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I. Executive Summary

The medical device industry is an appealing industry for shareholders and investors. Patent
protected intellectual property, high margins, relatively stable prices and aging baby
boomers guaranteeing sustained market growth have attracted the interest of industry
inherent and foreign investors.

Over the last decade 10% of merger and acquisition activity within the medical device
industry has been driven by industrial, non-medical device or medtech corporations. The
latter is based on the aim of these relative large corporations of catalyzing their growth and
optimizing their gross margin and operating income structure. While regulatory requirements
and the hiring and keeping of medical device talent represents a challenge for these players,
these large industrial companies have outstanding and streamlined business processes and
quality assurance processes in place. Because of the recognized limited medical expertise
industrial companies generally speaking focus on defined specialty areas and medical
devices of low to medium, but not high sophistication.

In total over the last 10 years 762 deals have taken place in the medtech industry amounting
a transfer volume of $ 179 billion. Over this period the number of plus $ 1 billion medtech
firms has doubled from 9 to 18. The median revenue and gross margin (%) of the 16 medical
device firms as ranked by the Fortune industry index is $ 3.816,3 million and 12,2%,
respectively.

While discounted cash flow is a key valuation measurement criterion in any M&A analysis,
gross margin and R&D investment analysis reflecting future revenue streams become key
valuation variables in this industry. Furthermore, medtech companies with annual revenues
in excess of $ 2 billion often are rewarded with a valuation premium of 35%; the latter is
based on the presumably existing scale efficiency, capacity to attract and retain the best
talent, a diversified product portfolio and the existence of multiple professional business
processes.

Over the last decade the median market capitalization and revenue CAGR within the
medtech industry have been 10,2% and 8,2%, respectively.

Besides the described appeal of the medtech for M&A initiatives, the recent acquisition of
Guidant Corporation by Boston Scientific Corporation is an excellent example that any
acquisition activity needs to be carefully analyzed, not leaving any lee way for emotional
decision taking.

On April 21, 2006 Boston Scientific completed, reverting the already approved take over bid
of its’ rival JNJ, the acquisition of the Cardiac Rhythm Management and Interventional
Cardiology firm Guidant Corporation at a $ 80 share price. This paper reflects a sensitivity

analysis, which concludes that merely under ideal conditions, i.e. the Best Case scenario,



including COGS or manufacturing, SG&A and R&D savings, the paid price of $ 80 per share
might be justifiable.

JNJ smartly knew when to stop bidding and received plus $700 million indemnity payment
from Guidant for breaking the established deal and Abbott Labs obtained Guidant’'s entire
interventional cardiology business, positioning itself as serious player in this highly profitable

medical device specialty segment.



Il. The Merger & Acquisition Environment In The Med ical Device Industry [1], [2]

From 1995 to 2004 the merger and acquisition activity within the medical device industry has
represented 399 transactions and accounted for $106 billion. On a larger medtech scale

during the same period 762 deals valued in total at $179 billion occurred.

The following exhibit portrays the yearly number of deals and associated value related to
medical device and other medtech acquisitions for the mentioned 10 year observation period.

Medical Devices Represent ~60% of the Value of All Medtech Acquisitions
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Note: Includes completed deals for full acquisitions, categorized by the acquisition announcement date. 2005 YTD as of May 1, 2005.
SOURCE:Windhover's Strategic Intelligence Systems, BCG analysis.

Over the same period the number of medical device firms surpassing the 1 billion hurdle in
sales has passed from 9 to 18, and the CAGR revenue growth accounts for 8.2%.



Number of Major Medtech Players in the Past 10 Years
EXHIBIT 3
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Furthermore, the median market capitalization of the publicly traded device firms has
doubled achieving a CAGR of plus 10%.

Median Market Cap, Revenue for Device Firms
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According to Boston Consulting Group (BCG) the median, total shareholder return per year
for the observed period hits the 18% mark and represents a 60% premium compared to the
S&P 400 benchmark.



While cash flow represents a classic valuation criteria according to Pete Lawyer, Marin Gjaja
and Rob Alford from BCG, the real differentiating factor of premium value creation of the
medical device sector is defined by high gross margins (i.e. 70% for the last five years) and
R&D investment, indicating the potential of future revenue stream based on patent protected
intellectual property and medical technology innovation. Furthermore, BCG highlights that
plus $2 billion device firms are rewarded with a 35% valuation premium. The latter can be
explained because of the inherent scale driving process optimization, the pronounced
capability to attract and retain talent, their financial power and last but not least their
generally speaking existing product portfolio diversification reducing the investment risk.

The mentioned strengths generally speaking make the stock of larger medical device firms
sufficiently attractive to acquire smaller device firms through non-cash operations, i.e.
providing their shares in exchange.

According to BCG medical device firms have the option to follow either one or a combination
of the following acquisition strategies:

Acquisitions Come in Three Flavors

EXHIBIT 4
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segments from mega-trends

SOURCE: The Boston Consulting Group
The following table reflects the top medical device firms according to Fortune’s industry
ranking.

Minneapolis based Medtronic, according to Fortune Industry Ranking [3] the number 1
medical device firm, is according to BCG the most active device firm with regards to
implementing a multi-project acquisition strategy.



FORTUNE500

Our annual ranking of America’s largest corporations

Full list Companies States Industries CEOs
Top performers Employer s Cities Women CEQs Climbers
Arrivalz Exitz Losers S00s0 FA

Industry: Medical Products & Equipment

Revenues, Profits Profits = % of...  EPS, Total return, Employees

REWVENUES FROFITS
Rank Company 1,000 revenues rank | § millions| % change fram 2004 | § millions| % change from 2004
1 Medtronic 235 10,055 11 1,804 -8
2 Baxter International 240 9,849 4 956 146
3 Boston Scientific 346 6,283 12 G328 -41
4 Becton Dickinsan 397 5,464 g 722 a5
g Strvker 439 4,872 14 674 45
B Guidant 535 3,551 -6 414 -21
7 Zimmer Holdings agEg 3,288 10 733 35
a8 St Jude Medical 628 24915 e 394 -4
=] Beckman Coulter yoo 2,444 2 1481 -29
10  Hillenbrand Industries 313 1,942 -11 -H4 -166
11 Biomet 841 1,880 16 362 g8
12 Applera 852 1,845 1 160 27
13 C.R. Bard BEE 1,771 7 337 11
14 Dentsply International 840 1,718 ] 45 -8z
15 Dade Behring Holdings 915 1,658 B 125 a6
16  Invacare 955 1,530 2] 449 -35

From the Auoril 17th. 2006 issue

The average sales and profits of the above reflected companies compare as follows to the 16

leading pharmaceutical and Fortune companies in general [4]

The ranking published in Stryker's yearbook 2004 also includes the medical device divisions
of larger industrial companies, ranking Johnson & Johnson, GE Healthcare and Medtronic as

the largest, second largest and third largest medical device firms respectively [5].

in $ million its (i illi Profits / Sales
Medical Devices 3.816,3 465,7 12,20%
Pharmaceuticals 14.936,1 2.634,7 17,60%
Full List (all industries) 137.877,8 8.485,3 6,20%

Source: Fortune 500, 2006




TOP MEDICAL TECHNOLOGY COMPANIES ($ BILLION)
Rank Compan SEIES
1. J&J Medical Devices $16,7
2. GE Healthcare $12,6
3. Medtronic $11,1
4. Siemens Medical Solutions $9.,9
5. Tyco Healthcare $9.,9
6. Baxter $9,8
7. Philips Medical Systems $7,9
8. Boston Scientific $6,3
0. Stryker $4,9
10. B. Braun $3,9
11. Guidant $3,6
12. Zimmer $3,3
13. Becton, Dickinson & Co. $3,0
14. St. Jude $2,9
15. Kodak Health Imaging $2,7
16. Hospira $2,6
17. Smith & Nephew $2,6
18. Fresenius $2,4
19. Cardinal Health $2,2
20. 3M Healthcare $2,1
21. Synthes $2,1
22. Alcon $2,0
23. Biomet $2,0
24, Terumo $1,9
25. C.R. Bard $1,8
Source: Stryker

The following table summarizes the M&A activity from 2000 through 2005 of the key
competing cardiovascular companies, plus Abbott Laboratories, because of its’ link to the
Guidant acquisition [6], [7], [8], [9], [10].
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Source: Corporate Websites; Analysis by Blecker C.; November 2006




1995 to 2004.

Besides acquisitions taken place among medical device firms, over the last decade a
growing number of large industrial players have expressed interest and taken action in

acquiring medical device firms.

Industrial Segment of Medical Technology Acquisitions

EXHIBIT 4
Acquirers Represent Nearly 10% of the Value
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SOURCE:Windhover's Strategic Intelligence Databases, BCG analysis
Forerunners of this trend and today companies with well established healthcare divisions are
GE, 3M and WL Gore& Associates.

Another industrial company, which through a series of important acquisitions in the late
nineties established a $ 9 billion healthcare business in parallel to its’ classical industrial

business is Tyco with its’ Healthcare Group.



Other industrial corporations, which have started to enter the medical device scenario are
Danaher Corporation, Intermagnetics General Corporation, Teleflex, OSI and the Smith
Group.

The main reasons, as reported by BCG, driving industrial companies to focus on acquiring
medical device firms are the generous margins offered by the medical device industry
combined with the solid growth perspective derived by patent protection and aging baby-

boomers.



Furthermore, shareholder value created by medical device firms over the last 10 years has
been doubling the S&P 400 average.

The leverage provided by the industrial players acquiring medical device firms potentially
consist in the expertise to optimize business processes and associated costs, driven by the
inherent lower margins of the industry. Furthermore, large industrial players tend to also have
developed very sophisticated quality control systems, which will help avoid future liabilities
from failing medical devices. However, industrial players on the other side generally speaking
lack the regulatory background, medical device marketing and reimbursement nuances and
are less accustomed to attracting and retaining life sciences talents.

Having mentioned the trend of industrial companies investing and entering the medical
device industry, it will be unlikely that they can compete on a wide scale with the financial
buying power and beneficial industry expertise of the large medical device firms such as
Medtronic, Boston Scientific or Stryker. Instead the industrial newcomers to the medical
device industry seem to be successful in focussing on defined and less sophisticated medical

device technology segments.



The following table summarizes BCG's recipes for a successful acquisition strategy:

Pick the right target:

Clearly articulate the corporate strategy — and use that to define the opportunity
space and the criteria for best strategic fit.

