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Executive Summary

Boston Scientific (BSX) manufactures less-invasive medical devices which improve the overall quality of life for their patients. They currently manufacture products that are sold in twelve sectors of the healthcare industry, including a recent addition of cardiac rhythm management due to the acquisition of Guidant Corporation on April 21, 2006. They have twenty-six manufacturing, distributing, and technology centers and deliver more than 15,000 products in over 45 countries. Boston Scientific’s recent acquisition of Guidant has added 27 billion dollars of long-term debt, which is currently negatively affecting earnings per share, decreasing stock price, and creating loss of faith in the company by shareholders. Since May of 2004, Boston Scientific’s stock price began a steady decline to its current price of $16.35 today, November 17, 2006. Based on our analysis of Boston Scientific’s cash flow and industry trends, our report suggests two ways to alleviate this problem. First, we recommend selling off our least productive asset. Then, use that cash to buy back treasury stock to increase the value of the company overall.
Bare Metal Stents (BMS) have been and are predicted to be the least productive asset with regard to past and expected revenues. Sales are predicted to decrease in the next four years by almost half of what they are currently generating. This reduction is partially due to the introduction of the new Taxus stent, which is a newer kind of drug eluting stent that will be introduced in 2007. By selling the BMS, total operating expenses will be reduced and net income will be increased, thus raising EPS. 

Also, Drug Eluting Stents (DES) are expected to almost completely dominate all domestic stent sales except for about 2 to 3%. By selling the BMS, Boston Scientific will be able to focus on its most profitable assets rather than spreading themselves too thin. This will also make them more competitive with major competitors such as Johnson & Johnson.

The proceeds from the sale of the BMS will then be used to buy back stock. Repurchasing stock will raise earnings per share, increase the stock price, and restore faith in the company. When a company buys its own stock, shares are taken out of circulation, therefore reducing the number of shares outstanding. This can have a positive effect on earnings per share, which in turn has a positive effect on the stock price. As long as overall earnings stay the same the reduction in share price will increase the earnings per share. 

After analyzing Boston Scientific’s current profitability and financial situation, we feel that selling BMS and reinvesting these profits back into the company by repurchasing stock will improve stock price, increase faith in the company’s management and allow them to concentrate on the growth sector of Boston Scientific. This report gives a detailed description of how Boston Scientific should go about doing this and the positive and negative aspects of implementing this idea. 

Introduction

On April 21, 2006, Boston Scientific Corporation acquired Guidant in order to diversify their product line by offering a cardiovascular sector to their current operations. Although the acquisition of Guidant’s cardiac rhythm management businesses is capable of fueling a higher long-term revenue growth rate for BSX, there is concern about the substantial dilution to BSX shareholders stemming from the merger, particularly amid the recent slowdown in the global ICD and interventional cardiology device markets (S&P500).  This slowdown has been very detrimental to BSX’s stock price, which has raised many questions about the timing and necessity of the acquisition of Guidant.
This new acquisition of Guidant was not an easy transition for many reasons. First, Boston Scientific and Johnson and Johnson, Boston Scientific’s major competitor, were in a bidding war. Johnson and Johnson claimed that they had more readily available cash and were more prepared to acquire the new asset than Boston Scientific; however, Boston Scientific won the betting war 27 billion dollars later. Although they were able to acquire this new asset and add to their product lines, Boston Scientific had to take out $15,725,000,000 in long-term debt. 

In addition, Boston Scientific, Guidant, and Abbott Laboratories are currently fighting a law suit against Johnson and Johnson for 5.5 billion in damages. The suit claims that the three companies illegally shared information on their way to scuttling Guidant’s agreement to sell itself to Johnson & Johnson for about 21.5 billion. Johnson and Johnson’s lawsuit says the winning bid and side deals would never have been struck if Guidant had not allowed Abbott to review proprietary information about the units that it later bought. Guidant had no right to allow Abbott such a review, the lawsuit contends. However, Boston Scientific does not understand why Johnson & Johnson waited five months after the deal closed to pursue its objections (Feder).

All of these problems have led to a decrease in the stock price as well as shareholders losing faith in the company.  We have come up with two recommendations to fix the problems.
Recommendation One:

We propose that Boston Scientific should sell their bare metal stent product line.  The first reason is profits of bare metal stents are declining and expected to continue to decline in the future. We feel the greatest negative to Boston Scientific’s product line is the BMS. Boston Scientific feels that their production and sales of Drug Eluding Stents in the coming years will increase significantly, and their sales of Bare Metal Stents will decrease by half (Credit Suisse 45), although some analysts feel that DES (Drug Eluding Stent) sales will temporarily decrease due to the health complications some patients encounter, but will eventually recover fully in the coming years.  

