KW DS LQWR D YHU\ NH\ DC

LQ ZKROH ERG\ VWHUHRWDFWLF WDGLRQXL

7:67 :KDW DERXW WKH HFRQRP\" 'RQVRXREBKGHIEY B QVKH LFLHQF\ YRLWEDRDIGH

HFRQRPLF VLWXDWLRQ LV LPSURYLQJ DU ®IOIDWDRRG RQEA CBRN LWL K BNR ¥ 1B QN Oi/H LD\

\RXU FRYHUDJH XQLYHUVH" +RZ GR \RX S/AHREE WEOWU S ® B PLEHURKIW'N LQVR IHHO Z MUR

OU +XVDL@WKLQN WKDW ZH-UH FHUMDDLAR2\D O WU R QGAL | DHYUGH DWW H ZE MAKR RIKGIL B R

SODFH QRZ WKDQ ZH ZHUH VD\ WR \KRWSHOUELWPWY ZMULHOORRNLQJ URIRZDNK MLR) FH

DGPLQLVWUDWRUV WKH VH®WH W KDE L, EXPMNGL U TREK\D \E DW KL QMM QW LDO D FRRSHDOLG

IRU VRPH KRVSLWDOV WKLQJ\WQRE JHVRWRHQOKBEISW W B OV $'%Q&DUQ 0N \DLRPRNDLDQU WWHR. @

ORW RI FDSLWDO HTXLSPHQWORR WKXDWQRZUHDE LIRWLRRYV BQWRORJ\ LQDWUKAHQW

WLIJKWHQLQJ WKH SXUVH VWQWQIVRR@ FMRMIMMEBIEL YD R Y TKKSPHVKHPH RIG R SO H\GWV |

LQVWLWXWLRQV PLJKW EH ZLODWQRQVR DKEMW ERG WR ERYYHQWYV HQ 0 VAX-FXWALRLW

FDSLWDO HTXLSPHQW LV VWL QQ JKQ DQWHE XM GUREWN VSOWF &DQ ZBHADWHUU DG

KRVSLWDOV DUH JRLQJ WR R OH Q PLO W KFFQSHHEBEHRWVY W&DIQQ ZW IRURYLGH DREUR @ XFK\H W

RU D PLOOLRQ WR PLOO LR Q DGILOWMRRQDMAKFRIOHI (EMRDERY WR P DHMVL PHI QWK'|

RQFRORJ\ WKH\ QHHG WR PDNWRVMJIH DFRBROWKRQURIQFRIORNI\ IRU KR VSIHDWO B UR

EDQJ IRU WKHLU EXFN 7KH\HQHHGIWRQR BMB WHHWY WRBW RVEYV KRV SIRWP UV HVRSRNF DY

D UHWXUQ &RQVLGHU IRU R[DUPRSEDMX IWWLFK i \D DAL ) FRQBWHKMHKRRN IRU HQWEEBQERY U

6XUJLFRDOXLWLYHKBXUIXADXOS IDQWDVWLR KD WKHUQH[WHQ\EBDVUW W KA-D VEHG IS\ R\ B

X
9EAR $AILY #HART OF 6ARIAN -EDICAL 3YSTE5M%
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DQG ZKDW WKH\ FDQ JHW D ELJ UHKVRQEDRKHE ERS U\D W\ ERHU RIQLA R OR ¥ WIHP WBROAX UDD W |
Rl WKRVH DUHDV ZKHUH WKHE\FBRUFKWUVY QRRE W BWKR)XJIKR@LPH RYHU WIHJ QBIQW
9DULBDXLSPHQW 6R LW:V D ZLQVEBLWQ A QFGI®W RHQW RHZ SKRGXFW RXW

, VHH JRRG SUFMVSHIFOMNK WKLV QHZ ER[ 5HODGVLYH WRRX WDON WR PDQDJHPHQW

OoDULD® DQ LQYHVWPHQW WKH VHFWRUV \RX FRYHU ZKDW L
VWRFN LV WUDGL|QJ DW DERXW FRQILGHQFH"

WLPHV IRUZDUG QXPEHUV $QG OU +XVDMWXLQN WKDW VS
ZKDW ZH-YH NQRZQ &(2V DQG &)2V RYHU WKH ODVW
KLVWRULFD@DOULDQRP P\ VHQVH LV WKDW WKLQJV DU

ZKHODULIX®V D |QMAECHNOLOGYOISOANOENABLER QAR OAVKPISP QNEEDXWLRXV RS
SURGXFW UROORKW %&THQBWE%%%N'SOWHYOCOMW'EE%%WIQU \HDU WKDQ

vwpouw WR H[SDQEERFPEMI SOTHEOINNOVATIONGE NG NEOFTHAERQuv DoO RI
XVXDOO\ H[SDQG LQ WENVERY W@ CKOPRICEOPERFQRMANGR ¥ UHDVRQDEO\ JRRG

PLG V 6R ZLWK |WKH VWRFN DW PRVWO\ "KLW WKH TXDUWHU R

WLPHY WKHUH-V D ORW RI ZLWKLQ P\ FRYHUDJH XQLYHUVI
YDOXDWLRQ UXQEZD\ OHIW KHUH D JXLGDQFH SHUVSHFWLYH D
6R WKDW:V RQH—R+—WKH—NH ZHUH SOD\LQJ LW VDIH DQG ZH
UHDVRQYDUKDE® P\ WKH JDWH IRU ODQDJHPHQ
WRS SLFN LQ PHG WHFK IRU HLWKHU ZLWKLQ :DOO 6WUHHW:V UDQJH |

6WUHHW:-V UDQJH %XW , VXVSHFW WKDYV
XSzZDUGV DV ZH KHDG LQWR WKH QH[W IHZ
7:67 +RZ DUH \RX DGYLVLQJ LQYHVWEF

OU +XVDHQO , WKLQN WKDW ZLWKLQ

Rl PHGLFDO WHFKQRORJ\ , W/EKIQQNV MWHWH WH
LQ VRPH JUHDW FRPSDQLHV WHKWRH®WW H QI
WHFKQRORJ\ 7HFKQRORJ\ LR |DWKHIQUDHEED\HRIQ
FRPSDQLHV FDQ SHUIRUP ,WKMWVEH LLYGHYRY
SULFH SHUIRUPDQFH $QG VRVH W KULRLB\NFWR
FRPSDQLHV WKDW FDQ PDNH WKRMEG TRXLHNV
FRQYHUW LQQRYDWLRQ LQWR MWMHEUS IRGH A
ZLQQHUV $QG VR ZLWKLQ WKDRDWHEWRD® K
GLIITHUHQW EXFNHWYV RI P\ PHEOENE& UVHFK (
D EXQFK RI ZLQQHUV :LWKLQ FOSHWGO WO
#HART PROVIDED BY WWW "IG#HARTS COM DER@QNJLDQWKLQ W KH GLDJQRVWLFVQ/\SDFH
OLRYWLDG *HQHWLFE *HOQMWERWU 0<*1 LW

7:67 $UH WKHUH DQ\ VWRFNV \RX KX\WYWHUDWWBOWOMRFE®\DQYDEY XK H HNLWYK RI1 F

WKH PRPHQW" WKDW KDV EHHQ D RQH WUL¥NRBSR/@® IRURSU
OU +XVDLGR &RQWLQXLQJ RQ WKEXVWXHNPH LI VEFBISL\VEDEDVW \WL Y F DQ GV Ph\5 %
HTXLSPHQW DQG UDGLDWLRQ RQFRORXDWKBEGSD VW WRLDIGH RAZ KW QUWWWKRER VILQWRH (
UDGLDWLRQ RQSFREORUBR VIR ISBRKQADQG JBDQJH \HDU RYHU \HDU % XWMWIRBUH QW WL
VKRUFWXUBR , FKDQJHG P\$ RELQDMREHQMPHHGY WR GHYHORS RWKHU WRIGWR VM $Q\G \
GRZQJUDGHG WKHP WR D "VHOO p $QG WK B HIHW\RR QRWEHLEBNWEKO OA L& CEHB\D X\BHH & Q)
VHH WKLV QHZ UDGLDWLRQIBRQEFR®RQY WR PKOLVPXUHIRRHUH LV D URKIROBHHIQQH W& D)
PDMRU FRPSHWS$MWLXYH Y& UVHODHWUMB VR Q ZWV ,5VDM QUKDW WR SURGXFH, - PGICRHIRK Q DW
LV EHRIPEXHND\EUHDG DQG EXWWHU EXVL\QHDE tNWQWMRA®WWR WIXKWHN H7 KH\ KDYH OD X
VWHUHRWDFWLF UDGLRVXUJHU\ ER[HV RONHL WKIH OLDN W[ VKW @ H \WHKIEDE O @IE B HIPARK WK
9DULRPRQWY WR SOD\ LQ $Q ®@DAR. IRHQ WRIX'WM WRMDW DUH QRW MXXWW WKWK H U\ RwH
SRXQG JRULOOD LQ UDGLDWLRQ RQPFR®RRIG N D\Q RIU WIX\D MWR &/ KHK DA BH) WERD HR/H IE
SOD\ LQ \RXU PDUNHW WKHQ WKLV FRXGGLYRRGQ W:KIHOWKHEH LIV 6 USRHROMFRQ/DAOLLA Y C
$FFXUPRFXUDDYV DEOH WR FDSWXUH D @KAHKUD QRY W WAMH OUWLQ XWKKCHV Q RXKG R/ SLUVRKY
UDGLDWLRQ RQFRORJ\ PDUNHW SULPDUA®LCA\FED QW UYL X\W R SQRQ\ULFOVBXILQIBNRUDAR @ D
%XW WKH\:YH EHHQ ORRNLQJ WR H[SDH[® PWRHL W VRIRW SBIOPW HWR VWRD 5B RQ WERH LI
PDUNHWVWRDWEHHQ 90DUCRHNVNQ -W UHPDMMNEBIOOKLY LV D FRQFHSWWKP WQ, -\8 KOIL |
LQ D ORW RI WKH QHXURVXUJLFDO DSSOVLEQWLR@VQRY® LK HY ZRUPD WWLERRBEHDM\R. ED
ELJJHU SUHVHQFH DPRQJVW WKH QHXURB\HFULIYH BRQFRPNPX@IL WU RGRH YV WHHSH. EBIRGER/MNK D MW
QHZ UDGLDWLRQ RQFRORJ\ ER[ EHLQJ LYWW D FKRA/S HDW HW LIRH D JO R QX RS BEKHU PD RH

9EAR S$AILY #HART OF -YRIAD '"ENETICS
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LV HI[DFWO\ WKH W\SH RI VEGR¥Q® MRQL WIUGH [[¥& RIQ WHOQWR VWLF JDLRWRANH Q, RYKILL
WKH WA\SH RI LQQRYDW LR @ DWW DFORWIRE GVWHLHBE@ KHD SKWR WKH VREZHIDAQ HRY WKJLK/
OLNH WR VHH 6R , LPDJLQH VEGKDWQW Y WROAWQH W ¥ H FHRIPHWRLRW R1 4 VPD VR GHT XDV

IURP FRPSDQLG\WLD®LNH EXW LWV WKH 4 HDUQLQJV
*HQHWEE®WO HQDEOH WKHPWRWDNH WR EH WKH GHILQLQJ PRPH(
WKHLU EXVLQHVV WRf WKH QH[W OHYHO $QG SRLQW LI \RX ZLOO 4
WKDW -V ZK\ULOBYHH QHWLFV HYVHQWLDOO\ DQVZHU Wt
DW D "EX\ pu TXHVWLRQ ",V WKH HFRQRF