Identify targets that best fit the criteria.

Assess potential synergies and target value realistically — and take into account
the risks of execution for the synergies and interactions with the base business.
Develop a strawman plan for integration into the existing business.

Eliminate surprises: Attempt to identify all the potential landmines before the deal
is signed and develop a contingency plan for each.

Begin to lay the groundwork for swift regulatory approval.

Pay the right price:

Assess combination synergies in greater detail based on new information from the
target and due diligence.

Refine the valuation based on the new analysis.

Establish financing options and explore multiple potential transaction structures.
Consider competitive bidders, their strategies and their options.

Set opening and walk-away pricing levels.

Make the right — and highly detailed — plan:

Translate the synergies into comprehensive, detailed and realistic integration plans
with specific targets, milestones, resources and accountability.

Establish a thorough communication plan for internal and external updates.

Spend ample time designing enabling functions such as HR and IT, which will
support the new entity.

Recognize that the acquiring company isn’'t better at everything — learn from the
acquiree’s processes and procedures.

Integrate and deliver value:

Follow the designated work plan closely, requiring regular updates from integration
teams that represent both companies.

Continue running both businesses — as much as possible, make integration a
distinct process and set of activities.

Assess culture and talent across the organizations — and devise a plan for
managing both

Be sure to retain key talent from both sides, recognizing the critical importance of
sales staff.

Deliver and announce synergies that exceed the originally announced
expectations.

Source: Boston Consulting Group




Ill. Take-Over Bid of Guidant Corporation

Ill.1. Key Players

Boston Scientific  (BSX) produces products in the fields of cardiology, oncology,

gynaecology, urology, radiology and vascular surgery [11].

Boston Scientific’'s and Guidant's Proxy Statement summarizes Boston’s activity as “... a
worldwide developer, manufacturer and marketer of medical devices that are used in a broad
range of interventional medical specialties, including interventional cardiology, peripheral
interventions, vascular surgery, electrophysiology, neurovascular intervention, oncology,

endoscopy, urology, gynecology and neuromodulation...” [18bis]

Boston Scientific’s main competitors as reflected by Yahoo Finance [12] are Johnson &
Johnson (JNJ), Medtronic (MDT) and St. Jude Medical Inc. (STJ).

The following table compares the different financial parameters of the mentioned competitors

as reflected on Yahoo Finance:

DIRECT COMPETITOR COMPARISON

Bpstqn J&J Medtronic St. Jude

Scientific

Market Cap. (in $ bn): 23,63 199,40 55,94 12,02
Employees: 19.800 115.600 36.000 10.000
Qtrly Rev. Growth (yoy") 34,10% 7,90% 7,70% 11,30%
Revenue (in $ bn): 7,30 52,25 11,50 3,23
Gross Margin (ttmz): 73,11% 72,00% 74,89% 73,12%
EBITDA (in $ bn): 2,62 15,77 4,30 0,94851
Oper. Margins (ttm): 23,14% 26,08% 32,14% 24,43%
Net Income (in $ bn): -3,52 11,33 2,82 0,398
EPS (ttm): -3,198 3,800 2,348 1,057
P/E (ttm): N/A 17,94 20,73 32,25
PEG (5 yr expected): 2,01 1,84 1,34 1,54
P/S (ttm) 3,24 3,85 4,87 3,78

Medtronic produces pace-makers and defibrillators, drug delivery systems, spinal implant
devices, ENT surgical tools, vascular catheters, stents and heart valves among other

technologies [13].

L «yoy” stands for “year over year”

Z “ttm” stands for “trailing twelve months”



JNJ’s diagnostic and health care division produces medical monitoring devices, surgical
equipment, cardiac and disposable contact lenses among other medical products [14].
Furthermore, its’ subsidiary Cordis makes guide-wires, catheters, balloons, as well as

coronary and neurological stents [15].

St. Jude is a leading manufacturer of heart valves. Furthermore, the company manufactures
pacemakers, cardiac catheters, vascular closure devices and guide-wires among other

medical devices [16].

Guidant Corporation has three mayor product areas: Cardiac Rhythm Management
(implantable defibrillators and pacemakers); Interventional cardiology (traditional and drug-
eluted stents; devices for angioplasty and intravascular radiotherapy products) and products
for other therapies. The interventional cardiology business clearly provides the highest
growth expectation [17].

The joint Boston Scientific — Guidant Proxy Statement describes Guidant as “...a
multinational company that designs, develops, manufactures and markets innovative, high
quality, therapeutic medical devices for use in treating cardiac and vascular disease...
Guidant products that focus on the treatment of coronary arrhythmias, heart failure and
coronary and peripheral disease include:
implantable defibrillator systems used to detect and treat abnormally fast heart
rhythms (tachycardia) that could result in sudden cardiac death, including implantable
cardiac resynchronization therapy defibrillator systems used to treat heart failure;
implantable pacemaker systems used to manage slow or irregular heart rhythms
(bradycardia), including implantable cardiac resynchronization therapy pacemaker
systems used to treat heart failure;
coronary stent systems for the treatment of coronary artery disease;
angioplasty systems, including dilatation catheters, guidewires and related
accessories for the treatment of coronary artery disease;
cardiac surgery systems to perform cardiac surgical ablation, endoscopic vessel
harvesting and clampless beating-heart bypass surgery; and
peripheral systems, including those to treat biliary, peripheral vascular and carotid

artery disease.” [18]

Guidant’s main competitors are St. Jude and Medtronic, Boston Scientific and Abbott, within
the fields of CRM and Interventional cardiology, respectively; Guidant traditionally has
invested 14-17% of its’ revenues in R&D [19].



After an initial take over bid by JNJ, Boston Scientific finally closed the deal at $ 27 billion.
The operation got approved by FTC in 2006 [20].

Abbott Laboratories (ABT) is a leading healthcare company [21], with 45% of its’ sales

deriving from medical and nutritional, and 55% from pharmaceutical products [22].

The following table reflects the evolution of the mentioned market players from 2002 through
2006. All data reflected (i.e. industry ranking, revenues, profits, assets, stockholder’s equity,
market value, employees, EPS and TRS) has been sourced from Fortune 500’s 1955 to
2005 database [23].



2002 2003 2004 2005 2006
Medtronic, Inc. Rank 318 276 263 246 235
Revenues (in $ millions) 5.551,8 6.410,0 7.665,2 9.087,2 10.054.,6
Profits (in $ millions) 1.046,0 984,0 1.599,8 1.959,3 1.803,9
Assets (in $ millions) 7.038,9 10.904,5 12.320,8 14.110,8 16.617,4
Stockholders' equity (in $ millions) 550,5 6.431,1 7.906,4 9.077,0 10.449,5
Market Value (in $ millions) 54.754,1 54.234,3 57.270,1 64.552,1 63.561,3
Employees 26.050,0 28.000,0 30.000,0 31.000,0 N/A
EPS (in $) 0,8 13 1,6 1,48 N/A
Total return to investors (in %) -10,5% 7,2% 2,8% 16,7% N/A
Guidant Corp. Rank N/A 471 453 485 535
Revenues (in $ millions) N/A 3.239,6 3.717,0 3.775,2 3.550,6
Profits (in $ millions) N/A 611,8 330,3 524,0 413,9
Assets (in $ millions) N/A 3.716,1 4.640,1 5.372,2 279,4
Stockholders' equity (in $ millions) N/A 2.321,8 2.713,3 3.742,1 4.711,0
Market Value (in $ millions) N/A 10.472,5 21.783,3 23.888,5 26.399,9
Employees N/A 12.540,0 12.000,0 12.000,0 N/A
EPS (in $) N/A 1,06 1,63 1,24 N/A
Total return to investors (in %) N/A 96,1% 20,5% -9,7% N/A
Johnson & Johnson Rank 47 34 30 30 32
Revenues (in $ millions) 33.004,0 36.298,0 41.862,0 47.348,0 50.514,0
Profits (in $ millions) 5.668,0 6.597,0 7.197,0 8.509,0 10.411,0
Assets (in $ millions) 38.488,0 40.556,0 46.659,0 53.317,0 58.025,0
Stockholders' equity (in $ millions) 24.233,0 22.697,0 25.738,0 31.813,0 37.871,0
Market Value (in $ millions) 196.234,9 163.946,4 159.567,0 198.808,0 179.576,0
Employees 101.800,0 108.300,0 110.619,0 109.922,0 N/A
EPS (in $) 2,16 24 2,84 3,46 N/A
Total return to investors (in %) -7,9% -2,1% 25,1% -3,3% N/A
Boston Scientific Corp. Rank N/A N/A 478 352 346
Revenues (in $ millions) N/A N/A 3.476,0 5.624,0 6.283,0
Profits (in $ millions) N/A N/A 472,0 1.062,0 628,0
Assets (in $ millions) N/A N/A 5.699,0 8.170,0 8.196,0
Stockholders' equity (in $ millions) N/A N/A 2.862,0 4.025,0 4.282,0
Market Value (in $ millions) N/A N/A 34.388,0 25.553,9 18.583,8
Employees N/A N/A 13.900,0 17.500,0 N/A
EPS (in $) N/A N/A 1,24 0,75 N/A
Total return to investors (in %) N/A N/A -3,3% -31,1% N/A
St. Jude Medical, Inc. Rank N/A 785 724 686 628
Revenues (in $ millions) N/A N/A 1.932,5 2.294,2 2.915,3
Profits (in $ millions) N/A N/A 339,4 409,9 393,5
Assets (in $ millions) N/A N/A 2.556,1 3.230,7 4.844,8
Stockholders' equity (in $ millions) N/A N/A 1.604,2 2.333,9 2.883,0
Market Value (in $ millions) N/A N/A 12.849,9 13.313,6 16.512,3
Employees N/A N/A 7.377,0 7.900,0 N/A
EPS (in $) N/A 1,83 11 1,04 N/A
Total return to investors (in %) N/A 54,5% 36,7% 19,7% N/A
Abbott Laboratories Rank 123 100 96 100 93
Revenues (in $ millions) 16.285,2 17.684,7 19.680,6 20.473,1 22.337,8
Profits (in $ millions) 1.550,4 2.793,7 2.753,2 3.235,9 3.372,1
Assets (in $ millions) 23.296,4 24.259,1 26.715,3 28.767,5 29.141,2
Stockholders' equity (in $ millions) 9.059,4 10.664,6 13.072,3 14.325,8 14.415,3
Market Value (in $ millions) 85.363,6 55.016,7 67.849,5 69.419,6 69.515,1
Employees 71.426,0 71.819,0 72.181,0 60.600,0 N/A
EPS (in $) 1,78 1,75 2,06 2,16 N/A
Total return to investors (in %) -26,8% 19,3% 9,4% -13,5% N/A

Source: Fortune 500 1995-2005 database




Fortune Ranking
All Companies Except Guidant Corp Are Improving Or Maintaining Their Rank
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Revenue Evolution (MM US$)
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EPS Evolution (US$)
JINJ Followed By Abbott Laboratories Show The Most P ositive Trend
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The following table by Pezzuto I. and Blecker C. provides additional insights to the turnover,
profit and gross margin evolution of the 16 leading medical device firms as reflected by the
Fortune 500 industry index in 2005. The reflected information has been collected and
deducted from reviewing multiple annual reports of each company. Besides financial

parameters the table also reflects in detail the specialty areas each company serves [24].