The second reason is competition as a whole in the industry of all stents is increasing. New entries in the market such as Abbot naturally creates pricing pressure.  Since BMS are a small portion of Boston Scientific’s revenues, the impact of selling off this product line will not have a significant effect on total sales.  The sale of BMS will decrease total operating expenses, increase net income, therefore raising the EPS. See Figure 1-1 for a comparison of bare metal stent revenues in 2005 to the rest of Boston Scientific’s product line revenues.  

Based on past and future expected sales, bare metal stents were the most underperforming of all the products.  We calculated the present value from the future value of expected cash flows of the sale of bare metal stents to be $253,792,749.95.  We calculated this by using the present value of a lump sum equation in Dr. Rich’s notes for formula’s on exams. We suggest that BSX use this money to repurchase as much stock as possible to increase the stock price and overall value of the company.

Recommendation Two

Peter Lynch writes in his book, One Up on Wall Street, that the repurchase of stocks quite possibly is the best way to get the firm on track.  “If a company has faith in its own future, then why shouldn’t it invest in itself, just as the shareholders do?”  This is the main reason we feel that BSX needs to repurchase stock in order to get back on the right track and restore faith in the company with its investors.  The simple announcement of a stock repurchase alone will increase the stock price (Capital Structure Notes Rich 19).  When analyzing BSX’s financial ratios, we noticed that their earnings per share in the last year were negative. Investors realize this then don’t want to invest in the company.  To increase the earnings per share, BSX should buy back stock.  If BSX were to buy back shares of their outstanding stock, their earnings per share would increase because there would be less shares outstanding earning the same amount on each share.  BSX currently has 1,473,960,000 shares outstanding. We propose that BSX buy back approximately 15.6 million shares at the current stock price around $16 per share with the $253 million that they will receive from the sale of their bare metal stents.  This increase on EPS will also have a positive impact on the stock price (Lynch 144).  This evidence is consistent with the shareholder-manager conflict theory and shareholder-bondholder conflict theory discussed in Dr. Rich’s Corporate Finance lecture (Rich 20).  We feel that the announcement to repurchase stock is the best way for BSX to get back on track and increase their stock price. 

We feel that since DES are going to be taking over in the next 5 years, there will not be many buyers for the BMS we plan on selling off. Although, in Europe DES are not being as readily accepted as quickly as the U.S., as seen in the figure 51. So we will sell off our BMS in the European Market at the fair value we figured out at, $253,792,749. 

Conclusion


After reviewing Boston Scientifics’ current financial statements and estimated product line sales in future years, we feel that the sale of BMS and repurchase of stock will increase net income, thereby increasing earnings per share and current stock price. “If a company has faith in its own future, then why shouldn’t it invest in itself, just as the shareholders do?” (Lynch 144). Common alternatives to buying back shares are 1) raising the dividend 2) developing new product lines 3) starting new operations, and 4) making acquisitions. In Boston Scientifics’ situation, however, any of the above 4 suggestions would cause a decrease in stock price and faith in the company because BSX would be spreading themselves too thin and spending too much money on too many different products instead of trying to do really well in a few specialized areas. Instead of diluting the company, we feel that it is necessary to build a solid framework of profitable assets, cutting the assets that are small and lagging. 
Appendix A: Company Overview

Boston Scientific History

Boston Scientific was formed in the late 1970’s when John Abele and Pete Nicholas bought Medi-Tech, Inc. Medi-Tech was a research and development company that produced steerable catheters in 1969. The company grew from the time that Mr. Abele and Mr. Nicholas for $ 2 million dollars which was the purchase price in 1979 to over     $ 6.3 billion in 2005.

Products

Boston Scientific has 12 products broken down into four business groups.

1. Cardiovascular


A. Electrophysiology- Boston Scientific uses this line in the diagnosis and treatment of rate & rhythm disorders of the heart.


B. Peripheral Interventions-Boston Scientific peripheral products provide a broad range of options to meet the needs of peripheral interventionalists. Product line includes stents, balloons, catheters, sheaths, wires, and vena cava filters.


C. Cardiac Surgery- This product is used for beating heart bypass surgery, endoscopic vessel harvesting for coronary bypass surgery, and microwave surgical ablation.