$QG WKHQ WKH ODNNOBPARMWSOBEENOBECOM|NBUW WBHRAXWVRU\"uy %URDGO\ V
ZLWKLQ P\ FRYHUDJH XQLYPD[SD\LHKE_@TWKJ}REFEROTOOAS@RNWED@YER/Q/RUV GLG EU
GLYHUVLILHG PHGLFDO VX@MBANNYSODESQOTOOSPEAK O4HRVQARBIWHU WKH KHDOW
RQH RI P\ IDYRULWH QCDCH\M/OBQFAW#(%WV'AK'NGOR'SK O02p%P BBUYRANO$QG ZKHWKH

VSDFHRMBELWRFNHU +63 ,wW.-GFERTAINOTHERAPEUTICOAREAS*\wkH RXWFRPH DV JR
“EX\p UDWHG VWRFN LQ P\ XQLYHUVH KHDOWK FDUH VWRFENV , W]
$QGRVSLKDMV KDG D IDQWDVWLF ZHUH MXVW UHOLHYHG WKD
UXQ ,-YH FRYBSUWIOFH ZDV UHPRYHG 6R LW-V LQW
WKH\ VSXQ RPEERVRW FRQYHUVDWLRQV ZLWK L
/IDERUDWRWZHEDFN LQ HYROYHG &OLHQWYV DUH |

6R ,-YH NQRZQ WKLV FRPSDQ\ DQG WK D¥ RPON B DHMHFW OW H DPW RFUR W XU K V XK HW K HL
\HDUV +R¥GLUDD YHU\ GLIIHUHQW FRP SDRRHQRZXWHBRQ RWMW DWVKHUH RIBHNX O WAKK DW
EDFN LQ %DFN LQ LW ZDV WKLW MRRGIV\ RO GUYPIOR BBQ ® H G RDGINWL R M B B W
VXSSOLHV FRPSDQ\ WKDW SURGXFHG DQHDRDP JIDP MRR VGLONH B HRQMD G LRKRRE D D GV
LQ D EXQFK RI GLIIHUHQW VSDFHV 3 F®DWLHDLD ¢ RUHD G URGSRFWVR Q @ KWILRIO WH
SXPSV WXEHV FRQQHFWRUV $ ORW RI WKHVH SURGXFWV WKDW ZHUH ORZ
PDUJLQ DQG UHDOO\ QRW JURZLQJ Dw ' 9EAR SAILY #HART OF (OSPIRA w
JURZWK UDWH WRSV $QG VLOQ

UHDOO\ WUDQVIRUPHG LWVHOI 7KH F

FRPSDQ\ QRZ DQG PRUH RI D VSHFLD(

WKH\-YH PDGH D ELJ DFTXLVLWLRQ EDF

0D\QH 3KDUPDFHRVWUWEDONQ $XVWUDOL

SKDUPDFHXWLFDOV FRPRBQBKDUFIFH

SURGXFWV DUH R QFRORIMIBDY XENH G OEH

ZKDW ,-G OLNH WR UHIHU WR DV DQ HG.

FRPIRUWDEOH PDNLQJ ULVN\ 5 ' EHWV L

IRU H[DPSOH ODVW \HDU WKH\ PDGH D

2[DOLSODWLQ $QG WKH\ ODXQFKHG WK H\
ODXQFKHG WKH GUXJ ZKHQ WKH SDWHQ $QG
WKH\ ZHUH DEOH WR RYHUFRPH PDQ\ R|#HART PROVIDED BY WWW "IG#HARTS COM K

WKLV SURGXFW DQG WKH\ ODXQFKHG DW ULVN $QG E\ ODXQFKLQJ DW ULVN
WKH\ ZHUH DEOH WR VHFXUH D VLJQLILFDQW BBFR&Q WR R IORRIRINNBIW W K B U5 DRHG D Q (
UHYHQXH ,Q IDFW LW ZDV RQH RI WKHURIR\ BWBEWRQWD ZHO W KWH\ FIUXWHKWESRWW R L
H[SHFWDWLRQV DQG LW-:-V RQH RI WKH WRIPHNAR RVQZ KW KM WRW R FIM & IP\D G\RDBIHVRH W
ZHOO ,Q W K DAVR HSSALD BVRVRWW L Q XH PDY HWKIFN CBRRLWLRQ VR WR VSHDN"
WR ODXQFK D EXQFK RI SURGXFWV LQ YDULRXV JHRUDIDGEKHWW 6R D \WWRYG®N LWVFKDIR \
WKLV FRPSDQ\ KDV XQGHUJRQH D IDQWDRXQE BH DO DIRW PV WRQG 6 QIBUNVLIDLIYG PH
LW SRLQWV WR WKLV WKHPH RI VPDUW ¥ SDRHG IRWSQBVYRD SRIXRBHFON \VE HOR QK H SO
\RXU FRPIRUW ]JRQH ZKLFK PDNHV IRU DQ@HO @ LSHUURQ PL@G XPRPBD QAR LWV DQ LC
7:67 :KDW LV LQYHVWRU LQWHUHV@WGIUND W BGW KR PSR i YOI WFHRUNS-DUQLBIW L |
WKH PRPHQW" 'RHV LW PDWFK \RXU RZQ X\ OWKXY ISI5Y PP DVHGDWLYHO\ QHZ SXEOLF
OU +XVDMQV LQWHUHVWLQJ \RX VDO MKDW ®HRNKEE POHHCOVWKHQ WKH 6SD
VHQVH LV WKDW LQYHVWRUV HK BRI SORRMM®E COBY OLR PBIQREI WKHQ® DQRWKHU SULYI
ZKHWKBHDULWRN SIRODULDG *HQEMMKVD OLARWSOBGENLDS KB WD WKHVH ILYH FRPSDQLH\
RI VXVSLFLRQ ,I \RX ORRN DW @KW RI|RHKMNERDOHWVFRPEDQLHY SOD\ LQ WKH
FRPSDQLHV LQ WKH PHG WHBKVD S IVEF UNKQKK-WDHISEE® KMG IRDOI RI WKLV PDUNHW L
ODVW \HDU 6R , WKLQN D O RDW RW KKQWHHIWFIXFRUMRRQ UAFD OB RBL®,* RU LQWUDYHQRXV
ORRNLQJ DW ZKDW WKH 6 3 LWPBRO® 5 \D O/& M\HKR Q WIU@U WIRQWKRU PDYHULFN DV \RX
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EHHQ WKH FRQWUDULDQ EHFDXVH RI VRPKDRIOWMKRHLWK LIGUVDWDIDR SOBN MRIBRF 8D Q
LQ WKH RYHUDOO PDUNHW ,9,* LV D YHQWHSERQWLRK B X2 KWKK WLNSD WKRDWG M UDV
XVHG IRU D YDULHW\ Rl GLIIHUHQW FOLWKFD & KR)GAEDEMLR U H W R LOHN WKWK \I K H
SULPDU\ LPPXQRGHILFLHQF\ GLVHDVH WHLCPO PR Q VGALOURWY VIVOUG IR P HS DQRLQJ LV D
&,'3 &KURQLF ,QIODPPDWRU\ 'HP\HOLQWWILQ@N IFRO FRRSDRSIEM/FK SBHRQ HUDWH VRPt
HVVHQWLDOO\ LW-V D GUXJ WKHUDS\ WKDWVR XVHG WX IDLRLWRMIDID QHRHGXHWUHR
FOLQLFDO LQGLFDWLRQV IRUQWNHWKXDWR ®&BHQW, WKLVKWHWEBWERXOG EH LQ IRU
LPPXQRFRPSURPLVHG 7KLV PDUNHW KOMH[EHNQ[ WRZLP®RQWRKNODRWHAKH ,9,* PDUI
WKH ODVW FDOO LW WKUHH RU IR XQG\HIDUQUX | D EWE U B Q W DK\DW HF \SDLLG: HV K® K UFHREDWHLY
VROLG GHPDQG 7KUHH \HDUV DJR SULPLOQKW EWH VOWWLQYR IDRDEFRROWOH GURILWYV
SHU JUDP DQG QRZ LW:V VRPHZKHUH SEHWZHWIPQJH WD U RBHU \HDWLW IG RIDK D
JUDP $QG GHPDQG KDV EHHQ IDLUO\ VIWH/IX®\SWILRWK G RPORME IR RAIUHI KRZ WKH\-
DQ\ZKHUH IURP WR \HDU RYHU \HDDW 6RKHW - VOB WHW \ X LIQWIDFW LI LW JRH
DIWHU GUXJ WKHUDS\ E\ FOLQLFLDQV 1R¥Z ZRKPDWGZWHHWDVZRPHS 8 H\DON. Y WHRDQXOR EH UV
ODVW \HDU ZLWK ,9,*V SULFLQJ VLWWIROHFREKWNK RNV VRSEHYHIDFPG WRHOH LQ W
ZDV D ORW RI DQJVW DPRQJVW SD\HUV \BBDMIQU K ZZ UMK 1L N WWK_ IOV LNVL BIOHDG VL @ XWK H % X
JXW KDYLQJ WR UHLPEXUVH IRU D YHU\ FR®MQUOYHDQUXKQ VOKH UDBG ,6 R H. & HADQY/ UL Jk
D FRPELQDWLRQ RI WKH SD\HUV DQG D GLIILFX6W ARRQRPRRWKDW5PDGH VRPH
DUJXH IRU DOWHUQDWLYH GUXJ WKHUDSLHV LQVWHDG RI YHU\ SULFH\ ,9,*
$QG ZKDW ZH VWDUWHG WR QRWLFH L\ RVKHD W S8 JLRQNJIE QOGN DHRMRPE HARG BWURQ V
EDFN 6R QRW RQO\ GLG ,9,* YROXPH VWDUW WR VRIWHQ EXW SULFLQJ DOVR
VWDUWHG WR VRIWHQ LQ WKH EHJLQQLQS1B!|' +866RLP\ WKHVLV RQ WKLV VSDFH
LV WKDW SULFLQJ ZLOO FRQWLQXH WR EH) N&!WW @G GLHIDQ BHEKQ® ERJV O X JJILVK
DQG WKLV LV VRPHZKDW RI D FKDOOHQ &R ORUOWKHF S 0DW PHV EXONRXEH V. Q F 7K H
SODVPD EXVLQHVV LV D IXOO\ LQWHJUDW H GDEXWIRIHYWHQRX KDYH FRPSDQLHYV
WKDW GR SODVPD FROOHFWLRQV WKH\ GRGWIOHRRWDFWLRQDWLRQ DQG WKH\ GR W
GLVWULEXWLRQ 7KLV LV D KLJK IL[HG FRVAV<EMMLQKVV DQG LW-V YHU\ PXFK
GHSHQGHQW RQ WKH YDJDULHV RI WKH ,9,* PDUNHW $QG LI WKH ,9,*
PDUNHW LV JHWWLQJ VRIW WKHQ WKLWZZPDVUREBWLOVURXIRRAFNRPH XQFHUWDLQ
WLPHV $QG VR P\ WKHVLV RQ ,9,* KDV EHHQ WKDW IRU ZH-UH JRLQJ
WR KDYH IODW WR SRVVLEO\ GRZQ SULRLWQGLVYGORVKXRBYG SWKHDDW HF R¥IOG VERIR VB\R
IODWWLVK RU LQ QHJDWLYH WHUULWRUKWROGE SXERLEB WKW GFRXOG EH VRPHZKD
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SECTOR — MEDICAL DEVICES
(ABF806) TWST: What are the major trends in the medical

devices industry at the moment?

TWST: What stocks will benefit the most over the ngt
several years? Which are in good shape to take adwage of the

Ms. Wuensch: There are sev-
eral. Over the last year the focus for man
investors has been health care reform, a
while that is largely behind us, there ar
lingering questions. In addition, pricing
industry consolidation, new product pipe
lines and potential market share shifts a
ongoing trends.

TWST: Which of these will
have the most impact? Do you think it
will be health care reform, consolidation
or something else?