Source: Fortune; Annual Reports; by Pezzuto, I. and Blecker, C; September, 2006
According to above table the medical device firms as listed by Fortune 500 industry ranking
can be described, in average, as follows [25]:



Annual revenues by company: 3,8 billion US$

Revenue growth (vs. previous year): 6,9%

Revenue growth (5 year CAGR): 14%

Annual profits by company: 465,7 million US$
Profits, as % over revenues: 12,2%

Gross Margin: 62,8%

Gross Margin trend: neutral to positive

Cardiovascular Market Before and After Boston Scientific and Guidant Combination [26]

&

# $%

Medtronic Boston Scientific JNJ Guidant St. Jude Abbott Others
Source: Wall Street Research



Competitive Interventional Cardiology Product Pipel ine [27]



I1l.2. Rationale to Bid for Guidant / Chronology of Events [28]

Johnson & Johnson is the world leading healthcare company, offering products in the
consumer care segment, pharmaceuticals (both OTC and ethical prescription drugs) and

medical devices and equipment.

For JNJ growing a plus $50 billion company at double digit rate surely represents an ongoing
challenge and lately the growth of the company and especially of the pharmaceutical

business has been slowing down.

Adding Guidant to its’ portfolio would add the cardiology company’s revenues and growth
potential, while improving JNJ's market position in the cardiology specialty market. The latter
refers to the pacemaker and defibrillator business, but also to the interventional cardiology
stents business. Guidant already was successfully marketing its’ Rapid Exchange stent and

its’ drug eluted stent development program Xience was highly promising also.

Negotiations with the Federal Trade Commission resulted in the compromise of having to
share Guidant’s Rapid Exchange with one competitor. Medtronic expressed interest, but JNJ

opted for Abbott Labs, which seemed less threatening.

From March 2005 onwards several of Guidant's defibrillator and pacemaker models
experienced product failure causing several deaths. Guidant was forced to recall 290.000
devices. In consequence JNJ cut its’ offer from $76 to $58, to then increase it again to $63 a

share.

On November 15, Guidant unhappily accepted the modified offer partially because of not
having identified a replacement for its’ retiring CEO to run the company in case the deal
would not be materialized and partially because of the uncertainty associated with its’

ongoing product failures.

However on November 1, Boston Scientific contacted Guidant expressing its’ interest.

Boston Scientific’s stent business was lagging at an annual growth of just 5 to 6% and the
company needed a major acquisition to recover momentum. Furthermore, since the mid
nineties, when JNJ pulled out multiple law-suits against Boston Scientific after the latter
turned down JNJ’s take over proposal both companies had become bigger rivals than ever

before.

Boston Scientific contacted Abbott in order to raise cash to make the deal happen and to

discuss the imposed requirements by the Federal Trade Commission. Instead of obtaining a



licence agreement for Rapid Exchange Abbott would get Guidant’'s entire interventional
cardiology business, gaining the desired market position over night. In exchange Abbott

would pay $3.8 billion and borrow $700 million to Boston Scientific at a “friendly” interest rate.

On January 8, Boston Scientific announced its’ bid for Guidant at $72 a share, a premium of
$2.9 billion (or $9 a share) over JNJ’s offer.

Finally, on January 17, Boston Scientific broke Guidant’s board backing for INJ when coming
back with an unbelievable bid of $80 a share (or $27 billion) intended to finish the ongoing
negotiations between Guidant and the two rivals, JNJ and Boston. 48% in Stock and 52% in
Cash. JNJ did not bid any further.

The new deal implied that Abbott would buy $ 1.4 billion of Boston stock and increase its’

offer for Guidant’s interventional cardiology business by $300 million.

Boston offered annualized interest payment of 6% if the deal was not closed by March 31
(this finally ended up costing $90 million to Boston, $0.0132 per share per Guidant common
stock per day from April 1, 2006 till the final date of completion of the merger. Furthermore,
Boston had to increase the share exchange by 16% because of the agreed compensation in

case its’ stock would drop during the needed time frame to close the deal.



Key Value Drivers of the Combination — Boston Scien tific and Guidant [29]
Achieving enhanced growth and diversification

Acquiring a leading CRM position

Adding a second drug-eluting stent program

Ll

Transforming operating capabilities

1. Achieving Enhanced Diversification and Higher Growt h [30]

Product Portfolio Before and After

Boston Scientific and Guidant Combination

Source: BSC Management estimates. Figures shown assume 2006 full year of combined operation, adjusted for planned Guidant asset divestitures

2. Acquiring Leading Business in High Growth CRM Segme nt [31]
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Source: Wall Street Research;corrected by Blecker C.; December 16, 2006



3. Adding Second Drug-Eluted Stent Platform into Growi ng Market [32]

-+ & 8 "56/9

Source: Boston Scientific estimates

4. Transforming Operating Capabilities  [33]
Technology
Sales
International
Operations
Efficiencies

Therapies

“ICD” stands for “Implantible Cardioverter Defibrillator”
“CRT-Ds” stands for “Cardiac Resynchronization Therapy Defibrillators”



In conclusion, “Creating The World’s Largest Cardio vascular Device Company” [34]:

Boston Scientific and Guidant Combination

Merges two innovative leaders with proven track records

Leverages strong financial capability to diversify into high growth CRM
opportunity and complementary DES technology

Strategic and financial diversification

Multiple growth engines in attractive segments — CRM, neuromodulation,
interventional vascular (DES) and endosurgery

Combined 2007 (first full year) expected to achieve $10 billion in sales,
growing on average 12% per year to approximately $16 billion by 2011

Expected bottom-line CAGR to exceed 20% through 2011

) Based on Wall Street Case and Company estimates for Guidant’s business

Rationale for Abbott’s interest in Guidant Interven tional Cardiology Business  [35]

Abbott — Guidant Acquisition

Delivers significant financial benefits
Complements current Abbott vascular business
Adds market-leading line of products

Creates industry-leading pipeline

Late stage DES opportunity
Next-generation DES technology




the merger

Chronology of Events — Summary Table  [36]
GUIDANT
DATE EVENT NOTES STOCK PRICE
December 6, 2004 Stock price one day prior to $68,75
reported rumors about J&J and
Guidant
December 15, 2004 |Merger agreement executed |Consideration to be cash and $72,05
between Guidant and J&J J&J common stock valued at
$76,00/share
December 15, 2004 |Each of JP Morgan and $72,05
Morgan Stanley deliver a
Fairness Opinion to Guidant
March 23, 2005 Proxy Statement sent to Shareholders' meeting $74,70
Guidant shareholders scheduled for April 27
April 27, 2005 Guidant shareholders approve $74,11

May 23 through late
September 2005

Guidant announces several
product failures

FDA classifies certain failures as
"recalls" and initiates
investigation

$74,23-$63,90

November 2, 2005 [J&J announces that Guidant's |Guidant announces that it $60,40
product failures constitute a believes J&J remains obligated
"material adverse effect" under|to close the transaction on the
merger agreement original terms

November 7, 2005 |Guidant sues J&J to force $57,52
closing of the merger on
original terms

November 14, 2005 |Following negotiations, Amended consideration to be $57,75
Guidant and J&J execute an [cash and J&J stock valued at
amended merger agreement  ($63,28 (decrease of

$12,72/share)

November 14, 2005 |Each of JP Morgan and $57,75
Morgan Stanley deliver a
Fairness Opinion on the
amended terms

December 5, 2005 |BSC delivers its merger Consideration to be cash and $67,98
proposal to Guidant BSC stock valued at

$72,00/share

December 23, 2005 |Proxy sent to Guidant Shareholders' meeting $66,98
shareholders reflecting scheduled for January 31, 2006
amended J&J merger terms

January 8, 2006 BSC sents definitive offer to Consideration remains cash and $67,35

Guidant

BSC stock valued at $72,00

January 11-13, 2006

J&J increases its offer twice

First to $68,34/share, then to
$71,00/share

$70,44-$70,84

January 12-15, 2006

BSC increases its offer twice

First to $73/share, then to
$80,00/share

$70,44-$70,84

January 16, 2006 Each of Merrill Lynch and Bear|Consideration to be cash and $70,84
Stearns delivers a Fairness BSC common stock valued at
Opinion to BSC $80,00

January 24, 2006 Each of JP Morgan and Consideration to be cash and $76,78
Morgan Stanley delivers a BSC common stock valued at
Fairness Opinion to Guidant  |$80,00

January 25, 2006 Guidant terminates merger January 31 shareholders' $75,19
agreement with J&J meeting is cancelled

March 1, 2006 Proxy for BSC merger with Shareholders' meeting $77,07
Guidant sent to each scheduled for March 31, 2006
company's shareholders

March 31, 2006 Guidant and BSC Guidant and BSC shareholders $77,29
shareholders' meetings approve the merger

April 21, 2006 BSC completes acquisition of $80,10

Guidant




Roadmap to Completing the Transaction  [37]

Obtained committed financing

Completed confirmatory due diligence

Definitive merger agreement with Guidant

Definitive divestiture agreement with Abbott

Completed rating agency reviews

Submitted HSR & EU anti-trust filings

Proxy filing declared effective

Initiated integration process

Boston Scientific and Guidant shareholder votes on March 31

Transaction expected to close week of April 3™




I11.3. Stock Evolution of Guidant, Boston Scientifi

{}

January 8
Boston offers
$72 a share

<~

{}

March 2005
First defibrillator
failure

November 15
Guidant
accepts

$63 a share

ce: Bloomberg [38]

¢ and JNJ

April 21
Boston completes
acquisition
$80,1 a share

<~



IV. Analysis of the Guidant Acquisition

IV.1. The Transaction

IV.1.1. Financing the Transaction [39]

Guidant Purchase $27,5
Transaction Expenses 0,9
Total Transaction Value $28,4

Sources of Financing

Equity to Guidant
Shareholders $13,0
Abbott (net of tax) 51
Bank loans $7.1
Available Cash 3,2
Total $28,4

IV.1.2. Transaction Overview [40]

Financing Contingency: None

Financing Commitments: Bank of America, Merrill Lynch,

Bear Stearns, Deutsche Bank,

Wachovia
Expected closing: End of Q1 2006
Financial advisors: Merrill Lynch, Bear Stearns,

Bank of America Securities

Guidant received financial advice by JPMorgan and Morgan Stanley.