D. Interventional Cardiology- Boston Scientific has become a developer of medical technologies used to diagnose and treat cardiovascular disease and other cardiovascular disorders.

E. Vascular Surgery- Used to diagnose and treat vascular disease, in particular abdominal aortic aneurysms (AAA).

2. Endoscopy


A. Endoscopy- BSX has become a leader in the field of endoscopy (digestive tract) and pulmonary medical devices (gallstones).


B. Urology- This section is used for diagnosing and treating urological disorders, including enlarged prostates and kidney stones.


C. Gynecology- Is used for diagnosing and treating gynecological diseases like, menorrhagia. 


D. Oncology- The oncology unit is for diagnosing and treating various forms of cancer.

3. Neuromodulation

A. Neuromdulation- is used in treating disabling disorders, including deafness and chronic pain.


B. Neurovascular- Main purpose is treating brain aneurysms and other types of cerbrovascular disease.
4. Cardiac Rhythm Management 

A. Cardiac Rhythm Management- Main uses are to develop implantable devices for treating cardiac arrhythmias, sudden cardiac arrest and heart failure.

Facilities 
Boston Scientific operates 26 manufacturing, distribution and technology centers 

worldwide; with branches in Africa, the Americas, Europe, Japan, and Western Asia.
Competition

Conor Medsystems (CONR) - Conor Medsystems Inc. is a worldwide company that was founded in 1999 as a developer of innovative controlled vascular drug delivery technologies. They initially focused on the development of drug-eluting stents to treat coronary artery disease. On November 16, Johnson & Johnson another Boston Scientific competitor announced their plan to acquire Conor Medsystems.

Johnson & Johnson (JNJ) – Claims to be the world’s most comprehensive and broadly based manufacturer of health care products. They were founded in 1886 and operate more than 230 companies in 57 countries. Their products range from Baby Care to Cardiology (www.jnj.com/our_company/index.htm 1).

Medtronic Inc. (MDT) - Medtronic Inc. researches, designs, and manufactures products that improve quality of life for its patients.  Some of their key businesses include: cardiac rhythm disease management, neurological/spinal/ENT surgery, cardiac surgery, and various vascular products such as stents, balloons, and guiding catheters.  Medtronic is one of Boston Scientifics main competitors in the cardiac rhythm management area.

St. Jude Medical (STJ) - St. Jude Medical Inc. also improves patient quality of life through less invasive medical implants and devices.  Their five key areas of business are: cardiac rhythm management, atrial fibrillation, cardiac surgery, cardiology, and neuromodulation.  They compete with BSX in all five of these areas of business.
Customers 


Include Hospitals and Doctors who rely on Boston Scientifics products to help 

provide health care to patients around the world.
Industry

Boston Scientific is in the Health Care industry, under Medical instruments and supplies. The graph below shows that over the past couple of years BSX (red) has dropped below both the SAP 500 (green) and the Medical Instruments and Supplies Industry (orange). 
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Acquisitions


In early 2006 Boston Scientific acquired Guidant Corporation for $27 billion. Guidant Corporation is a pioneer in lifesaving technology. They develop, manufacture and market a broad variety of products and services that help less invasive care for some of life’s most threatening medical conditions. The merger helped Boston Scientific become more diversified and pushed them closer to becoming one of the worlds preeminent medical device companies. BSX entered into an agreement with Abbott (ABT) in which they agreed to divest Guidant’s vascular intervention and endovascular businesses, and agreeing to share the rights to Guidant’s drug-eluting stents. In return, Boston Scientific received $6.4 billion from Abbott. (www.guidant.com/news/600/web_release/nr_000616.shtml)
Executives

The current President and CEO of Boston Scientific is Jim Tobin. He has been with the company for six years and has a past history of the pharmaceutical industry working for Biogen, Inc. for five years. Paul LaViolette is the companies Chief Operating Officer and is responsible for the company’s business units and worldwide commercial activities. Larry Best is the Executive Vice President for Finance and Administration, and Chief Financial Officer. Best has been with BSX since 1992 (BostonScientific.com).
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Appendix C: Financial Statements
Quarterly Income Statement

	PERIOD ENDING
	30-Jun-06
	31-Mar-06
	31-Dec-05
	30-Sep-05

	Total Revenue
	2,110,000  
	1,620,000  
	1,540,000  
	1,511,000  

	Cost of Revenue
	677,000  
	374,000  
	342,000  
	343,000  

	Gross Profit
	1,433,000  
	1,246,000  
	1,198,000  
	1,168,000  

	