Ms. Wuensch: For the stocks, it
is probably consolidation. For the industry
| could argue that both health care refor
and consolidation over the next sever
years will be impactful. The good news i
that we know that it is a 2.3% excise ta
that will begin impacting the medical tech
nology companies in 2013. With thig
knowledge, | think it is easier for organiza
tions to value potential acquisitions an
plan for the future. In 2009 there were 2

Highlights

Joanne K. Wuensch discusses her
favorite medical device companies,
which have acquired enough cash on
their balance sheets to benefit from
purchasing fast-growing technologies.
She lists Covidien, Medtronic and
Abbott Laboratories as leaders in
consolidation trends, citing NuVasive's
spine surgery technology as the reason
behind the company’s double-digit
revenue growth rates. With health care
reform established and preparation for
the med tech tax beginning, Ms.
Wuensch predicts increased M&A
activity in the next 12 months.

Companies include: Covidien (CQOV);
C.R. Bard (BCR);

Laboratories (ABT);

Zimmer Holdings (ZMH); St.
Medical (STJ) and NuVasive (NUVA).

Stryker  (SYK);

Medtronic (MDT);
Johnson & Johnson (JNJ); Abbott

Jude

M&A transactions above $68 million, with
only two above $1 billion. This compares

sway of the tide at the moment?

olfrath (212) 952-7400
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several ways to answer this. On a fundg-
mental basis, we anticipate that hospitgl
supply companiesCovidien (COV), 2
C.R. Bard (BCR) will benefit from the @
increased patient flow starting in 201
From a consolidator point of view, com
panies such adMedtronic (MDT),
Johnson & Johnson (JNJ), Abbott
Laboratories (ABT), Covidien,
Stryker (SYK), Zimmer (ZMH) and -
St. Jude Medical (STJ) have a fairg
amount of cash on their balance shef@t
and could benefit from purchasiné
faster-growing technologies. Finally“-’;
the smaller companies and their stocgs
could benefit. From my list, I've got ag:-
long list of possible acquirees. Some §f
this has already begun. In the last 2
months to 18 monthsCovidien pur-
chased VNUS Medical, Medtronic
purchasednvatec andCoreValve; and
Abbott purchased\dvanced Medical
Optics. But we believe that with healtfg
care reform well understood, large-ca@

tactKen

mission con

d material:

to 2007, when there were 40 transactions, with 12 above $1 billiomultiples recovering and cash on the balance stegg will be more %

Looking over the next 12 months to 18 months, we believe that tsoner rather than later.

industry is prime for consolidation.

o
O

TWST: What are the strongest stocks now?



ANALYST INTERVIEW — MEDICAL DEVICE COMPANIES AEVWNTH CHANGING TIDE

Ms. Wuensch: Strongest in what way? Ms. Wuensch: | don't have any under “underperform”

TWST: The best stock picks. ratings on my coverage list at this stage, as | believe that med tech

Ms. Wuensch:| think thatCovidien is in a great position. valuations are still low compared to historical averages and the in-
The company, which has been publicly traded since June 2007, lhsstry growth rates.

been executing its strategic plan. Management has sold off noncore, TWST: As you talk to management at the moment,
lower-margin businesses, purchased adjacent, higher-margin bushat's their level of confidence?

nesses, and invested in research and development to drive higher Ms. Wuensch: Which management?

operating margins. In addition, management has managed the com- TWST: Just generally, management of the companies
pany’s debt burden, tax rate and cash flow. For the stock to worthat you cover.

continued leverage of the P&L, which should drive top-line growth Ms. Wuensch:| think in general, they are feeling better
and bottom-line returns, should do the trick. this year than a year ago. It was just last March when health care

Stryker is another one. The stock should benefit from aeform hit the tape, and companies as well investors scrambled to
recovering orthopaedic market, a recovering hospital purchasinmderstand the pending changes. In some ways, it was a perfect
environment — the MedSurg business is roughly 40% of sales -storm — managing a weak economy while preparing for health care
and an easing regulatory environment. Two of the company’s foueform. Fast-forward a year, the economy is better, we know what
FDA warning letters have been lifted. Further, the company has al«e’re doing with health care reform and decisions can be made how
most $4 billion in cash on the balance sheet. to manage the med tech tax. So | do think that managements are in

Finally, | would point toNuVasive (NUVA). With reim-  a better spot, which is part of the reason we anticipate more M&A
bursement questions behind it, the company management hashe next 12 months than the last 12 months.
guided to 30% to 35% revenue growth in 2010, as it continues its TWST: What is investor interest like at the moment?
momentum in the U.S. with the introduction of lateral access spine Ms. Wuensch: Exiting the fourth quarter of last year, |
surgery. And management is just beginning to push outside of tistarted to see a pickup in interest in the group, not just from the
United States. Further, the technology is well positioned in the cuealth care specialists but definitely from the generalists, which is
rent health care economic environment, as the procedure loweeflected in the stock multiples today versus last September and
operating room time, the number of hospital days and returns p@ctober. Further, | anticipate that the level of interest will continue,

tients to their normal activities faster. as we move back to industry fundamentals and away from economic
TWST: How is the economy affecting the industry at and health care reform concerns.

the moment? TWST: What are you advising investors to do now?
Ms. Wuensch:At the moment, the industry is in a recovery Ms. Wuensch: We have an “outperform” rating on the

mode. At the first light of the economic downtume witnessed a group. We upgraded the med tech sector last fall, on September 18,
slowdown in breast augmentations, lap-band proesdand laser to “outperform” from “market perform.” And we have maintained
vision correction — things that are truly electiVae secondary items the rating. Every investor is different. Some are looking for turn-
were items that are not so elective but can beideresl elective for around names, others for acquisition candidates, and some are look-
now, such as hips and knee procedures. Duringyabresf period, ing at fundamental industry and market share shifar
items that we never thought of as elective wereattgal, items such conversations with investors have covered these three themes, while
as glaucoma eye drops. In the recovery mode, weegjiening to see understanding their appetite for risk and market cap preferences.
a return of the hip and knee procedures but haenaned quite yet TWST: Thank you. (MRR)
to the truly elective procedures, such as las@rvisorrection.

TWST: What do you see in terms of capital spending Note: Opinions and recommendations are as of 03/22/10.
on the other end, the hOSpital end? JOANNE K. WUENSCH

Ms. Wuensch: At the hospital end, some of the capital Rasearch Analyst
purchasing delays are somewhat temporary; you can't put them offy1o Capital Markets Corp.
forever. Many hospitals received a dual hit last year — the economy Times Square
and the uncertainty associated with health care reform. It appeagg.,y York, NY 10036
that the environment is improving somewhat, although with a Iong(212) 885-4113
tail, as economic recovery and clarification on health care reforny w.bmocm.com
should revive spending. Now what they choose to spend on first is
still to be seen.

TWST: Are there any stocks at the moment that you
see as particularly weak or that you have a “sell” rating on?

For disclosure please see http://researchglobal.bmocapitalmarkets.
com/Company_Disclosure_Public.asp?nl=Y.
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SECTOR — MEDICAL DEVICES
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o
more efficiently, cut some discretionary and other spending to of3et

(ABF807) TWST: How has the medical device landscape that. But | think the FDA has gotten more difficult, and theyxs

changed since we last spoke in September 2009?

been pretty high profile, clamping down on the 510(k) procégs,

Mr. Jonas: | think it's gotten a little bit more difficult. demanding more data, oftentimes demanding superiority dgta.

There’s been more price pressure,

especially across some of thg¢
cardiovascular devices, like drug-elutin
stents and to a lesser extent pacemak
and defibrillators. Last time we spoke
was about six months ago, whgaston
Scientific (BSX) looked like they were
really getting their act together, with &
new CEO and a couple of good quarte
behind them. And now they run into
these challenges of price pressure acrg
their businesses, the loss of some ke
employees and another round of issu
with the FDA. While a lot of that is
specific to them, | also think some of i
is kind of symptomatic of how the
environment is more difficult now.
TWST: What factors are
making the environment more
difficult? Health care reform has been
pushed through — do you foresee
challenges on that front? Or is it more

Highlights

Jeff Jonas outlines the hurdles facing
the medical device sector, namely
health care reform, the FDA and the
economy. He underlines St. Jude as a
top stock pick, citing the company’s
fast-growing portfolio of new products.
Mr. Jonas says both industry managers
and investors are cautious on the space,
and he warns investors to keep their
eyes on specific stocks, those that are
experiencing growth and have the most
to gain from health care reform.
Companies include: Boston Scientific
(BSX); St. Jude Medical (STJ); Edwards
Lifesciences (EW); Genoptix (GXDX);
Kinetic Concepts (KCI) and Smith &
Nephew (SNN).

so the economy and/or the FDA?

Timelines for product approvals hav§
stretched out a bit longer. Then some of the
price pressure is coming from hospitals
well. They are seeing more uninsured aﬁj
charity cases, so their financial health is n§t
as great. And they are asking for discou@s
from a lot of the medical devices compani&s
to help deal with that. g

TWST: What are some strong
stock picks at the moment and why?

Mr. Jonas: | think St. Jude
(STJ) is going to emerge as a winner frogm
all of this. They’ll benefit from some of thsga_
problems thatBoston Scientificis going <
through. They will gain some share i%
pacemakers and defibrillators just beca
they are such a reliable supplier with @
range of new products that are coming &
market. So | think they’ll benefit fromg
Boston Scientificbeing off the market and-
hiring away certain key employeeSt. E
Jude’s business is just so well positionef®
on its own now. They've got great produ

t

sSsion con

Mr. Jonas: It's really all three of them. Health care platforms in neuromodulation and atrial fibrillation. And now th
reform, | think, is mostly neutral for the medical device industryare starting to build up their cardiovascular division with guidewirgs,

will be able to manage through that. It is tax deductible. It's possibleeed stents or not. They've got one of the fastest organi

ly

There is the excise tax, 2.3%, that starts in 2013, but | think théyeart valves, the new pressure wire that can help determine igou

they will be able to raise prices a little bit to offset thahalgh it's
far from clear. And then | think companies will be able to operate

growing portfolios of the large-cap medical device companies. O
TWST: At the moment, are there any companies you
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perceive as weak or that you have a “sell” rating on?

Mr. Jonas: We've already covereBoston Scientific and
they have a lot of issues that will take a sigaificamount of time to
resolve. | thinkEdwards Lifesciences(EW) is just trading at an
extremely high multiple right now, 15 times EBITDahd almost 30
times earnings. | just don't see any upside lethénstock at this point.
| think the potential for percutaneous heart valigeBuge. They've
proven that in Europe, and they will be

this could start to move back towards a more nommatiple and
kind of more normal level of investor interest gpfiorward.

TWST: Given the sense that you have of cautious
optimism, what are you advising investors to do at this point?

Mr. Jonas: | think you just have to be very stock specific.
Look at who has the best organic growth, who is going to benefit
the most from reform, and put your money to work along those

principles. Some of the retail

in the U.S. in the next couple of years:
But at the current valuation, | just don’
see what upside is left for the stock. An
if there are any delays or any snag

pharmacies are going to get a lot of
extra volume and benefit from both
the generic wave and health care
reform over the next few years. They

along the way to U.S. approval, ther
certainly could be a lot of downside. S
that's one name that we've bee
avoiding recently.

TWST: You discussed

S5O 0 g o

“Health care reform, I think, is mostly
neutral for the medical device industry.
There is the excise tax, 2.3%, that starts
in 2013, but | think they will be able to

manage through that’

didn’t have to pay any taxes or accept
lower reimbursement to get that. |
think large-cap pharma struck up a
very positive deal with the

government and that they will benefit

several specific products, but is there
any company whose product
addresses an unmet need and could

over time. While they did agree to
significant taxes and discounts, they
maintain their pricing power and

unexpectedly drive growth in the
next few quarters?

continue to shift towards biotech
drugs with 12 years of exclusivity.