IV.1.3. Key Risks related to the merger [18]
Integration risks
Indebtedness affecting financial flexibility

Downgrading of the financial rating below investment rating

R

Associated costs of the merger surpassing the gained efficiencies expected to derive
from the merger

Delay or non approval by the corresponding authorities of the merger

No link with the completion of the acquisition of Abbott transaction

Erosion of Boston’s stock price

Diluted ownership and earnings by share

© © N o v

Negative impact of Guidant’s reported product failures
10. Patent litigations associated with Guidant’s activity

The combined proxy statement exhaustively list several other risks to take into consideration

with regards to the combined business scenario.



IV.2. Valuation of Guidant Corporation
Most of the primary data reflected in the following charts has been sourced from Guidant’s
SEC filings (form 10-k; years 2001-2005). Guidant’s valuation has been performed according
to DCF (discounted cash flow) method.

On December 30, 2005, according to the Base Case scenario analysis Guidant was worth $
46,74 per share or $ 15.603 million. In this Base Case Scenario sales were predicted to grow
at a 6,6% CAGR from 2006 to 2011.

The following assumptions were applied to arrive at the Base Case WACC discount rate of
9,15%:
The cost of debt applied results from the interest rate of 6,6% paid by Guidant
according to the annual report 2005 [41].
The CAPM (Capital Asset Pricing Model) was used for cost of equity estimation.
o For the risk-free rate, Damodaran provides us with a 10-year US Treasury rate
of 4,39% [42]
o Damodaran provides us with an unleveraged beta (asset) of the medical
device industry of 0,99 [43]..
0 We calculate a leveraged beta (equity) for Guidant of 1,00 (see Annex)
Bequity = Basset * [1+(Debt * (1-Taxes)/Equity)]
0 The equity market risk premium results from the difference between stock
market average return (1928-2005) and risk free T-bond rate, long term [44]
o Combining these variables, the cost of equity resulted in 9,22%. With a capital
mix of 1,63% debt and 98,37% equity and a effective tax rate of 23,5%, the
WACC was 9,15%.

Assumptions reflected under the Best Case scenario value the stock and the company at $
90,84 and $ 30.334 million, respectively. This calculation scenario assumes that the key
drivers evolve positively and that Guidant’'s business is not further affected by the reported

product failures.

Assumptions reflected under the Worst Case scenario value the stock and the company at $

25,09 and $ 8.657 million, respectively.

Guidant's stock price and market value on December 30 was $ 64,75 and $ 21.616 million.
We conclude that Guidant was already overvalued on December 30 and that the take over

price paid per stock of $ 80,1 and $ million 26.740 (plus indemnity, interest and consulting



charges) can only be justified under the most ideal Best Case scenario assumptions, which
reflect synergy achievement through the combination of Guidant’s and Boston Scientific’s
operations (COGS or manufacturing, SG&A and R&D).

The following chart reflects the value range of the defined key drivers and provides further
commentary.

The WACC for the Best and Worse Case scenarios have been chosen around the calculated
Base Case WACC value.



KEY DRIVERS - SENSITIVITY ANALYSIS - ASSUMPTIONS

Key Drivers BASE COMENTARY

WACC 9,2% 8,4% 11,0% 8,4% represents the WACC from Guidant's current capital structure point of view
TV Growth Rate 4,0% 5,0% 2,0% Different aleatory terminal value growth rates

Revenue Growth Rate 6,6% 13,0% 3,0% Boston's growth rate was 11,72% in 2005 (5 year CAGR
COGS as % of sales 24,8% 20,0% 27,0% Bostonis 22,1%

SG&A as % of sales 32,7% 26,0% 38,0% Boston is 28,9%

R&D as % of sales 14,4% 10,0% 16,8% Bostonis 10,8%

Days Sales Outstanding 79 48 84  Boston is 53,4 days

Days Inventory Outstanding 147 100 160 Boston is 108,6 days

Days Accounts Payable Outstanding 31 36 27,3 Boston is 27,3 days

Effective Tax Rate 23,50% 28,30% 35% Boston's mean 03-05 is 28,3%

Equity Value (in $ millions) 15.603 30.334 8.657

Stock Price (in $) 46,74 90,86 25,93

Note:

Base Case COGS, SG&A, R&D, Days Sales/Inventory/Accounts Payable Outstandig represents Mean values of Guidant from 01-05

Base Case Revenue Growth assumes that Guidant will recover the 01-05 CAGR rate of 7% in 08

Best Case values generally represent approx a 10% optimization over Boston's respective 05 values (synergy effect)

Worst and Best Case Days Accounts Payable represents Boston's current and Guidant's 5 year most delayed payment terms, respectively
Best Case TV Growth Rate reflects similar values as found for historic valuations of JNJ, Eli Lilly
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Base Case Scenario:

For the base case scenario, we assume the following sales growth rates:

Sales Breakdown - Historical Data

Expected Sales Growth 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E
Implantable Defibrillator Systems 1489 18,5% 1764 -6,4% 1651 0,8% 1665 | 2,3% 1704 | 1,7% 1732 | 3,0% 1784 | 3,6% 1848 | 3,6% 1915
us 1211 15,2% 1395 -11,7% 1232] -5,0% 1170 | -3,0% 1135 | -5,0% 1078 | 0,0% 1078 | 2,0% 1100 | 2,0% 1122
Int'l 278 32,5% 368 13,7% 419 | 18,0% 494 | 150% 569 |150% 654 | 8,0% 706 | 6,0% 749 | 6,0% 793
Pacemaker Systems 684 53% 720 -12,5% 629 | -46% 600 1,4% 609 | 15% 618 | 25% 633 | 3,0% 652 | 3,00 672
us 432 -1,3% 426 -18,8% 346 |-10,0% 311 | -2,0% 305 | 0,0% 305 | 2,0% 311 | 3,0% 321 | 3,0% 330
Int'l 252 16,6% 294 -34% 283 ] 2,0% 289 | 50% 304 | 3,0% 313 | 3,0% 322 | 3,0% 332 | 3,0% 342
Coronary Stent Systems 844 -36,2% 538 -142% 462 ] -81% 425 | -43% 406 [20,0% 488 |20,0% 585 |150% 673 |150% 774
us 463 -44,0% 260 -4,9% 247 ] -2,0% 242 0,0% 242 120,00 290 |20,0% 348 |15,0% 401 |15,0% 461
Int'l 381 -26,8% 279 -22,8% 215]-150% 183 |-10,0% 165 |20,0% 197 | 20,0% 237 |15,0% 272 ]|150% 313
Angioplasty Systems 424 6,8% 453 -3,6% 436 ] 0,6% 439 2,8% 451 | 3,2% 465 | 2,0% 475 | 3,2% 490 | 3,0% 504
us 203 33% 210 -11,2% 187 | -6,0% 175 | -5,0% 167 |-50% 158 | 0,0% 158 | 3,5% 164 | 3,0% 169
Int'l 220 10,1% 243 3,0% 250} 5,5% 263 8,0% 285 | 8,0% 307 | 3,00 316 | 3,0% 326 | 3,0% 336
Cardiac Surgery & Peripheral Syst. 205 422% 292 27,6% 373 |324% 493 | 284% 633 |20,9% 766 |14,4% 877 |13,4% 995 |12,6% 1120
us 165 41,8% 234 30,8% 307 | 350% 414 | 30,0% 538 |22,0% 657 |150% 755 |14,0% 861 |13,0% 973
Int'l 40 44,0% 58 142% 66 ] 20,5% 79 20,0% 95 |15,0% 109 |11,0% 121 |10,0% 134 |10,0% 147
Total Sales Growth 3645 3,3% 3766 -5,7% 3551 2,0% 3622 | 50% 3803 | 7,0% 4069 | 7,0% 4354 | 7,0% 4658 | 7,0% 4985
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Guidant - Base Case
Income Statement

Net Sales

Cost of goods sold

Gross Profit

Selling, General & Admin Expenses
R&D Expense

Amortization

Purchased In-process R&D
Royalties, net

Other income (expense)
EBIT

Interest income (expense)
Interest expense

Interest income

Pre-tax income

Income taxes

Extraordinary items

Net income

Income Statement Assumptions
Revenue Growth

COGS as % of sales

SG&A as % of sales

R&D as a % of sales
Amortizations as % of sales
Purchased IPRD as % of sales
Royalties, net as % of sales

Other income (expense) as % of sales
Interest expense

Interest income

Effective tax rate

CAGR 01-05 2001

7,0%

-3,8%

24,8%
32,7%
14,4%
0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

2.708
662
2.045
835
381
a4
15
42
-29
699
32
32

667
183

484

6,2%
24,5%
30,9%
14,1%

1,6%

0,6%

1,5%
-1,1%

7,5%

0,0%
27,5%

2002
3.240
797
2.443
993
438
13
55
54
-46
843
4
4

839
227

612

2002
19,6%
24,6%
30,7%
13,5%

0,4%
1,7%
1,7%
-1,4%
1,1%
0,0%
27,1%

2003
3.699
904
2.795
1.199
518
21
84
64
-431
479
-6
17
-24
485
60
-95
330

2003
14,2%
24,4%
32,4%
14,0%
0,6%
2,3%
1,7%
-11,6%
1,8%
-1,6%
12,3%

2004

3.766
922
2.844
1.191
516
31
100
50
-87
869
-8
26
-34
878
305
-49
524

1,8%
24,5%
31,6%
13,7%
0,8%
2,7%
1,3%
-2,3%
3,9%
-1,5%
34,7%

2005

3.551
930
2.621
1.345
598

-5,7%
26,2%
37,9%
16,8%
0,6%
2,1%
1,4%
-1,7%
8,5%
-3,1%
16,2%

2006E

3.622
898
2.723
1.184

2006E
2%
24,8%
32,7%
14,4%
0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

2007E

5,0%
24,8%
32,7%
14,4%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
23,5%

2008E

7%
24,8%
32,7%
14,4%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

2009E

7%
24,8%
32,7%
14,4%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

7%
24,8%
32,7%
14,4%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

2011E CAGR 06-11

4.985
1.236
3.748
1.630

7%
24,8%
32,7%
14,4%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

6,6%
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Balance Sheet 2001
Cash 438
Short-term investments 9
Receivables 632
Inventories 268
Other Current Assets 202
Total Current Assets 1.548
Net PP&E 621
Gross Property Plant & Equipment 1.085
Depreciation 465
Goodwill, net of allowances 427
Other Intangible Assets, net of allowances 190
Investments 39
Other LT Assets 93
Total Assets 2.917
Accounts payable 60
Short-term debt 300
Employee compensation 117
Other ST liabilities 165
Income taxes payable 148
Current Liabilities (non interest bearing) 429
Other LT Liabilities (non interest bearing) 460
Long-Term Debt 122
Total Liabilities 1.371
Common Equity 226
Retained Earnings 1.391
Other Equity -71
Total Stockholder's Equity 1.546
Total Liabilities and Stockh. Equity 2.917
Balance Sheet Assumptions MEAN 2001
Days Sales Outstanding 79 84
Days Inventory Outstanding 147 145
Days Accounts payable outstanding 31 33
Cash 16,2%
Short-term investments 0,3%
Other current assets 7,5%
Capital expenditure 149,1
Capital expenditure (as % of sales) 5,5%
Depreciation (as % of sales)

Goodwill 14,7% 15,8%
Other Intangible Assets 4,3% 7,0%
LT Investments 1,4%
Other LT Assets 3,4%
Short-term debt 7.2% 11,1%
Employee compensation 4,6% 4,3%
Other ST liabilities 8,7% 6,1%
Income taxes payable 7.2% 5,4%
Other LT liabilities 8,0% 17,0%
Long-Term Debt 8,9% 4,5%
Retained Earnings 484
Dividends -

Dividend payout ratio

2002
1.015
10
699
304
275
2.303

650
1.193
550
516
96
47
104
3.716

1.394

226
2.002
93
2.322
3.716

2002

78
137
32
31,3%
0,3%
8,5%
141,1
4,4%

15,9%
3,0%
1,4%
3.2%
0,2%
5,9%
10,8%
7,7%
5,1%
11,2%
612

2003
1.468
0
832
403
377
3.080

768
1.434
666
513
162
55
61
4.639

86
250
199
330
197
726
166
698

1.927

302
2.259
153
2.713
4.640

2003

81
160
34
39,7%
0,0%
10,2%
249,3
6,7%

13,9%
4,4%
1,5%
1,7%
6,8%
5,4%
8,9%
5,3%
4,5%
18,9%
257

74
22,3%

2004
1.894
320
846
354
294
3.708

809
1.589
780
512
169
82
93
5.372

56
302
141
309
221
671
244
357

1.630

609
2.658
475
3.742
5.372

2004

81
138
22
50,3%
8,5%
7,8%
212,8
5,7%

13,6%
4,5%
2,2%
2,5%
8,0%
3,8%
8,2%
5,9%
6,5%
9,5%

399
125
23,9%

2005
2.384
451
710
397
555
4.497

962
1.829
867
512
87
87
135
6.279

92
350
124
332
420
876
242

9
1.568

1.095
2.941
675
4.711
6.279

2005

72
154
36
67,1%
12,7%
15,6%
310,1
8,7%

14,4%
2,4%
2,5%
3,8%
9,9%
3,5%
9,4%
11,8%
6,8%
0,3%
283

131
31,6%

2.384
496
795
367
566

4.608

1.265
2.304
1.039
533
154
109
137
6.805

77
260
166
314
262
741
289
321

1.689

1.095
3.347
675
5.117
6.806

79
147
31
65,8%
13,7%
15,6%
475
13,1%
7,5%
14,7%
4,3%
3,0%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
406
135
25%

2.500
559
834
385
594

4.873

1.445
2.684
1.239
560
162
133
144
7.317

81
273
174
329
275
778
304
337

1.773

1.095
3.774
675
5.544
7.317

79
147
31
65,7%
14,7%
15,6%
380
10,0%
7,5%
14,7%
4,3%
3,5%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
426
142
25%

2.607
639
893
412
636

5.187

1.622
3.091
1.469
599
173
163
154
7.897

87
292
186
352
294
833
325
360

1.897

1.095
4.230
675
6.000
7.897

79
147
31
64,1%
15,7%
15,6%
407
10,0%
7,5%
14,7%
4,3%
4,0%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
456
152
25%

2.733
727
955
441
680

5.637

1.794
3.526
1.732
641
185
196
165
8.518

93
313
199
377
314
891
348
386

2.030

1.095
4.718
675
6.488
8.518

79
147
31
62,8%
16,7%
15,6%
435
10,0%
7,5%
14,7%
4,3%
4,5%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
488
163
25%

2.880
825
1.022
472
728
5.926

1.963
3.992
2.029
685
198
233
177
9.183

99
335
213
403
336
953
372
413

2.172

1.095
5.241
675
7.011
9.183

79
147
31
61,8%
17,7%
15,6%
466
10,0%
7,5%
14,7%
4,3%
5,0%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
522
174
25%

2006E 2007E 2008E 2009E 2010E 2011E

3.049
932
1.094
505
779
6.359

2.127
4.491
2.364
733
212
274
189
9.894

106
358
228
432
360
1.020
398
442
2.324

1.095
5.800
675
7.570
9.894

20 O06E 2007E 2008E 2009E 2010E 2011E

79
147
31
61,2%
18,7%
15,6%
498
10,0%
7,5%
14,7%
4,3%
5,5%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
559
186
25%
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Free Cash Flow 2001 2002 2003 2004 2005
Net Sales 2.708 3.240 3.699 3.766 3.551
Cost of goods sold 662 797 904 922 930
Less Operating Expenses
SG&A 835 993 1.199 1.191 1.345
EBITDA 1.210 1.449 1.596 1.653 1.276
Depreciation expenses 105 99 137 145 109
Amortization 44 13 21 31 22
Depreciation 61 86 116 114 87
EBIT 1.105 1.351 1.459 1.508 1.167
Total income tax provision 183 227 60 305 86
Effective Tax rate 275% 27,1% 12,3% 34,7% 16,2%
EBIAT 922 1.123 1.400 1.203 1.082
Add back depreciation expenses 105 99 137 145 109
Operating Cash Flow 1.027 1.222 1.537 1.348 1.191
Net Working Capital 2.029 3.152 3.892 4.115 5.014
Normal Cash 438 1.015 1.468 1.894 2.384
Accounts receivable 632 699 832 846 710
Inventory 268 304 403 354 397
Prepaid expenses & other current assets 202 275 377 294 555
Non-interest bearing current liabilities
Accounts payable -60 -70 -86 -56 -92
Accrued compensation -117 -192 -199 -141 -124
Accrued income taxes -148 -248 -197 -221 -420
Other accrued expenses -165 -348 -330 -309 -332
Incremental Net Working Capital 1.281 1.123 740 222 899
Capital expenditures 149 141 249 213 310
Free Cash Flow -403 -43 547 913 -19
Time 0
DCF MODEL 2005
FCF
PV (FCF) 900
PV (FCF) = Firm Value WACC 9,2% 15.962
-PV (Debt) TV Growth Rate 4,0% 359
=PV (Equity) 15.603
Shares Outstanding 333,8

Stock Price 46,7

2006E 2007E 2008E 2009E 2010E 2011E

3.622
898

1.184
1.539
201
29
172
1.338
166
23,5%
1.172
201
1.373
4.930
2.384
795
367
566

=77
-166
-262
-314

-84

475
982

1

3.803
943

1.243
1.616
231
31
200
1.385
175
23,5%
1.211
231
1.441
5.173
2.500
834
385
594

-81
-174
-275
-329
243

380
818

2

4.069
1.009

1.331
1.729
263
33
230
1.466
187
23,5%
1.279
263
1.542
5.467
2.607
893
412
636

-87
-186
-294
-352
294

407
841

3

4.354
1.080

1.424
1.850
298
35
263
1.552
200
23,5%
1.352
298
1.650
5.793
2.733
955
441
680

-93
-199
-314
-377
326

435
889

4

4.658
1.155

1.523
1.980
335
38
297
1.645
214
23,5%
1.431
335
1.766
6.155
2.880
1.022
472
728

-99
-213
-336
-403
361

466
939

5

4.985
1.236

1.630
2.118
375
40
335
1.744
229
23,5%
1.515
375
1.889
6.553
3.049
1.094
505
779

-106
-228
-360
-432
398

498
993

6

2006E 2007E 2008E 2009E 2010E 2011E

982
687

818
647

841
626

889
606

939
641

993
11.856

TV
20.049
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Guidant - Best Case
Income Statement

Net Sales

Cost of goods sold

Gross Profit

Selling, General & Admin Expenses
R&D Expense

Amortization

Purchased In-process R&D
Royalties, net

Other income (expense)
EBIT

Interest income (expense)
Interest expense

Interest income

Pre-tax income

Income taxes

Extraordinary items

Net income

Income Statement Assumptions
Revenue Growth

COGS as % of sales

SG&A as % of sales

R&D as a % of sales
Amortizations as % of sales
Purchased IPRD as % of sales
Royalties, net as % of sales