Mr. Jonas: | think one company that has great growth isWith device companies, again, it's a little bit company specific.
Genoptix (GXDX). They are a diagnostic testing company forReform is probably neutral for them, with the potential for some

blood-based cancers, like leukemia. They've goeatral lab in
California that they are expanding to run all ddititests. And they
just continue to put up very good growth of 309096 on the top
line per year. They only cover about half of theirdoy so far, so
they are hiring sales people and increasing thaikating efforts to
reach to the whole country. And now they are stgrtd test for new
types of cancer as well. Colorectal cancer is aothipe that
responds well to genetic tests, where you can gutus drug and
what therapy is best. They are starting to acgaind license
proprietary tests as well. | expect them to comtino grow very
rapidly and the management team has always beeenely
conservative in their guidance. So | think therecéstainly the
possibility of some upside in the next few quarters

TWST: As you talk to management teams in the
sectors you cover, what's their level of confidence now?

modest volume gains being offset by the tax. You just have to look
at who has the best portfolios, like the names we've covered so far,
St. Judeor Genoptix.

1-Year Daily Chart of Genoptix

Mr. Jonas: | think they are pretty cautious at the moment
They are glad to see clarity in health care reform. And it's somewh
neutral for devices, but they can go ahead and plan for th¢Chart provided by www.BigCharts.com
businesses now. They are very confident in international growth, a
little less confident in the overall economy and the impact on TWST: As you have discussions about the industry or
procedure volumes. But health care is a defensive industry thattiee medical device sector, is there anything in the debate that's

continuing to grow, so | think there is still a fair amount of cautioudeen misinterpreted or misunderstood?

optimism out there amongst the management teams.
TWST: What are investors’ perspectives on the field
and the sector at the moment?

Mr. Jonas: | think that one company that’s being
misinterpreted iKinetic Concepts (KCI). They make a wound care
system that's called vacuum-assisted closure, \@kGliort. They've

Mr. Jonas: | think a lot of investors have been avoiding been embroiled in some patent infringement suitsaftong time.

the sector throughout the health care reform debatey didn't like
the uncertainty. Maybe they didn’t understandtal complexities of
the bill, with the taxes versus the extra volumet the industry is
going to get. So | think it's been out of favor forhile, and health
care stocks trade at lower multiples than the S&®&all. So I'm
again cautiously optimistic that now that we’ve goime clarity, that

They are the dominant player in the market and raéwether
companies are trying to enter or to compete wigmth—Smith &
Nephew(SNN) is the biggest one and several privateigiaras well.
These companies have already entered the markiKGinis suing
them for patent infringement. They recently wonig ¢ase in San
Antonio againstSmith & Nephew that found some of the newer
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foam-based products did in fact infringe, and thatiportant for  diversify to hold off any of these new competitors.

them. That gets all the attention, but it's misgimg point. It's already TWST: Thank you.

a competitive market th&Cl continues to grow and dominate, so

there is only upside from the case. B@l is diversifying away from Note: Opinions and recommendations are as of 04/05/10.
the traditional wound care market. Most of theiowgth now is

coming from the LifeCell tissue implant business foings like JEFF JONAS

hernia repair and breast reconstruction after cambeir new wound  Co-Portfolio Manager, Gabelli Healthcare & Wellnes Trust
care systems are getting into the surgical suékpirtg improve both  Gabelli & Company, Inc.

the healing and the cosmetic results that come siftgery. They are  One Corporate Center

diversifying into new markets, like Japan, that 'tdmave the  Rye, NY 10580-1422

competitive impact. And the recent patent infringeincase is only  (914) 921-5100

upside. These recent positives are being overlobletihe market;  (914) 921-5392 — FAX

everyone just focuses on the fact that historicetiynpetition has  www.gabelli.com

been increasing. There was a lot of fear that tignless would fall

off the cliff, which is why the stock only trades1d times earnings, Disclosure: Gabelli & Company, Inc., owns shares of BSX, STJ, EW,
but that's simply not going to happen. They corgiria grow and GXDX, KCI and SNN.
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deteriorate. Our thesis was that that's not gaingappen, based org

(ABF802) TWST: How would you say the industry has changed a detailed analysis of the capacity across the ehark produceg

since we last spoke in September?

Mr. Miksic: | would say that
| don't think the industry has changed a
awful lot. There have been some evoly
tionary changes, but even with respect
reform, | don't believe investors are
looking at the health care reform bill an
enumerating all the different ways it ig
going to immediately change the me
tech or hospital supply industry. | think
in the out-years, if we think about in
creased coverage, it should be a beneg
to a varying degree by market and b
demographic. But in the near term, ce
tainly in the next two or three years, w
don't expect the industry to be change
by this event, even though it's obviously
gotten a lot of media attention.

TWST: What are your top
stock picks at the moment?

Mr. Miksic: In the large-cap
space, we likdBaxter (BAX). We liked
it last year also, but the thesis for 2010
slightly different than it was for 2009.
The story last year was the market we

Highlights

Matt Miksic discusses his current stock
picks in both the large- and small-cap
medical devices and hospital supply
spaces. He identifies a recent trend of
smaller extremities, sports medicine and

spine companies taking market share
from larger players. Mr. Miksic outlines

the strategies those companies have
employed to achieve double-digit growth

rates. The analyst returns to Baxter
International frequently, dissecting the

company's divisions and explaining why

it's a solid pick.

Companies include: Baxter International

(BAX); Zimmer Holdings (ZMH); Kinetic
Concepts (KCI); NuVasive (NUVA);

Johnson & Johnson (JNJ); Medtronic

(MDT); Wright Medical Group (WMGI);

Integra LifeSciences Holdings (IART);
Synthes (SYST.VX); Stryker (SYK) and

Alphatec Holdings (ATEC).

worried. Investors were concerned over

stability of the plasma market and the possibilitat oversupply
would trigger an imbalance in the market, causimg market to

To put this into context, with all due respectBaxter’s
Medication Delivery and Renal divisions, they were significantly

products like IVIG, albumin and Fact
VIIl. So by the end of the year, twQ-
things happened. One was that the mfg-
ket got comfortable with the idea theg
there will be ebbs and flows in the su@f
ply and inventory of IVIG, but that over<g
all the plasma market will remain stabl%
That’s one thing, which was a meanin
ful change in the psychology associatenl
with the stock. The second thing that h;‘azfs
happened is that the market is beginnifgy
to realize that there has been a dispropgz-
tionate focus on IVIG, out of proportiorf
to the actual economic sensitivity of thg
stock to IVIG. So we saw a U.S. IVIGS
business that was growing double digig
in the front half of last year, slow to mid2
single-digit growth by the back half OLSL
the year. But that realization in and gf
itself did not take much out of the stoc;k%
certainly much less than | thought
would have taken out of the stock a ye&r
ago. Now as we look into 2010, part @
the story is that we are dealing with &,
slower-growing U.S. IVIG business, pa'r%

ticularly in the first half. 8
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underperforming Bioscience over the past five years. So the stock TWST: Do you have a“sell’ rating on any stocks? In
has really been a Bioscience story, dragging these other divisiopsur opinion, which names are underperforming?

behind it. Going forward, Bioscience Mr. Miksic: We currently
remains in itself a very well-diversified have an “underweight” orKClI,
portfolio of products, growing in the which is more of a relative perfor-
mid- to upper-single-digit range. But mance rating versus our overall uni-
these other businesses have now picked “ If you are looking for another stock verse, but nothing that | would
up the pace a bit. There is a new pump where we have a lot of conviction, we consider a “sell” rating.

product that's driving high-margin| would highlight NuVasive (NUVA), which We have a couple of
pump-set revenues. There are some new has been a favorite of ours for several small-cap names that we like very
nutritional products and anesthesia is years. It's what | would call a core med much. If you are looking for another
still a very good business for the com- tech growth holding’ stock where we have a lot of convic-
pany. So the Med Delivery division ig tion, we would highlightNuVasive
picking up the pace and driving some (NUVA), which has been a favorite
higher-margin products. Renal is als of ours for several years. It's what |
improving, driven by peritoneal dialy- would call a core med tech growth

sis, which has been historically underrepresented in the U.S. Evbkalding. The stock came under a great amount afspre over the
in this early stage in the year, we are starting to see a pickup, in Piast three or four months due to concerns overb@isement, but
which changes the profile of the overall stock to one that’s drivethat's since been alleviated and the numbers hestdgen coming in
by three divisions, not just by one. very solid. We like spine a lot. Here is an exaniplesponse to your
earlier question of something that has changedia thie last several
months. One of the dynamics that has been playihgnomy uni-
verse in certain markets — not all markets, nos lapd knees, for
example, but markets like extremities, sports mediand spine —
smaller companies have had some success taking fsbar larger
players by leveraging a few common strategies: ga#ing high-
quality, new products to market faster; two, higvels of service and
responsiveness to surgeon feedback. Of courspradects must be
innovative, differentiated and competitive with fireducts of larger
players, likeJ&J (JNJ) andedtronic (MDT), which happen to be
the market leaders in the spine market. But intahali, that's what
drivesNuVasives share gains and has been for the past several. ye
It's also what's been driving share gains in th&eswities orthope-
dics market, where smaller players [W&ight Medical (WMGI),

1-Year Daily Chart of NuVasive

Chart provided by www.BigCharts.com Integra (IART) and privately heldornier are executing quite well
on a similar strategy as well.
TWST: What is the supply and demand balance for In spine, there are four market leadeMedtronic,
the medical devices sector? DePuy Spine part of J&J, Synthes (SYST.VX) and Stryker

Mr. Miksic: | don't think inventories are a big issue any- (SYK), and they all talked about weakness in their respective busi-
where. There was a situation, for example, that — not new newsses in the fourth quarter. The conventional wisdom is that if you
— but about a year agimmer (ZMH) was faced with some share look at the growth rate of the top five players of any market, cover-
losses; they ratcheted down their production. They talked about thigy, say, 70% to 80% of the market, normally you would be able to
throughout last year, that they were working down inventories amtbmfortably assume that you’ve got a pretty good read on the mar-
operating at lower production levels. That is starting to work its waket. In this case, however, every one of those large players is now
through their model now. That was one example, but not much evasing share. Recentl8tryker, joining that group, is now losing
dence that inventories are a widespread problem. These compangsre to the likes dfiuVasive and privately heldlobus Medical,
| think, are pretty good at matching their production to demand. THeoth of which are growing over 30%.lphatec, also a smaller
challenge around plasma and the reason why there was such a fdayer, is now growing at almost 30% annudipmet was public,
of oversupply and demand imbalance was because there wevent private and turned its spine business around, which is now
manufacturers converging on the U.S. market and adding capacityowing over 20%lntegra Spine, a small player, is also growing
It's a long-cycle production process — a year or so in terms of cohorth of 20% by our estimates. So all these small players are execut-
lections, regulatory procedures regarding testing and safety, amdj on the strategy that | described with varying degrees of success,
finishing these proteins into products. So historically it's been difand they are all taking share from the large players. So the conven-
ficult for companies to effectively correct their course of productiorional wisdom is that spine must be really slowing down because the
if they were all rushing in the same direction. But our analysis agagrowth rates of these four largest players is slowing. We would say
indicates that they are not. that it's just the opposite. And for these smaller players Nikeéa-
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sive to all be growing in the 20%s and 30%s, the market must beeaded towards what we thought was going to bea fesult on
hanging in there. In fact, if you add up all the numbers, we estimalealth care reform in January or February, thatldvoemove the

the spine market is growing in the 10% to 11% range. remaining uncertainty as to how much of a taxweite going to pay
TWST: What are management$ opinions and the and what the impact was going to be, then we, askpow, took a
level of confidence at the moment? few steps backwards after the Massachusetts electiod even