Other income (expense) as % of sales
Interest expense

Interest income

Effective Tax rate

CAGR 01-05 2001

7,0%

-3,8%

MEAN

24,8%
32,7%
14,4%
0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

2.708
662
2.045
835
381
44
15
42
-29
699
32
32

667
183

484

2001
6,2%
24,5%
30,9%
14,1%
1,6%
0,6%
1,5%
-1,1%
7,5%
0,0%
27,5%

2002
3.240
797
2.443
993
438
13
55
54
-46
843
4
4

839
227

612

2002
19,6%
24,6%
30,7%
13,5%

0,4%
1,7%
1,7%
-1,4%
1,1%
0,0%
27,1%

2003
3.699
904
2.795
1.199
518
21
84
64
-431
479
-6
17
-24
485
60
-95
330

2003
14,2%
24,4%
32,4%
14,0%

0,6%
2,3%
1,7%
-11,6%
1,8%
-1,6%
12,3%

2004
3.766
922
2.844
1.191
516
31
100
50
-87
869
-8
26
-34
878
305
-49
524

2004
1,8%
24,5%
31,6%
13,7%
0,8%
2,7%
1,3%
-2,3%
3,9%
-1,5%
34,7%

3.551
930
2.621
1.345

414

200 5
-5,7%
26,2%
37,9%
16,8%
0,6%
2,1%
1,4%
-1,7%
8,5%
-3,1%
16,2%

2006E

1.020

2007E

4.534
907
3.627
1.179
453
37
84
69
-164
1.640
=ile)
33
52
1.607
455

1.152

2008E

37
-60
1.816
514

1.302

5.789
1.158
4.631
1.505
579
47
107
89
-210
2.094
-26
42
-68
2.052
581

1471

6.542
1.308
5.233
1.701
654
53
121
100
-237
2.367
-30
48
-78
2.319
656

1.663

2009E 2010E 2011E

7.392
1.478
5.914
1.922
739
60
137
113
-268
2.674
-35
54
-89
2.620
742

1.879

2006E 2007E 2008E 2009E 2010E 2011E

13%
20,0%
26,0%
10,0%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
28,3%

13%
20,0%
26,0%
10,0%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
28,3%

13%
20,0%
26,0%
10,0%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
28,3%

13%
20,0%
26,0%
10,0%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
28,3%

13%
20,0%
26,0%
10,0%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
28,3%

13%
20,0%
26,0%
10,0%

0,8%

1,9%

1,5%
-3,6%

4,5%
-1,2%
28,3%

CAGR 06-11
13,0%
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Balance Sheet

Cash

Short-term investments
Receivables
Inventories

Other Current Assets
Total Current Assets

Net PP&E

Gross Property Plant & Equipment
Depreciation

Goodwill, net of allowances

Other Intangible Assets, net of allowances
Investments

Other LT Assets

Total Assets

Accounts payable

Short-term debt

Employee compensation

Other ST liabilities

Income taxes payable

Current Liabilities (non interest bearing)
Other LT Liabilities (non interest bearing)
Long-Term Debt

Total Liabilities

Common Equity

Retained Earnings

Other Equity

Total Stockholder's Equity

Total Liabilities and Stockh. Equity

Balance Sheet Assumptions
Days Sales Outstanding

Days Inventory Outstanding
Days Accounts payable outstanding
Cash

Short-term investments

Other current assets

Capital expenditure

Capital expenditure (as % of sales)
Depreciation (as % of sales)
Goodwill

Other Intangible Assets

LT Investments

Other LT Assets

Short-term debt

Employee compensation
Other ST liabilities

Income taxes payable

Other LT liabilities

Long-Term Debt

Retained Earnings

Dividends

Dividend payout ratio

MEAN

147
31

14,7%
4,3%

7,2%
4,6%
8,7%
7,2%
8,0%
8,9%

2001
438
9
632
268
202
1.548

621
1.085
465
427
190
39
93
2.917

60
300
117
165
148
429
460
122

1.371

226
1.391
-71
1.546
2.917

2001

84
145
33
16,2%
0,3%
7,5%
149,1
5,5%

15,8%
7,0%
1,4%
3,4%

11,1%
4,3%
6,1%
5,4%

17,0%
4,5%

484

2002
1.015
10
699
304
275
2.303

650
1.193
550
516
96
a7
104
3.716

70
7
192
348
248
789
167
362
1.394

226
2.002
93
2.322
3.716

2002

78
137
32
31,3%
0,3%
8,5%
141,12
4,4%

15,9%
3,0%
1,4%
3,2%
0,2%
5,9%

10,8%
7, 7%
5,1%

11,2%

612

2003
1.468
(0]
832
403
377
3.080

768
1.434
666
513
162
55
61
4.639

86
250
199
330
197
726
166
698

1.927

302
2.259
153
2.713
4.640

2003

81
160
34
39,7%
0,0%
10,2%
249,3
6,7%

13,9%
4,4%
1,5%
1,7%
6,8%
5,4%
8,9%
5,3%
4,5%

18,9%

257
74
22,3%

2004
1.894
320
846
354
294
3.708

809
1.589
780
512
169
82
93
5.372

56
302
141
309
221
671
244
357

1.630

609
2.658
475
3.742
5.372

2004
81
138
22
50,3%
8,5%
7,8%
212,8
5,7%

13,6%
4,5%
2,2%
2,5%
8,0%
3,8%
8,2%
5,9%
6,5%
9,5%

399
125
23,9%

2005
2.384
451
710
397
555
4.497

962
1.829
867
512
87
87
135
6.279

92
350
124
332
420
876
242

9
1.568

1.095
2.941
675
4.711
6.279

2005
72
154
36
67,1%
12,7%
15,6%
310,1
8,7%

14,4%
2,4%
2,5%
3.8%
9,9%
3,5%
9,4%
11,8%
6,8%
0,3%
283

131
31,6%

2006E 2007E 2008E 2009E 2010E 2011E

3.108
550
535
223
627

5.042

1.265
2.304
1.039
590
171
120
152
7.341

80
288
184
347
290
821
320
355

1.865

1.095
3.706
675
5.476
7.341

3.513
666
605
252
708

5.744

1.513
2.757
1.244
667
193
159
172
8.448

91
326
208
393
327
928
362
402

2.108

1.095
4.570
675
6.340
8.448

3.973
804
683
285
801

6.546

1.782
3.269
1.488
754
218
205
194
9.698

102
368
235
444
370

1.048
409
454

2.382

1.095
5.546
675
7.317
9.698

4.494
967
772
322
905

7.459

2.074
3.848
1.775
852
246
261
219
11.111

116
416
265
501
418
1.185
462
513
2.691

1.095
6.650
675
8.420
11.111

5.084
1.158
872
363
1.022
8.500

2.393
4.503
2.110
963
278
327
248
12.708

131
470
300
567
473
1.339
522
579
3.041

1.095
7.897
675
9.667
12.708

5.749
1.382
986
411
1.155
9.683

2.741
5.242
2.501
1.088
315
407
280
14.513

148
531
338
640
534
1.513
590
655
3.436

1.095
9.306
675
11.076
14.513

20 O6E 2007E 2008E 2009E 2010E 2011E

48
100
36
77,5%
13,7%
15,6%
475
11,8%
7,5%
14,7%
4,3%
3,0%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
765
255
25%

48
100
36
77,5%
14,7%
15,6%
453
10,0%
7,5%
14,7%
4,3%
3,5%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
864
288
25%

48
100
36
77,5%
15,7%
15,6%
512
10,0%
7.5%
14,7%
4,3%
4,0%
3.8%
7.2%
4,6%
8,7%
7.2%
8,0%
8,9%
977
326
25%

48
100
36
77,6%
16,7%
15,6%
579
10,0%
7,5%
14,7%
4,3%
4,5%
3.8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
1.104
368
25%

48
100
36
77,7%
17, 7%
15,6%
654
10,0%
7,5%
14,7%
4,3%
5,0%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
1.247
416
25%

48
100
36
77,8%
18,7%
15,6%
739
10,0%
7,5%
14,7%
4,3%
5,5%
3,8%
7,2%
4,6%
8,7%
7,2%
8,0%
8,9%
1.409
470
25%
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Free Cash Flow
Net Sales
Cost of goods sold
Less Operating Expenses
SG&A
EBITDA
Depreciation expenses
Amortization
Depreciation
EBIT
Total income tax provision
Effective Tax rate
EBIAT
Add back depreciation expenses
Operating Cash Flow
Net Working Capital
Normal Cash
Accounts receivable
Inventory
Prepaid expenses & other current assets

Non-interest bearing current liabilities
Accounts payable
Accrued compensation
Accrued income taxes
Other accrued expenses
Incremental Net Working Capital

Capital expenditures

Free Cash Flow

DCF MODEL

FCF

PV (FCF)

PV (FCF) = Firm Value
-PV (Debt)

=PV (Equity)

Shares Outstanding
Stock Price

2001 2002
2708  3.240
662 797
835 993
1210  1.449
105 99
a4 13
61 86
1105  1.351
183 227
27,5%  27,1%
922 1.123
105 99
1.027 1222
2029 3.152
438 1.015
632 699
268 304
202 275
-60 -70
417 192
148 -248
165 -348
1281 1123
149 141
-403 -43
WACC

TV Growth Rate

2003
3.699
904

1.199
1.596
137
21
116
1.459
60
12,3%
1.400
137
1.537
3.892
1.468
832
403
377

-86
-199
-197
-330
740

249
547

8,4%
5,0%

2004
3.766
922

1.191
1.653
145
31
114
1.508
305
34,7%
1.203
145
1.348
4.115
1.894
846
354
294

-56
-141
-221
-309
222

213
913

2005
3.551
930

1.345
1.276
109
22
87
1.167
86
16,2%
1.082
109
1.191
5.014
2.384
710
397
555

-92
-124
-420
-332
899

310
-19

Time 0
2005

838
30.693
359
30.334
333,8

90,9

2006E 2007E 2008E 2009E 2010E 2011E

4.012
802

1.043
2.167
204
32
172
1.963
402
28,3%
1.560
204
1.764
5.394
3.108
535
223
627

-80
-184
-290
-347
380

475
909

1

4.534
907

1.179
2.448
242
37
205
2.206
455
28,3%
1.751
242
1.993
6.096
3.513
605
252
708

-91
-208
-327
-393

702

453
838

2

5.123
1.025

1.332
2.767
285
41
244
2.482
514
28,3%
1.968
285
2.253
6.892
3.973
683
285
801

-102
-235
-370

796
512
944

3

5.789
1.158

1.505
3.126
333
47
287
2.793
581
28,3%
2.212
333
2.545
7.792
4.494
772
322
905

-116
-265
-418
-501
900

579
1.066

4

6.542
1.308

1.701
3.533
388
53
335
3.144
656
28,3%
2.488
388
2.876
8.811
5.084
872
363
1.022

-131
-300
-473
-567
1.019

654
1.203

5

7.392
1.478

1.922
3.992
450
60
391
3.542
742
28,3%
2.800
450
3.250
9.961
5.749
986
411
1.155

-148
-338
-534
-640
1.150

739
1.361

6

2006E 2007E 2008E 2009E 2010E 2011E

909
713

838
741

944
772

1.066
804

1.203
910

1.361
25.914

TV
42.045
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Guidant - Worst Case
Income Statement