Mr. Miksic: We have not seen broad-based hiring, but wéhough intuitively you might expect this would beeat for health
are seeing investments in areas where companies can take sharecane stocks because this meant that health canenrefasn’t going

grow their business. A good example to happen anymore, but what it really
is Wright Medical , which announced meant was we don't know what's
as part of their 2010 guidance that going to happen next. So | think that
they will be investing in their extremi- “ [W]hat we see now that the bill is uncertainty washed a lot of the enthu-
ties business, where they can get|a signed in, stocks are actually behaving siasm out of the health care sector, and
great return on their investment in the  well again. We may not like the final it sort of threw that recovery, that
form of growth and share gains. So bill, we may not agree with the excess health care reform resolution trade,
they are adding sales reps there; they tax, we may not believe that it's going kind of off the rails.

may indeed add some new producis to solve all the problems in the health What we're seeing now,
there. But when you have a business care system, but the completion of the what we see now that the bill is signed
that's growing 15% to 20% and taking bill reduces uncertainty! in, stocks are actually behaving well
share, generating operating margins of again. We may not like the final bill,
approximately 20%, | don’t think you we may not agree with the excess tax,
want to be squeezing cost out of that we may not believe that it's going to
business. You want to be investing in that business. So there aave all the problems in the health care systemftte completion
areas where companies were doing that. of the bill reduces uncertainty. So | think entlgsn for these stocks

On the other end of the spectrum, we see hospitals, whid going up, and | think it will go up further armdtract generalists
have clamped down on capital spending and budgetary decisionsadito have been avoiding this sector.
all levels over the past 12 months to 18 months, and there is no sign On the economy, | guess going back to the waywearexd
that they are unwinding those controls. They are certainly reviewintge question at the top is | don’t think there'®meany meaningful
every purchase carefully as they have over the past 12 months. Tloange in the slope of recovery or data pointswiatid tell us that
are selectively buying but generally in areas where they can geita going faster or slower. | think many of the nkets that we cover
return or where they must spend to repair and maintain operatiorage in kind of a steady risk-recovery phase, ardetis a handful of
markets that you could argue are a little bit meremployment cor-
1-Year Daily Chart of Wright Medical Group related maybe and consumer correlated, which msly fheir recov-
ery cycle a bit further out through the end of §ésr or sometime
next year. And | don’t think that's changed.

TWST: You mentioned how the stocks might benefit.
Do you think any particular subsectors are more likely to ben-
efit than others and why?

Mr. Miksic: Benefit from the health care reform?

TWST: Yes.

Mr. Miksic: | think that you could make the argument that
it's a younger patients’ bill because older paséior the most part
will have at least Medicare and oftentimes sometimraybe better
than Medicare in the current environment. So whew'rg talking
about adding new covered patients, | think you Hawhink about

Chart provided by www.BigCharts.com the incremental benefit being towards the youngsiept popula-
tion. So that would mean spine, for example, trapatient popula-

TWST: Where is current investor interest in this sace,  tion that's only about 20% Medicare, 80% privatg pad therefore
given the recent health care reform and state of tneconomy? an area that could benefit from additional coveragauma and

Mr. Miksic: | think on the first point, the health care re- extremities could also benefit as well as sportslioiee, all of
form in some ways kind of whipsawed investors eatliis year. The which have exposure to younger patients. Thosesamee of the
reform issue came onto the scene about a yearltagot a lot of areas in my space that could benefit from addedrene.
pressure on health care stocks, but as we gotrcosecloser to a TWST: What are you advising investors to do now?
certain resolution of some kind, whether we likieokinot — regard- Mr. Miksic: We've been buyers of health care ahead of
less of whether we felt it was a good idea or aitled politically, or ~ what we expected to be a resolution of health care reform earlier in
from budgetary standpoint or competitively for thisuntry — the the quarter. So we are certainly buyers of health care generally
closer we got to resolution, the better stocks vibefteaving. As we today. We don't often look at what's going to move the most in the
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next month that makes a call, but | would highlight the fact thatow because IVIG is slowing in the U.S. | thinktthaort of back-
many of the names in our group with narrower profit margins wereards, so we’'ll be driving that thesis home thiarye

singled out about six months ago, when the excise tax emerged in

TWST: Thank you. (MRR)

its prior form, which would have taken a greater toll on these com-

panies as a percentage of profit. So namesNikght Medical and

Note: Opinions and recommendations are as of 03/23/10.

NuVasive got clipped much harder back in September and October,
and as a result within my space, | would argue that they will seeMATT MIKSIC

bigger bounce-off of the resolution of the reform bill.

TWST: Do you find any concepts to be generally misu
derstood in this space or missed entirely by othenalysts?

Mr. Miksic: A couple of things. One of them I think | men-
tioned was the idea that the market perceptidmaisthe spine market
is slowing significantly. As | mentioned, our arsily indicates that
when all the smaller players are included in theketawhich is the
way we look at it, growth is actually hanging ireté pretty well. In
many ways, we view spinal fusion as a surgery sifi@sort, similar
to trauma. Candidates for fusion have tried phygherapy, often
other interim operations and injections, pain matihnn and are in
pain that prevents them from working, sitting antydown comfort-
ably, exercising and so on. So that’s one, | gubssdifference we
would have with, | would call, conventional wisdafthe Street.

The second point | would say where we differ frdme t
Street is with respect tBaxter. The investor psychology around
Baxter has really been hyperfocused on IVIG, and | thinkou
would ask someone a year or two ago how big is 19t@Gow high
are the margins of IVIG, the thinking would haveebét's a very
high-margin product; it's the biggest product ie Bioscience divi-
sion, and it's driving most of the margin. And thiere the fear was
that when it stops or slows down, it's going td ile fundamental
story of the stock. What we have been emphasizieg the past six
months is if you dissect the Bioscience businBagter’s U.S. IVIG
business is around $1 billion. Recombinants, atsbgf the Biosci-
ence division, is twice the size of the U.S. IVIGsmess, with twice
the profit margins. So it's an important producd @m important part
of Bioscience. But even though it’s counterintgtias IVIG slows
against a steady Recombinant growth rate, mix Hgtimproves,
which is not what most investors would have expkatstil they
drilled into the numbers. So we’ve been emphasipirogiucts like
pump sets, which don’t sound very sexy or excitmg,they carry a
higher margin than IVIG. Nutrition also doesn’t sdwery exciting,
but it's higher margin than IVIG as well. Anestlesiarries quite
high margins. And many of these businesses arenguaround and
continuing to grow faster than the IVIG businessngntional wis-
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SECTOR — MEDICAL DEVICES ance, the more that will be seeking treatments. So it will be sttef8

(ANT603) TWST: Would you begin with a brief historical ing to see over the next few years how that plays out. F\rl
sketch of the company and a picture of the things you're doing TWST: Do you feel pretty positive about health care{y
at the present time? reform as it stands right now? j‘l
Mr. Cullimore: Dynatronics is a manufacturer and dis- Mr. Cullimore: Well, certainly there will be some conf

tributor of medical devices and supplies. Thifisphysical medicine  panies benefiting, some that don't. A lot remains to be seen, h&¥ it
market. Specifically, that's physical therapy, opiractic and athletic actually is implemented. We believe there’s certainly an opportu@ty
training. Dynatronics has been in business for aB0wears and on for Dynatronics to benefit from greater sales as a result. All medfal
Nasdagq since 1984. We have in the last couple afsygone some device manufacturers are going to have to raise prices becausegthere
vertical integration that took us from being solelnanufacturer with  is a tax being levied on medical device companies. But that means
some distributed goods, to having a direct saleefé\nd we've also  that taxes get passed along to the customers. So that might h8ve a
started distributing products to other companies.w®'ve gone little bit of a dampening effect, but the increased demand foréer-

through some real big transitions in the last fearg. vices should more than offset that. -
TWST: Tell me a little bit about your own background TWST: You had a price increase recently. Was that af_,)
and those of some key members of your team. positive development for you? 5
Mr. Cullimore: I'm one of the founders of the company. Mr. Cullimore: It was about a year and a half ago we cijd

My father and | started the company back in 1979, so we've bedine first price increase on our capital equipment in the history otghe
involved from the very beginning. The company started off trying teompany. That was a necessary change to catch up with some.&f the
get approval for a laser device that was not successful, but Wwereased costs of doing business, and it did not seem to hge a
pushed it through the process. And by the early 2000s, the FDA hddmpening effect on the sales.
approved that particular device. So it's kind of a unique start for the TWST: What's the competitive landscape like and.
company. Most of the people that are in top management of tiéhat do you see as some of your competitive advantages?
company have been with us 15 years or longer, with one exception. Mr. Cullimore: Dynatronics is in a unique positiong
So we have a very seasoned management team, one that underst@ihdge are only two companies in our industry that have a direct %Ies
our industry extremely well. force. The other company is not a manufacturer, they are a distfibu-
TWST: How would you describe the outlook for the in  tor only. So we're the only manufacturer and distributor who hagits
dustry in general and for your company in particular right now? own distribution channel. We think that's a distinct advantage gnd
Mr. Cullimore: Dynatronics is in a segment of the indus-gives us the opportunity to go right to the market with informatign
try that should benefit greatly from the increased Baby Boomers and products that we think are very attractive. Dynatronics @as
the aging Baby Boomers. The need for physical therapy servicegong intellectual property on its devices, which makes them yery
and rehabilitation services continues to be a growth industry, nattractive. We have a great history of service and reliability. S@as
just from the aging population, but also from a more active populdar as the market itself goes, we have a distinct advantage befause
tion. And so we feel that we're in a very good market. The physicale're the manufacturer of the highest-margin items; they ha\é a
therapy market should benefit also from increased health care fragreat reputation. We now have a sales force that is the most ed@ated
the “Obamacare” announcement; the more people that have insand knowledgeable sales force on capital equipment in our industry,

ion p

uct
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and we're one of the only two companies that actually has a diregtisitions in 2007. The fiscal year ending in 2008 was a very diffi-
sales force on the street. So we believe we're in a pretty uniqealt year for us. We lost about $2.5 million plus had to write of
position to compete. about $6.5 million in goodwill. It was a very devastating year from

TWST: How has the recession impacted Dynatronics? that perspective, and that was announced in the fall of 2008, which

Mr. Cullimore: Everybody has been impacted by the re4s right when the recession began. So combining all those things
cession. Sales are more difficult, people are more cautious, espegether, our stocks started to tumble, and | think by March of 2009,
cially on the capital-equipment side. Just prior to all of thist dropped down to as low as $0.17. So over the last year, Nasdaq
occurring, we concluded the acquisitions | had mentioned earlibas granted postponements of implementing the dollar minimum
and had just concluded a very, very difficult year, where we had lobtd and then didn't do that any longer. Fortunately, we've turned
several million dollars. And now that that's turned around, we'véhings around and the company was showing significant profits
generated six consecutive quarters of profitability, maintained @again, and the market responded. With the announcement of that
increased sales despite the recession. And so given the backgroand quarterly increase that you just mentioned, with over 200% in-
of that recession, we're quite pleased with the turnarounds that hasrease over the prior year, the market responded very positively and
occurred. A year and a half or two years ago, there were peogdashed us back up over a dollar.
writing us off, thinking that we weren'’t going to survive. And not TWST: Would you tell me how you addressed those
only have we survived, we've thrived. issues and how you were able to post increased profitability?

Mr. Cullimore: Yes, the big challenge was rationalizing
— after buying six other companies, all within two days — rational-

“We've established preferred vendor izing all the costs. And it just took a little bit of time, aldittonger
agreements, with national and regional than we expected, to get all those costs rationalized. But we were
accounts representing over 2,500 clinics. Our able to maintain sales while cutting costs dramatically and increas
most recent agreement was with WorkWell ing profitability. While sales have not increased dramatically — |

Systems, and they alone look like they’ll add
another 2,000 clinics. So we're in a position
where national accounts are more attracted to
us and as their current contracts expire, we

become a very viable option”

think they are up a couple of points over the prior year — the big
change came, improving margins by a couple of points and cutting
our costs significantly. For instance, one of the things we've been
doing is we've launched an e-commerce solution. That alone will
lower our costs, when we launch that next month, quite a bit. And
S0 again, one more tool in the workbox to make sure that we remain
TWST: What do you mean by capital equipment? profitable and increase that profitability.
Mr. Cullimore: Durable equipment that we manufacture TWST: What's the strategy going forward over the
as opposed to consumable supplies. Consumable supplies arenaixt four to eight quarters?
ways in demand. As long as you are treating patients, you've got to Mr. Cullimore: We have multiple strategies. Number
have them. Capital equipment is more durable. You may put offne, we anticipate introducing some new products, which will al-
buying that new treatment table, and you may put off buying thoseays help out. So in the next four to eight quarters, you should see
new electrical stim units or something of that nature. And so weome significant product introductions. We're working on some
have recognized that the supply side of the business is pretty cdarge national accounts. That's where our focus is because we're
stant. Capital equipment sales dipped during the recession, but bew a broadline distributor as well as a manufacturer. So it won't
cause we have the supply side of the business as well, that increasedbringing on one clinic at a time, but big chunks of clinics to do
And now capital equipment sales for the last six months have begbosiness with us. We're introducing our e-commerce solution,

to show a significant improvement. which will make it much easier to do business with us and allow us
TWST: So you're seeing a positive trend in spending to reach out into broader markets. We’'ll continue to focus on the
among physical therapists, chiropractors and trainers? strength of our distribution network and we’ll be looking at interna-

Mr. Cullimore: Yes, there have been some changes in ouronal expansion, which has been a difficult arena for us in the past.
market that have given us an opportunity to acquire some larifge believe it can be a very positive thing in the future. So we have
customers. We've established preferred vendor agreements, wittbig focus on new products, focusing on big accounts. We have a
national and regional accounts representing over 2,500 clinics. Of@cus on capitalizing on our distribution network and introducing
most recent agreement was with WorkWell Systems, and they alotie new tools, making it easier to do business with us.

look like they’ll add another 2,000 clinics. So we're in a position TWST: What pushed you into this space, in which
where national accounts are more attracted to us and as their curngmi’'re going after these big accounts?
contracts expire, we become a very viable option. Mr. Cullimore: It was the acquisition. It was a vertical

TWST: In February you reported net income up integration that we did two years ago. Instead of just being a manu-
245%, and that was right after you announced that you had facturer of a smaller segment of the product line, we now offer over
regained compliance with Nasdaq minimum share price re- 12,000 products instead of a couple of thousand products. That
quirements. First off, would you give me a sense of what prob- broadline offering now makes us an attractive alternative to large
lems you had prior to this period? accounts who like to try and find a single source to deal with. And

Mr. Cullimore: Well, there is no question, it was the ac-so by offering the competitive value of local service through our
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distribution network, the best products — which we’ve always been TWST: What would be the two or three best reasons
the manufacturer of — plus the added benefit of doing business wifibr a long-term investor to look closely at Dynatronics?
us on distributed items, makes us truly an attractive option for these Mr. Cullimore: | think number one, it's a matter of looking
large national and regional accounts. at what has happened within our current marketplEteere have been
TWST: When you spoke with us last fall, you men- a lot of changes within our specific market thavehaositioned
tioned the V-Force vibratory therapy device, which was then Dynatronics uniquely for growth. One main competit@as bought
newly released. You also hinted at some other new products. out by another one, and a main manufacturing catopetas recently
How has the V-Force turned out for you and do you have any closed down, with its operations redistributed tbeo operations
other products you are particularly excited about? within its parent company. Those unique factorehawt Dynatronics
Mr. Cullimore: Yes, the V-Force was an exciting productin a position to take advantage of that and see significant growth
to introduce. Unfortunately, it came at a time when demand for arig the next year. That's one factor, so just ouregal market.
kind of capital equipment was diminished and a high-ticket item Number two, if you look at the history of our stakd you
like that was even more difficult. So we have not realized the sanh@ok at the price, we've been in business for 3@rgeWe're a solid
bump in sales that we had hoped for, but it has been well receivedmpany, strong balance sheet, things are lookingl.gAnd if you
in any practice that focuses on geriatrics or athletic training. Thodeok at our history, it's not unusual for us tadean the $2 to $3 range.
are the two arenas where it has done well, and we anticipaté it wind | think as we achieve some of our milestonesshould be back
continue to do well. New products coming out in the future, | wislinto that kind of range for someone who is looking a long-term
| could talk about, but | don’t want to give away the secrets. We daold. And we've done it before. So it's not someghihat we're hop-
have some exciting new products that we will be introducing in thiag for, it's something we've done.
next four to eight quarters. Finally, it's just the fact we've been able to do well in a
TWST: Has the company given lot of attention to in- recessionary period. So if we can do well in a recessionary period
vestor relations? Do you feel investors have a clear understand- like this, it certainly means that if the economy starts to turn around
ing of what you offer? even just a little and demand for capital equipment improves, there
Mr. Cullimore: We do our best. | think the challenge for should be some pent-up demand that will help boost sales and prof-
any micro-cap company like us, or nano-cap company, is that we ate as well. Let me add to that the potential impact from more uni-
not eligible for a lot of fund investments. And so we rely heavily orversal health care availability, and | think there are a lot of reasons
individual investors, and stock newsletters and things of that natuite. look positively at Dynatronics.

| believe that we've been around long enough that we're fairly well- TWST: Anything else you want to touch on or any-

known to many of those people, and it does seem to make a difféiing else that investors should know?

ence when we give them good news. It does seem to help. Mr. Cullimore: | think if they look, they’ll see there are
TWST: Looking ahead, what might be some year-by- large blocks of stocks that are held by inside ehalders, and

year milestones or indicators that investors might look for? those shareholders are very committed. And smktthiat’s also a
Mr. Cullimore: Our fiscal year ends on June 30 of 2010.good sign.

| think fiscal year 2011 is going to see a continued increase on the TWST: Thank you. (MJW)

bottom line and on the top line. We've not done a lot on the top line

in the last year. It's been increased slightly, but | think with all oKELVYN H. CULLIMORE JR.
these national accounts we are bringing on, there is a real potenti@EQO, President & Chairman
for top-line increase. And with tools such as our e-commerce iDynatronics Corp.

place, we should be able accommodate that additional busineg830 Park Centre Drive
without a significant increase in overhead or support costs, whiclalt Lake City, UT 84121
should result in better earnings on the bottom line. So | would ex{801) 568-7000

pect that over the next year, we should see year-over-year imprové301) 568-7711 — FAX
ments both on the top and bottom line. www.dynatronics.com
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SECTOR — MEDICAL DEVICES
(ANT602) TWST: Would you begin with a brief historical

past three years. This is one of the reasons we announced during our
2009 results call that we have achieved record revenue for the past

sketch of the company and a picture of what you are doing at three consecutive years. o

the present time?

o
TWST: How does your business break down by courg

Mr. Oczachowski: The company is now 30 years old, andtry or region? I

we have always been focused on developing, marnwiiagt distrib-
uting and servicing a range of products speciaizim therapeutic
ultrasound, mainly in the field of urology. We h=sly address two
major pathologies in urology. One is our lithotyifsvision, address-
ing kidney stones and urinary tract stones, anather is our HIFU
division, for high-intensity focused ultrasound,igthaddresses lo-
calized prostate cancer. The company is recogtfitzeslir extensive
expertise and worldwide leadership in therapeutrasound.

TWST: Tell me a little bit about your own background
and those of some key members of your team.

Mr. Oczachowski: | went to the University of Biology in
Lyon, France, and then International Business S¢latgn in Lyon,
France. After school, | worked in the pharmaceutiwdustry for two
years and then in the orthopedic device industraffiother two years.
Following this, | joined EDAP TMS 13 years ago &8akes Manager
for Latin America and the Middle East. | was bagetalaysia, in
charge of the Pacific area, and then came backdo In 2004, first
to manage EDAP’s lithotripsy division and then theole group. |
was promoted to CEO of the company three years ago.

TWST: You're headquartered in Lyon?

Mr. Oczachowski: Most of the business in terms of res
enue is generated from Asia and Europe, and we recently re@ved
U.S. approval for our Sonolith I-Sys lithotripsy device in Augst
2009. We sold our first device in the U.S. in Q4 last year, angswe
have since commercially positioned the company to fully ente@he
U.S. lithotripsy market in 2010. So our U.S. sales operatiovg, |
would say, are beginning to ramp up. South America and Latin
America are also generating revenue for the company as weIE but
most of the business is in Europe and Asia. And if you look atGthe
revenue stream from both of our sales divisions, 60% of our rev§nue
is from lithotripsy, which is the historical business of the compgy,
and 40% comes from HIFU for the treatment of localized pros*gate
cancer. HIFU is a new and innovative technology that the comgany
is bringing to market that will leverage and drive our growth.

TWST: Where are you targeting growth geographi-.
cally? Are you preparing for more business in the U.S.?

Mr. Oczachowski: As far as lithotripsy is concerned, v
received approval of our latest model, the SondiBlys, in Japan &
few weeks ago. The exciting thing is that Japahdsbiggest marke
for lithotripsy in terms of the number of machinestalled. We ared

rmission

) . g . . . . ) : e)
Mr. Oczachowski: Yes, the headquarters of the companyexpecting this to continue to drive our lithotripgpwth in Asia andg

is in Lyon, France.
TWST: How would you describe the outlook for the in
dustry in general right now and for your company inparticular?

particularly in Japan. And we are also expectiragid some additiona
revenue in the U.S., promoting the Sonolith I-$Ys.are expecting tﬁ
recognize additional revenues from these new deeg where we..

Mr. Oczachowski: For medical device companies and thehave our latest machine approved, and we are camgjtobviously to-g
overall market, it has of course been challenging over the past tygoomote this machine in Europe and the rest ofvibrdd. =

or three years, given the economic downturn, though that is mainly

TWST: The recent approval of the Sonolith I-Sys de-E

in the U.S. and predominantly for larger capital equipment compaice in Japan certainly had a positive effect on your share price@

nies. So our company, being positioned as a mid-sized capital equifthat does that mean for the company? S
ment provider with minimal sales in the U.S. at this point — we are

h

Mr. Oczachowski: Again, the Japanese market is tg

conducting a PMA clinical trial for Ablatherm-HIFU and recently largest market in the world for this type of equipment and the o|m-
received U.S. approval for our Sonolith I-Sys lithotripsy device —pany is very well positioned, as we have had our own subsidié‘?ies,
has not been significantly affected by the economic crisis over ttend sales and service teams in Japan for the past 15 years. We are
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extremely well positioned in this market. The Sonolith I-Sys matechnology that treats prostate cancer is based on long-term results.
chine is a very high-end, robotized and motorized device that me&ased on that and based on some technological differences, we cur-
the Japanese demand for very high technology and the latest inmently have about 90% of the market in Europe, where the technol-
vations in the medical field. We were already promoting our earliesgy is currently approved.
generation litho device, which is a lower-range product that has TWST: How was the company impacted by the reces-
been very successful in Japan. We are expecting the new Sono8Btbn and the current economic environment?
I-Sys machine to contribute even greater sales growth in the region. Mr. Oczachowski: Again, | believe the recession was
We are excited about its potential. quite strong, particularly in the U.S., but did not have as significant

TWST: You also have some devices in trial in the U.S. an impact in Europe. We have not significantly felt its effect thus
right now, correct? far, but it may take time. Usually the medical field and the health

Mr. Oczachowski: That is for the HIFU division. As | care industry are insulated a bit by recessionary effects. When the
said, the Sonolith I-Sys has been approved. We started to sell utialth care system is affected, it is cause for concern. But | am
during the end of 2009, and we are actively promoting the machimdeased to say that we have continued to grow our revenue for the
so that we can generate additional revenue in 2010. Now on tpast three consecutive years. Still, | would say that the recession is
HIFU side, where the U.S. represents the biggest market for praset yet over, and sometimes its effects lead to a more difficult pro-
tate cancer in the world, we currently have a clinical trial underwagess. | mean, purchasing processes are longer, projects are a bit
We currently have three machines based in the U.S. that are maflibwer, and | would say there are fewer hospitals investing. | would
lized between 15 clinical sites, which are among some of the masdt go as far to say that hospital purchasing patterns over the last
prestigious hospitals, such as Sloan-Kettering in New York anivo to three years have matched the global recession.
M.D. Anderson in Houston. TWST: Do you see economic challenges still ahead in
European markets?