Net Sales

Cost of goods sold

Gross Profit

Selling, General & Admin Expenses
R&D Expense

Amortization

Purchased In-process R&D
Royalties, net

Other income (expense)
EBIT

Interest income (expense)
Interest expense

Interest income

Pre-tax income

Income taxes

Extraordinary items

Net income

Income Statement Assumptions
Revenue Growth

COGS as % of sales

SG&A as % of sales

R&D as a % of sales
Amortizations as % of sales
Purchased IPRD as % of sales
Royalties, net as % of sales

Other income (expense) as % of sales
Interest expense

Interest income

Effective Tax rate

CAGR 01-05 2001

7,0%

-3,8%

24,8%
32,7%
14,4%
0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
23,5%

2.708
662
2.045
835
381
44
15
42
-29
699
32
32

667
183

484

6,2%
24,5%
30,9%
14,1%

1,6%

0,6%

1,5%
-1,1%

7,5%

0,0%
27,5%

2002
3.240
797
2.443
993
438
13
55
54
-46
843
4
4

839
227

612

2002
19,6%
24,6%
30,7%
13,5%

0,4%
1,7%
1,7%
-1,4%
1,1%
0,0%
27,1%

2003
3.699
904
2.795
1.199
518
21
84
64
-431
479
-6
17
-24
485
60
-95
330

2003
14,2%
24,4%
32,4%
14,0%

0,6%
2,3%
1,7%
-11,6%
1,8%
-1,6%
12,3%

2004

3.766
922
2.844
1.191
516
31
100
50
-87
869
-8
26
-34
878
305
-49
524

1,8%
24,5%
31,6%
13,7%

0,8%

2,7%

1,3%
-2,3%

3,9%
-1,5%
34,7%

2005

3.551
930
2.621
1.345
598

16,2%

2006E

3.657
987
2.670
1.390

2006E
3%
27,0%
38,0%
16,8%
0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
28,3%

3.767
1.017
2.750
1.431

261

3%
27,0%
38,0%
16,8%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
28,3%

2007E 2008E

3.880
1.048
2.832
1.474

268

3%
27,0%
38,0%
16,8%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
28,3%

2009E
3.996
1.079
2.917
1.519
671
32
74
61
-145
415
-2
29
-31
386
109

276

3%
27,0%
38,0%
16,8%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
28,3%

2010E

3%
27,0%
38,0%
16,8%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
28,3%

2011E CAGR 06-11

3%
27,0%
38,0%
16,8%

0,8%
1,9%
1,5%
-3,6%
4,5%
-1,2%
28,3%

3,0%
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1 2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E

Balance Sheet

Cash 438 1.015 1.468 1.894 2.384 2.031 1.945 1.877 1.829 1.800 1.791
Short-term investments 9 10 0 320 451 501 554 609 667 729 793
Receivables 632 699 832 846 710 853 879 905 932 960 989
Inventories 268 304 403 354 397 439 452 466 480 494 509
Other Current Assets 202 275 377 294 555 571 589 606 624 643 662
Total Current Assets 1.548 2.303 3.080 3.708 4.497 4.396 4.418 4.463 4.533 4.626 4.744
Net PP&E 621 650 768 809 962 1.265 1.442 1.601 1.743 1.865 1.968
Gross Property Plant & Equipment 1.085 1.193 1.434 1.589 1.829 2.304 2.680 3.068 3.468 3.880 4.304
Depreciation 465 550 666 780 867 1.039 1.239 1.467 1.726 2.015 2.335
Goodwill, net of allowances 427 516 513 512 512 538 554 Sl 588 606 624
Other Intangible Assets, net of allowances 190 96 162 169 87 156 160 165 170 175 180
Investments 39 47 55 82 87 110 132 155 180 206 233
Other LT Assets 93 104 61 93 135 139 143 147 151 156 161
Total Assets 2.917 3.716 4.639 5.372 6.279 6.603 6.849 7.103 7.365 7.634 7.911
Accounts payable 60 70 86 56 92 75 77 79 82 84 87
Short-term debt 300 7 250 302 350 263 271 279 287 296 305
Employee compensation 117 192 199 141 124 167 172 178 183 188 194
Other ST liabilities 165 348 330 309 332 317 326 336 346 356 367
Income taxes payable 148 248 197 221 420 264 272 280 289 297 306
Current Liabilities (non interest bearing) 429 789 726 671 876 748 771 794 818 842 868
Other LT Liabilities (non interest bearing) 460 167 166 244 242 292 301 310 319 329 338
Long-Term Debt 122 362 698 357 9 324 334 344 354 365 376
Total Liabilities 1.371 1.394 1.927 1.630 1.568 1.702 1.753 1.806 1.860 1.915 1.973
Common Equity 226 226 302 609 1.095 1.095 1.095 1.095 1.095 1.095 1.095
Retained Earnings 1.391 2.002 2.259 2.658 2.941 3.131 3.326 3.527 3.735 3.948 4.168
Other Equity -71 93 153 475 675 675 675 675 675 675 675
Total Stockholder's Equity 1.546 2.322 2.713 3.742 4.711 4.901 5.096 5.297 5.505 5.718 5.938
Total Liabilities and Stockh. Equity 2.917 3.716 4.640 5.372 6.279 6.603 6.849 7.103 7.364 7.634 7.911
Balance Sheet Assumptions MEAN 2001 2002 2003 2004 2005 20 O06E 2007E 08E 2009E 2010E 2011E
Days Sales Outstanding 79 84 78 81 81 72 84 84 84 84 84 84
Days Inventory Outstanding 147 145 137 160 138 154 160 160 160 160 160 160
Days Accounts payable outstanding 31 33 32 34 22 36 27 27 27 27 27 27
Cash 16,2% 31,3% 39,7% 50,3% 67,1% 55,5% 51,6% 48,4% 458% 43,7% 42,2%
Short-term investments 0,3% 0,3% 0,0% 8,5% 12,7% 13,7% 14,7% 15,7% 16,7% 17,7% 18,7%
Other current assets 7,5% 8,5% 10,2% 7,8% 15,6% 15,6% 15,6% 15,6% 15,6% 15,6% 15,6%
Capital expenditure 149,1 141,1 249,3 212,8 310,1 475 377 388 400 412 424
Capital expenditure (as % of sales) 5,5% 4,4% 6,7% 5,7% 8,7% 13,0% 10,0% 10,0% 10,0% 10,0% 10,0%
Depreciation (as % of sales) 7,5% 7,5% 7,5% 7,5% 7,5% 7,5%
Goodwill 14,7% 15,8% 159% 13,9% 13,6% 14,4% 14,7% 14,7% 14,7% 14,7% 14,7% 14,7%
Other Intangible Assets 4,3% 7,0% 3,0% 4,4% 4,5% 2,4% 4,3% 4,3% 4,3% 4,3% 4,3% 4,3%
LT Investments 1,4% 1,4% 1,5% 2,2% 2,5% 3,0% 3,5% 4,0% 4,5% 5,0% 5,5%
Other LT Assets 3,4% 3,2% 1,7% 2,5% 3,8% 3,8% 3,8% 3,8% 3,8% 3,8% 3,8%
Short-term debt 7,2% 11,1% 0,2% 6,8% 8,0% 9,9% 7,2% 7,2% 7,2% 7,2% 7,2% 7,2%
Employee compensation 4,6% 4,3% 5,9% 5,4% 3,8% 3,5% 4,6% 4,6% 4,6% 4,6% 4,6% 4,6%
Other ST liabilities 8,7% 6,1% 10,8% 8,9% 8,2% 9,4% 8,7% 8,7% 8,7% 8,7% 8,7% 8,7%
Income taxes payable 7,2% 5,4% 7, 7% 5,3% 5,9% 11,8% 7,2% 7,2% 7,2% 7,2% 7,2% 7,2%
Other LT liabilities 8,0% 17,0% 5,1% 4,5% 6,5% 6,8% 8,0% 8,0% 8,0% 8,0% 8,0% 8,0%
Long-Term Debt 8,9% 4,5% 11,2% 18,9% 9,5% 0,3% 8,9% 8,9% 8,9% 8,9% 8,9% 8,9%
Retained Earnings 484 612 257 399 283 190 195 201 207 214 220
Dividends - - 74 125 131 63 65 67 69 71 73

Dividend payout ratio 22,3%  23,9% 31,6% 25% 25% 25% 25% 25% 25%
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Free Cash Flow 2001 2002
Net Sales 2.708 3.240
Cost of goods sold 662 797
Less Operating Expenses
SG&A 835 993
EBITDA 1.210 1.449
Depreciation expenses 105 99
Amortization 44 13
Depreciation 61 86
EBIT 1.105 1.351
Total income tax provision 183 227
Effective Tax rate 275% 27,1%
EBIAT 922 1.123
Add back depreciation expenses 105 99
Operating Cash Flow 1.027 1.222
Net Working Capital 2.029 3.152
Normal Cash 438 1.015
Accounts receivable 632 699
Inventory 268 304
Prepaid expenses & other current assets 202 275
Non-interest bearing current liabilities
Accounts payable -60 -70
Accrued compensation -117 -192
Accrued income taxes -148 -248
Other accrued expenses -165 -348
Incremental Net Working Capital 1.281 1.123
Capital expenditures 149 141
Free Cash Flow -403 -43
DCF MODEL
FCF
PV (FCF)
PV (FCF) = Firm Value WACC
-PV (Debt) TV Growth Rate
=PV (Equity)