Mr. Oczachowski: Yes, | think so. | think we hear a bit
less about it but in terms of doing business, we do not see a lot of
differences between last year versus two years ago. However, it is

“Most of the business in terms of revenue is still challenging. Again, purchasing decisions are harder, budgets
generated from Asia and Europe, and we are much more limited than what they were three or four years ago.
recently received U.S. approval for our Sonolith There is still business, but it is a bit more challenging and it &akes
I-Sys lithotripsy device in August 2009” bit more time.

TWST: Do you have a sense of what U.S. health care
reform will mean to the company as you come to market?

Mr. Oczachowski: | think there will be some time before
we feel its effects. As it relates to our businéssie have been some

TWST: Any sense of how long that process takes? discussions, particularly in the field of lithotsiyp during 2009 on

Mr. Oczachowski: That is a good question, and it is alegislation known as the Stark Law. At the end @2, it was said
difficult one to answer. We are currently in discussions with théhat lithotripsy was still exempted from that clawd nothing was
FDA and have held several meetings with them and with a panel dfianged, so we have not seen any change so fan,Aggiare still
experts approved by the agency to answer questions regarding toaducting trials for HIFU in the U.S., which aga@presents sig-
study’s protocol. Therefore, today we cannot really say exactly whatficant growth potential for the company. Since are still in the
the time frame will be, but we are committed to delivering clinicaFDA approval process, which may take another feargjeve will
results as quickly as we can. We are planning to announce a cleat be greatly affected in the near term by the refarm.

plan and strategy for our U.S. clinical trial by the end of April. TWST: Yesterday you reported record revenues, an
TWST: What's the competitive landscape like and increase in gross margin and a cash position of $18.2 million.
what do you as your competitive advantages? What were the keys to such a positive 2009?
Mr. Oczachowski: For the lithotripsy market, it is a very Mr. Oczachowski: Again, we have been working very

mature and competitive market. There are a lot of players, andattively in expanding our technology in existingrkeds that we are
would say that one of the main competitive advantages for EDAP csirrently approved in. But we have also penetragyd markets, with
our superior patented technology. It is exclusive and that means cAblatherm-HIFU and our Sonolith I-Sys lithotripsgwce. This has
machines have the best and highest efficiency quotient, as reporteglped to significantly grow our revenue. On a grnosrgin basis, we
in the scientific and clinical literature. With regards to HIFU, whichhave worked to decrease costs and increase tlueefy of our

again is a new technology in a very new but fast and growing marrocesses. Our fourth quarter and full year 2008gmargin expan-
ket, particularly in the U.S., we only have one competitor. There agon also reflected higher sales volume. Concemimgash position,
some differences technologically and there are also some diffete are extremely cautious about capital. Duringstireent economic
ences in terms of the development of the device. EDAP’s Ablatherrenvironment, we are trying to be even more cautimmeerning in-

HIFU was the first HIFU device to be used on a routine basigestments and expenses. If we make any investnreincor any

worldwide for the treatment of prostate cancer. And that is a bigxpense, we expect a very quick return.

advantage as well because one of the key points for evaluating a TWST: What's your philosophy on M&A, joint part-
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nerships or other tools that you might use to grow? company, and this will basically be the main indicator for the com-
Mr. Oczachowski: We are not currently on this path, but pany’s performance.
again we are a public company, so a lot of thires ltappen and TWST: What would be the best reasons for a long-
opportunities can arise. We would evaluate thepesyof projects term investor to look closely at EDAP?
if the potential was there to bring more speedsirehgth in grow- Mr. Oczachowski: | think it is the overall growth of the
ing our businesses and establishing our technaagiaew world-  prostate cancer market and the potential of HIFU to become the
wide markets. standard of care in treating localized prostate cancer.
TWST: We talked about your FDA trials. What else ison TWST: So it’s a relatively new way to treat that dsease?
the docket as far as getting approval from regulaty agencies? Mr. Oczachowski: Yes, it is a new way. Even though it

Mr. Oczachowski: Not in major markets. We received has been on the market for the past few years, and we have been CE
approval for our technology in several new markets last year. Omearked and therefore an authorized marketer in Europe for 10 years,
of our main initiatives is to work on U.S. FDA trial. 10 years in prostate cancer is a very short period of time. You need

TWST: Does the company give a great deal of atten- to show 10-year data as a minimum so that you can start showing
tion to investor relations? Do you feel you've gotten the word clinical evidence to the urological community and patients. We are
out as to what you have to offer to investors? approaching that point and therefore see potential for significant

Mr. Oczachowski: We are working on that, and we work growth. | mean, that is the starting point for the development and the
with a good group who provide IR support. We typically go on U.Sstandardization of the technology, as we will show long-term results
road shows to meet with investors every few months, and we try & eight to 10 years in the near future.

participate in investor conferences as well. We try to be as clear as TWST: When you get the word out from clinical trials,

we can and reach as many investors as possible. do you feel this treatment method will become more of a stan-
TWST: How do you continue to increase your pres- dard for prostate cancer patients?

ence in the U.S.? Mr. Oczachowski: We are about to get that and there

Mr. Oczachowski: We work constantly on establishing have been recent publications from the French Urology Association
new strategies and ways to increase exposure, and we have bieeB008, which performed a review of the literature over the past
improving on this initiative over the past few years. | mean, look atight years. The organization recognized HIFU technology as a
the increase in our daily trading volume. We believe that we amgandard of care for prostate cancer. We received the same type of
improving on this and will continue to increase company visibilityrecommendation last year in 2009 from the Italiamlbogy
among U.S. investors. Association. So things are coming out. Last year, we put in place a

TWST: Looking ahead, what might be some year-by- registry allowing us to collect all data from all centers since ipistie
year milestones or indicators that investors who are following were first treated with Ablatherm-HIFU, so that we can work on
EDAP should look for? publishing a very large cohort of long-term data. We plan to publish

Mr. Oczachowski: We look for our revenue to very these results to continue building clinical evidence that will further
closely follow HIFU growth, particularly in our core businessdeepen awareness and acceptance of the treatment among the uro-
model, which is what we call RPP, or revenue per procedure. Thagical community. We believe we are now at the starting point of
is the number of treatments we sell to hospitals and perform witteing able to show and present these types of results and are confi-
our HIFU technology. This is a strong indicator of the progress weent in the future of EDAP.
have made in establishing HIFU as a proven and effective technol- TWST: Thank you. (MJW)
ogy in the treatment of localized prostate cancer. This is one of the
primary growth drivers for the company. We also expect growth iMARC OCZACHOWSKI
our lithotripsy division, but this is a mature market so we are noCEO
expecting as much growth as with our HIFU division. Our growthEDAP TMS S.A.
will predominantly come from HIFU. Being a new and innovative 4/6 Rue Du Dauphine
way of treating prostate cancer, it is a technology that meets théaulx-en-Velin, 69120
needs and new demands for treating prostate cancer. It is noninva3 4 72 15 31 50
sive, safe, proven and offers patients a very high preservation &3 4 72 15 31 51 — FAX
quality of life. That is going to be real the growth driver for the www.edap-tms.com
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HEATHER N. VINAS brings extensive experience in the development of
international and domestic revenues, having been across the globe in the
promotion of numerous highly innovative and specialized medical devices. As
the Founder, President and Chairwoman of Vycor Medical, Inc., she is
responsible for exploring new and emerging markets, and broadening global
sales channels through business development, forging worldwide alliances
and expanding the distribution network, all in an effort to streamline the
supply chain and improve the bottom line. Prior to Vycor, Ms. Vinas was
Director of Sales and Business Development at Misonix, Inc., a Nasdag-listed
medical device company that specialized in ultrasonic surgical devices for
orthopedic, neurosurgical, wound, laparoscopic and urological applications. Previously, Ms. Vinas
oversaw the capital purchases for new equipment and technologies at Good Samaritan Hospital.

o
o

SECTOR — MEDICAL DEVICES nating what can be done with neurosurgery today. But whenslryou

(ANT601) TWST: Would you begin with a brief historical  break that out, how little has been done in the brain aspect ofgeu-
sketch of the company and a picture of what you are doing at rosurgery, it is mind-boggling. When this idea came, it's almostﬁ(e
the present? it was a sign from above. Everything happens for a reason, %)'nd I

Ms. Vinas: | founded the company back in 2005. And thebelieve that that reason was for Vycor Medical to take this progh
idea behind the company itself was that there has to be a better wayt to the market. And that's exactly what we did.
a more simpler way, to do complicated neurosurgical procedures. TWST: So the product you are talking about is the=
Our focus has been on the ViewSite Brain Access System (VBAS)jewSite Brain Access System?
primarily because it's an untapped market. It's an area where es- Ms. Vinas: That's correct. Our first product line is Ot‘.E
sentially the technology has not changed in over 87 years, since MiewSite Brain Access System, which is a self-retaining brain&c-
pioneering days of the grandfather, if you will, of neurosurgery, whoess system, comprised of 12 different sizes as of today thatglow
is Harvey Cushing. Traditionally, what they’ve been doing and whahe surgeon to gain access to various regions of the brain. So when-
neurosurgical residents are trained to do is retract back the brawer there’'s a craniotomy that's performed and open surg
tissue to allow for access to the surgical site. And then their workimgeeded that is deeper than 2 c.m., we want the VBAS to be usgd to
channel is essentially created by putting cottonoids or multiplallow the surgeon a better method of tissue retraction for a compli-
blade retractors within the surgical site to allow the surgeon to gagated procedure. It becomes a vehicle, if you will, for him to get-%to
access to the intended target. the brain, monitor the surrounding brain tissue, evenly dispersmthe

I met a neurosurgeon, Dr. John Mangiardi, while | was abrain tissue throughout insertion and provide a defined, wor%ng
Misonix Incorporated, and he had a concept for a much-improvezhannel. VBAS was designed to keep venous pressure at a miﬁimal
retractor. It was a simple concept that seemed to make perfect semage and also limit the cortical shift that occurs with our dewc@as
After the company’s CEO formally turned it down because it wasompared to traditional brain retractors.
outside of the company’s core technology and he wanted to remain TWST: It's out on the market now and has been for ag
focused on products already under development, | decided to purditiée while, correct?
this on my own. That was back in 2005. From there, | started the Ms. Vinas: Yes, we formally commercialized an,H
company called Wcor Medical. And Wcor Medical means “at thdaunched the product through our distribution network back in 2(ho.
center of life,” which | believe the brain is. So it's just about a year now that the company’s products have;geen

I've always had a very strong relationship to the field ofon the market. As of December 2009, we had over 800 surgene&;that
neurosurgery specifically, as it's a personal issue to me. When | wagre carried out utilizing the VBAS, with over 50 U.S. hospgls

frat

Wo

duct

epr

a young girl, my older sister was diagnosed with a pituitary adehat have approved our product for use and actually purchased the
noma, which is a tumor on her pituitary gland, and it had a lot gfroduct. We have about another 100 hospitals either going thrgugh
life-changing results for our family and certainly for her. She’s beethe approval process or in the evaluation process of the hosplt@ap-
on medication every day since that time when she was 14 years ghdpval committee. Q_
when she was first diagnosed. So I've always had a personal con- TWST: What type of market do you see for it over tine? O
nection to the neurosurgical field, and | just find it absolutely fasci- Ms. Vinas: We are looking to use our existing devices as
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stand-alone devices, and we are also looking to add additional matbwn, and we stayed with it under the belief that we are doing the
els as part of the VBAS system and finally integrate the devicegght thing. And this is a company that makes sense, and it just
with image-guided surgery companies. Essentially, they are theeds to hang on for a little bit longer. And then something big is
software experts. So what they can do is upload our dimensions agming to happen to allow us to carry out our vision, and that’s ex-
have their software recognize our devices so that the surgeon valtitly what happened.

have not only a working channel, but also allow him the accurate In December 2009, a good 10 months after we went on a
trajectory for his target and to know exactly where he is at any givesurvival budget and curtailed marketing activities, Fountainhead
point during the procedure. So with that, we believe that it's abo@apital recapitalized the structure of the company, converting our
a $200 million market potential worldwide, and we are shooting tdebt to equity and committed funding under terms outlined in our
address about 70% of the addressable procedures. We're also 108K. They wound up taking off about $1.1 million of the company’s
ing to become the standard of care for brain retraction because riglett. We're very excited about that opportunity now; we can get out
now standard of care is those malleable blade retractors. And itlsere and do what we know how to do, to grow and promote this
funny because in leaps and bounds, neurosurgical development gndduct line, and then expand that same talent into growing the
breakthroughs are significant, and yet brain retractors have noompany into other areas. Our plan for the VBAS is to increase
made those major inroads. That just goes back to my whole idealinical publications, explore new models, explore the feasibility of
ogy that sometimes it's the simpler things that are overlooked. Asage-guided surgery integration and look for additional opportuni-
Albert Einstein once said, “Everything should be made as simple &iss within the neurosurgical field for growth potential.

possible, but not simpler.” We're completely well versed in under- TWST: So they own 85% of the shares?

standing that. This is not a complicated technology, I'll be the first Ms. Vinas: Yes.

person to tell you that. We've been in the ORs and have seen a lot TWST: What's the rest of their role? It sounds like

of the complicated technologies, and we've been part of developirtigey’re involved in running the company as well?

a lot of the complicated technologies. And one of the most attractive Ms. Vinas: They don'’t run the company. We have a board

things about this ViewSite Brain Access System is that it'sree s of directors. I'm the Chairwoman of the board. My partner, the CEO
ple. It is made out of polycarbonate resin, which allows for the vief the company, is also a Director of the board. Fountainhead has
sualization of the underlying brain tissue because it's clear plastiwo director seats, and then we also have two independent directors
Sometimes, like | said, it's the simpler things that are overlooke@n the board as well. Management runs the company and is gov-
So when the doctors see it, their first reaction is, “Wow, this is greagrned by our board of directors. They’re not coming in saying, “We
How come nobody else thought of this?” And that's just it — beeome from the medical device manufacturing background, and we
cause it's a simple device. can do what you do.” It's quite the opposite. They're saying, “We
believe in you as management; we believe in your technologies that
you have. We're a majority shareholder; we're coming to you say-
ing that we’re going to do what we need to do as Fountainhead
Capital Partners, so that you can go out and effectuate your business
plan.” And that’s exactly what's happening.

TWST: So eventually, you would see more shares
being available on the open market?

Ms. Vinas: Yes.

TWST: Any idea what the time frame is for that?

Ms. Vinas: | do not have any time frame on that, but ev-
erything that we do here internally is working on the promotion of
making that become a reality in the near term. | will tell you that

TWST: Now that it's about a year into commercializa-  we're very focused on building the credibility of the company, and
tion, how have sales been going? that in turn should create the drive and the value-add for the share-

Ms. Vinas: Sales have been good. The only unfortunatdiolders of the company and any new shareholders that want to come
part about the situation for us is that for the majority of our exisnto the company.

“In the beginning, it was friends and family
with us, and those friends and family are still
with us’

tence since 2005, it's been just Ken Coviello and me. It's just been TWST: How would you describe the outlook for the iR
the two of us at the helm, working on the actual development of tldistry in general and for your company in particular right now?
VBAS, the FDA approval process, ISO Certification to 13485:2003, Ms. Vinas: | think there are a couple of variables to con-

CE marking, HPB licensing, getting the SLA prototypes out thersider. One is the obvious health care reform aadiththat they're

for field input, getting the clinical evaluations and formalizing busi-approving. | think it's too early a stage to makg &ll assessment
ness plan for the company. And in 2009, under the 2008 larger iffom that. Everybody is trying, even doctors. | @amany surgeons
vestment that we've received into the company, ofiethe that are my friends, and they share with me thesehlaws that
stipulations is that the company had to file an S-1 and go public. Slwey’re trying to put into play do not take intonsideration the
in February 2009, the company’s S-1 was declared effective. Thatrgeons’ outlook on it, which is their liabilitpsurance and their
happened to be the same time that Wall Street crashed and it becgmemiums that go up, and their restrictions on whey can do and
a very challenging time for us to overcome. But we really bunkereathat they can’t do. So there’s just a lot of things to takedatwsid-
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eration. And one of the things that we want to do is keep @& t@o
the grind and give products that add value.

What I'm working on now is a cost-benefits analysis
share with the hospital administration boards. @euices were de-
signed to add value — not only to the surgeon aedpttients, but
also to the hospital, by promoting beneficial pcha@l outcomes,
which allows for the patients’ length of stay to &leortened and
which cuts down on the OR time, creating a morieiefit and more
effective procedure to be done by just one simgeicg. That's
something that is underway right now. Our wholéanois to get out
there and build the credibility of the company wdtimically viable
and acceptable products that make sense and tthatahte to the
surgeons, procedure, the hospital and certainlyp#tents. So the
outlook that | believe is that everybody needsthezdre and health
care can work for everybody. Right now, we are arkon one
small part of the equation and are hopeful to comtiadding prod-
ucts that just make sense and serve a multipurfuossion. It's
definitely something that's at the forefront of @lasire as a medical
device manufacturer.

TWST: Since you are also involved in several interna-
tional markets, are you more focused on the U.S. or abroad?

Ms. Vinas: Our primary focus is in the U.S. because the

U.S. is still the largest market. But we also didmant to turn down
the opportunities to get things started overseasw8 recently
signed an agreement with a large medical devicepeom a distri-
bution company called Devon International, for Ghand South
Korea. We also have distributors in Italy, in Geend Spain. We
also have evaluations in several other countriesluding the
Benelux countries as well as in Switzerland, togaif, there’s just
the two of us that are really driving this as mamagnt, and we like
to make sure that we are staying focused on tleites and staying
focused on the growth of our one product line righ, and making
sure that we are successful and focused, onegitratep at a time.

TWST: When you announced the completion of the
recapitalization in a press release, there was something in there
about intentions to make acquisitions. | was curious about that
side of the equation.

INTERVIEW —
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retire or they don’t know what to do with their &érhis is what we
are looking for, and where acquisitions and mergeespossibility.
Going forward, we anticipate getting the attenttwat we deserve by
the other large medical device companies. We'relately looking
into every possibility that comes our way becausemould be fool-
ish not to. Our focus right now is on the existprgduct line and
growing that with new devices, clinical publicatiothat focus on
the clinical efficacy of the VBAS and the cost s@sd of VBAS, and
image-guided surgery integration.

‘As of December 2009, we had over 800
surgeries that were carried out utilizing the
VBAS, with over 50 U.S. hospitals that have

approved our product for use and actually

purchased the product’

TWST: What about investor relations? Do you give a
lot of attention to that?

Ms. Vinas: We work with Fountainhead Capital Partners
on that aspect of it because of their strong background in the invest-
ment banking industry.

TWST: Do you feel your are getting the word out to
potential investors who might be interested?

Ms. Vinas: Absolutely — and everything needs to be
strategically.

TWST: What might be some year-by-year milestones
or indicators that investors should watch for as they keep an eye
on Vcor?

Ms. Vinas: | would say first and foremost is an increase
in our sales, and that we're coming out with new devices that the
market is seeking and that have clinical acceptance, clinical publi-
cations of the company'’s product line. I'm going to tell you that I'm

Ms. Vinas: One of the things that we're privy to, being going to work on setting the foundation back to the fundamentals

that we are a young medical device company andibdtave been
in these industries for collectively over 35 yeavs,can see a good
product. We don't necessarily think — because wdgen in this
position with Wcor Medical — that just because twenpany runs
out of funds or runs out of that opportunity to §etded, doesn't
mean that they don't have a great product lineechriology. So
we're seeing that as Wall Street actually begingtover and as the
health care issue comes up, that more and morecaieldivice pio-
neers are unable to fulfill the next step for thaivn growth. So
there’s industry-focused shows that we intend &pkan eye opened
for these opportunities. We have always put ouefségo figure out,
okay, well, who is doing what? What's going on witlat? We have
doctors that come to us all the time that say, ‘iéyat do you think
of this idea?” And being that's how | founded Wddedical to
begin with, we pursue these opportunities by sayinet's sit down
and meet, and go over that idea that you have feTae companies
out there that might get into a cash-strapped situatiomiikdid, or
somebody else that has this great idea, but dhiegrare looking to

— rebuilding the credibility of the company, since 2009 was such a
financially hard year for us; building up our distribution network, so
that you're going to start seeing a lot more of Vicor Medical and the
VBAS in many other institutions; and having that clinical accep-
tance and those publications that these major institutes want to af-
filiate their name with our company and our product line.

TWST: What would be the two or three best reasons
for a long-term investor to take a look at Viycor?

Ms. Vinas: One, that we are a company that has a simple
technology that makes sense and that it is a phatfechnology for
future growth. We even have a therapeutic apptinathat we're
looking into. You also have the commitment from @gement of
making this product a success. In the beginningiai friends and
family with us, and those friends and family aii# wiith us. So it's
something that we carry very near to the heaststtimething that's a
dream come true for me because it's an idea teawlas a sketch on
a napkin that | was able to take to a commercsalycessful product.
When you say, “What is success?” | don't look atcgss in this in-
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stance as “I've got $10 million in the bank fronstendeavor.” | look  everything we had into this company because it's a company that

at success as “I've got right now over 800 surgeti@at were per- we absolutely believe in, and we are convicted to this cause. Our

formed and every reported surgeon said he got guegical results.” expertise is well defined and evident, but we feel that in order to

| added value to that patient’s life and that, &, i a success story. ensure we have covered all of our bases, we bounce ideas and con-
TWST: You said that this all started as a two-person cepts off of one another. It is our own little network of checks and

company. Tell me a bit about the leadership. balances to make sure that we've got everything right.
Ms. Vinas: Again, the areas of expertise. In the begin- TWST: Anything else you wanted to touch on?
ning, we just said, “Let's not try to reinvent the wheel here. Let’s Ms. Vinas: | think | pretty much said it all. For now, it's

use our expertise in the manufacturing side of medical devices, ajugt that I'm very excited about the opportunities and the future of
go and find a world-class manufacturer that's in our backyard théte company.

we can work with. Let's take my expertise in regulatory compli- TWST: Thank you. (MJW)
ance, quality assurance and business development, and do what do

we need to do first.” So that’s the ISO 13485:2003 CertificationHEATHER N. VINAS

Essentially, we were a virtual company in the beginning and yet-ounder, President & Chairwoman
here we are, establishing an 1ISO-certified system to a 13485:2008ycor Medical, Inc.

We put a total quality management, TQM, system in place. It allow80 Orville Drive

us to have defined standards in place to allow us to grow both inteBuite 100

nally and externally. We then received our U.S. FDA 510(k), our CEBohemia, New York 11716
marking and Canadian approval with my expertise. Ken’s expertis€31) 244-1435

is manufacturing and running everything lean and mean on what w@31) 244-1436 — FAX

call the “shoestring budget,” which we would laugh about. We putvww.vycormedical.com