Shares Outstanding
Stock Price

2003

3.699
904

1.199
1.596
137
21
116
1.459
60
12,3%
1.400
137
1.537
3.892
1.468
832
403
377

-86
-199
-197
-330

740

249
547

11,0%
2,0%

2004
3.766

922

1.191
1.653

145
31
114

1.508

305

34,7%
1.203

145

1.348
4.115
1.894

846
354
294

-56
-141
-221
-309
222

213
913

2005

3.551
930

1.345
1.276
109
22
87
1.167
86

16,2%

1.082
109
1.191
5.014
2.384
710
397
555

-92
-124
-420
-332
899

310
-19

Time 0
2005

902
9.016
359
8.657
333,8

25,9

2006E 2007E 2008E 2009E 2010E 2011E
3.657 3767 3.880 3.996 4.116 4.240
987 1.017 1.048 1.079 1.111 1.145

1390 1.431 1474 1519 1564 1611
1280 1.318 1.358 1.399 1441 1484
201 230 260 291 322 355
30 30 31 32 33 34
172 200 229 258 289 321
1.079 1.088 1.098 1.108 1.118 1.129
100 103 106 109 112 116
28,3% 28,3% 28,3% 28,3% 28,3% 28,3%
979 985 992 999 1.006 1.013
201 230 260 291 322 355
1180 1.216 1.252 1.290 1.328 1.368
4718 4712 4727 4765 4824  4.906
2.031 1945 1877 1.829 1800 1.791
853 879 905 932 960 989
439 452 466 480 494 509
571 589 606 624 643 662

-75 =77 -79 -82 -84 -87
-167 -172 -178 -183 -188 -194
-264 -272 -280 -289 -297 -306
-317 -326 -336 -346 -356 -367
-296 -5 15 38 59 82

475 377 388 400 412 424
1.001 844 849 852 858 862
1 2 3 4 5 6

2006E 2007E 2008E 2009E 2010E 2011E

1.001 844 849 852 858 862
685 621 562 509 512 5.226

TV
9.774
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IV.3. Market Situation After Take-Over

Boston Scientific

The company’s market capitalization has fallen from $34.4 billion in 2004 to $25.6 billion in
2005 and 18.6 billion in 2006. Over the mentioned time frame $15.8 billion (or 45.9%) of
shareholder value has been destroyed and it is highly unlikely that Boston’s stock will recover
its’ original position.

Boston increased equity by 80 percent and searched for incremental debt financing of $6.5

billion, representing an annual interest burden of $300 million.

From a product portfolio point of view, Boston has kept Guidant’s pacing devices with the
inherent image loss and liability implications. On the other hand it has not been able to
reinforce its’ interventional cardiology product portfolio because of having granted exclusivity
to Abbott by divesting the entire business unit to the pharmaceutical giant. Abbott’'s
management excellence (see Good To Great by Jim Collins) and its’ abundant resources will
surely turn Abbott into a to be feared market player within the interventional cardiology
business.

Furthermore, Boston’s rating has been downgraded by Fitch from A (negative watch)[45] to
BBB (rating outlook stable) [46] representing an increase in interest payment for Boston’s
current business as well as for potential new capital budgeting projects.

According to Steve O'Byrne, an experienced valuation consultant, in case Guidant would
return to its’ brilliant revenue growth and profit track record, it would take Boston 15 years to

earn a mere 9 percent return on its’ multi-billion investment.
Guidant

Guidant's shareholders, who sold their stock before the acquisition date of April 21, got $80 a

share.

Former Guidant shareholders, who didn’t pull out today still hold a package of stock and cash
worth $66 a share, a premium of $3 compared to the price JNJ was willing to pay.

Guidant has played a clever role during the entire transaction. While being confronted with
the challenging task of identifying a replacement of its’ retiring CEO and the uncertainty and
liability claims of hundreds of thousands of pacemakers and defibrillators its’ board
understand how to play its’ two rivals, JNJ and Boston Scientific, against each other,

achieving important shareholder value gains at $80 share price.



Abbott

Abbott is expected to generate $650 million in earnings by 2009, approximately the same
amount as expected to be derived for Boston from the Guidant acquisitions, but Abbott will

have paid a fraction of Boston’s take over price.

However JNJ finalized its’ Cypher stent co-marketing agreement with Abbott, which was
generating $120 million for Abbott and Abbott will have to keep its’ sales awaiting its’ market
launch of Xience.

Johnson & Johnson

JNJ pulled out of the bidding. It received a $705 million indemnity payment from Guidant for
breaking the deal [28].

JNJ has lost the opportunity to acquire Guidant R&D stent technology supporting its’ lacking
stent pipeline and instead Abbott has become a growing competitor and has the possibility to

license the acquired IP to other players.

JNJ’s future in the interventional cardiology market, being a strong pharmaceutical player,
will depend on whether the device or the drug-eluted coating will represent the key strategic
value; likewise thanks to its’ pharmaceutical know-how it might be favored by future trends

towards fully absorbable stent technology [47]



Key Player Pre- and Post Merger Position in the Car  diovascular Market

The following table reflects the modified market leadership position after the merger of
Boston Scientific with Guidant. Boston has displaced Medtronic from its’ market leadership
position in the cardiovascular device market and has tripled its’ share gap towards JNJ from
6% (pre-merger) to 18% (post merger). JNJ is remaining the number 3 player in the

cardiovascular market.

Pre-Merger Post-Merger

Share Rgg?}? € Position Share Rgg?‘?e Position
Boston Scientific 230 4,37 2 35% 6,65 1
Medtronic 27% 5,13 1 27% 5,13 2
JINJ 17% 3,23 3 17% 3,23 3
Guidant 16% 3,04 4 N/A N/A N/A
St. Jude 10% 1,90 5 10% 1,90 4
Abbott N/A N/A N/A 4% 0,76 5
Others 7% 1,33 N/A 7% 1,33 N/A
Total 100% 19,00 N/A 100% 19,00 N/A

Source: Wall Street Research; Analysis Blecker C., November 3, 2006




Conclusions

The medtech industry represents an appealing target for industry internal and
“outside” investors

Especially plus $ 2 billion medical device firms with little debt should be encouraged
in bidding for smaller device firms, because once integrated the latter will generally
speaking be valued at the 35% premium enjoyed by the latter device giants

Medical device firms represent a more stable investment scenario than
pharmaceutical firms due to the fact that under developed regions will not claim for
technology penetration resulting in price erosion through reimbursement pressure
The acquisition of Guidant by Boston Scientific is an excellent example of
shareholder value destruction driven by an excessive hunger of Boston to “snatch”
the acquisition target from its’ key rival JNJ. Emotional drivers need to be isolated in
any acquisition valuation.

Boston Scientific has temporarily achieved market leadership in the cardiovascular
market. However, new technologies like bio-absorbable stent technology might favour
the regaining of market share by JNJ driven by its’ inherent pharmaceutical know-how
and wide subsidiary portfolio, including its’ investment in new technology start-up
operations.

JNJ, Boston and Medtronic are likely to be at the forefront in the gate-keeping to
acquire new technologies to keep or gain market share in the highly dynamic and
profitable interventional cardiology market.

JNJ and Medtronic, especially after the “expensive” acquisition of Guidant by Boston
Scientific are better positioned to acquire other medtech companies. They will have
more cash available and after Boston’s stock decline their stock is more appealing to

the shareholders of acquisition targets.
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Annex

GUIDANT - Weighted Average Cost of Capital (WACC) E _stimation

Common shares outstanding (at December 30, 2005)
Price (at December 30, 2005)
Market Value of Equity

+ Market Value of Debt

21.616.010.500

333.838.000
64,75

359.000.000

Firm Value 21.975.010.500
Ratios
Debt / Firm Value 1,63%
Equity / Firm Value 98,37%
Debt / Equity 1,66%
Key Assumptions
Risk Free Rate (Rf; 10 year Treasury Bond) 4,39%
Market Premium (Rm-Rf) 4,82%
Beta equity (levered) 1,00
Beta asset (unlevered) 0,99
Cost of Equity [CAPM; Ke=Rf + Re* (Rm-Rf)] 9,22%
Pretax Cost of Debt = [interest rate as specified i  n annual report] 6,60%
Effective Tax Rate 23,5%
Cost of Debt after tax = Kd* (1-T) 5,0%
= uity/Firm Value)*Ke + (Debt /Firm Value - , (o
IWACC = [(Equity/Firm Value)*Ke + (Debt /Firm Value)  * Kd * (1-T)] 9,15%)|




Financial Reports Pre-Merger of Boston Scientific a nd Guidant (in $ millions)

Income Statement (December 31, 2005)

Boston Scientific

Consolidated* (BSX

Guidant  (GDT)

(BSX) + GDT)
Net Sales 6.283,0 3.550,6 8.739,0
Cost of products sold 1.386.0 929,5 2.157.0
Gross profit 4.897,0 2.621,1 6.582,0
R&D 680,0 598,0 1.060,0
SG&A 2.041,0 1.344,7 2.837,0
Total operating expenses 2.721,0 1.942,7 3.897,0
Operating income (EBITDA) 2.176.0 678.4 2.685.0
Amortization 152,0 22,2 652,0
Operating income after deprec. 2.024,0 656,2 2.033,0
Other income, net 13,0 -60,0
Other charges 1.056,0 124,3 1.226,0
Operating income (EBIT) 981.0 471.9 807.0
Interest expense 90,0 -57.4 621,0
Income before income taxes (EBT) 891,0 529,3 186,0
Income Taxes 263,0 85,7 -69.0
Extraordinary items -29.7
Net income 628,0 413,9 255,0
Outstanding shares 1.472.440.000 333.160.000
EPS $0,76 $1,36 $0,18
EPS (diluted) $0,75 $1,33 $0,18
Book value per share (unaudited) $5,22 $14,11 $13,54
Dividends per share no payment of dividends $0,40 -

* unaudited pro forma

Balance Sheet (December 31, 2005)

R . Consolidated* (BSX
+ GOT)

Current assets 2.631,0 4.496,9 5.351,0
Other assets 3.712,0 820,9 293,0
Fixed assets 1.011,0 961,6 31.075,0
Net of accumulated depreciation 842,0 867,2

Total assets 8.196,0 6.279,4 36.719,0
Current Liabilities 1.479,0 1.317,6 3.873,0
Noncurrent liabilities 2.435,0 250,8 13.609,0
Shareholders' equity 4.282,0 4.711,0 19.237,0
Total liabilities 8.196,0 6.279,4 36.719,0

Source : Joint Proxy Statement 2005 - Boston Scientific and Guidant Corp.; March 1, 2006




5 A R
uw
SWISS
S M MANAGEMENT
CENTER