	
	Operating Expenses

	
	Research Development
	283,000  
	186,000  
	174,000  
	181,000  

	
	Selling General and Administrative
	793,000  
	525,000  
	521,000  
	496,000  

	
	Non Recurring
	4,117,000  
	-  
	-  
	780,000  

	
	Others
	165,000  
	38,000  
	38,000  
	47,000  

	
	

	
	Total Operating Expenses
	5,358,000  
	-  
	-  
	1,504,000  
	

	
	

	Operating Income or Loss
	(3,925,000)
	497,000  
	465,000  
	(336,000)
	

	
	

	
	Income from Continuing Operations
	

	
	Total Other Income/Expenses Net
	(150,000)
	(29,000)
	5,000  
	5,000  
	

	
	Earnings Before Interest And Taxes
	(4,075,000)
	468,000  
	470,000  
	(331,000)
	

	
	Interest Expense
	111,000  
	37,000  
	32,000  
	21,000  
	

	
	Income Before Tax
	(4,186,000)
	431,000  
	438,000  
	(352,000)
	

	
	Income Tax Expense
	76,000  
	99,000  
	104,000  
	(83,000)
	

	
	Minority Interest
	-  
	-  
	-  
	-  
	

	
	

	
	Net Income From Continuing Ops
	(4,262,000)
	332,000  
	334,000  
	(269,000)
	

	
	

	
	Non-recurring Events
	

	
	Discontinued Operations
	-  
	-  
	-  
	-  
	

	
	Extraordinary Items
	-  
	-  
	-  
	-  
	

	
	Effect Of Accounting Changes
	-  
	-  
	-  
	-  
	

	
	Other Items
	-  
	-  
	-  
	-  
	

	
	

	Net Income
	(4,262,000)
	332,000  
	334,000  
	(269,000)
	

	Preferred Stock And Other Adjustments
	-  
	-  
	-  
	-  
	

	Net Income Applicable To Common Shares
	($4,262,000)
	$332,000  
	$334,000  
	($269,000)
	


Quarterly Balance Sheet

	PERIOD ENDING
	30-Jun-06
	31-Mar-06
	31-Dec-05
	30-Sep-05

	

	Assets

	Current Assets

	
	Cash And Cash Equivalents
	1,157,000  
	1,083,000  
	689,000  
	745,000  

	
	Short Term Investments
	-  
	-  
	159,000  
	172,000  

	
	Net Receivables
	2,032,000  
	1,166,000  
	1,084,000  
	1,281,000  

	
	Inventory
	797,000  
	407,000  
	418,000  
	428,000  

	
	Other Current Assets
	419,000  
	217,000  
	281,000  
	135,000  

	Total Current Assets
	4,405,000  
	2,873,000  
	2,631,000  
	2,761,000  

	Long Term Investments
	573,000  
	550,000  
	594,000  
	581,000  

	Property Plant and Equipment
	1,656,000  
	1,024,000  
	1,011,000  
	986,000  

	Goodwill
	-  
	-  
	1,938,000  
	-  

	Intangible Assets
	23,748,000  
	3,741,000  
	1,797,000  
	3,532,000  

	Accumulated Amortization
	-  
	-  
	-  
	-  

	Other Assets
	229,000  
	921,000  
	225,000  
	216,000  

	Deferred Long Term Asset Charges
	-  
	-  
	-  
	-  

	Total Assets
	30,611,000  
	9,109,000  
	8,196,000  
	8,076,000  

	

	Liabilities

	Current Liabilities

	
	Accounts Payable
	2,028,000  
	1,040,000  
	1,246,000  
	981,000  

	
	Short/Current Long Term Debt
	6,000  
	806,000  
	156,000  
	84,000  

	
	Other Current Liabilities
	139,000  
	189,000  
	77,000  
	77,000  

	Total Current Liabilities
	2,173,000  
	2,035,000  
	1,479,000  
	1,142,000  

	Long Term Debt
	8,892,000  
	1,836,000  
	1,864,000  
	2,430,000  

	Other Liabilities
	1,568,000  
	308,000  
	309,000  
	249,000  

	Deferred Long Term Liability Charges
	3,092,000  
	259,000  
	262,000  
	354,000  

	Minority Interest
	-  
	-  
	-  
	-  

	Negative Goodwill
	-  
	-  
	-  
	-  

	Total Liabilities
	15,725,000  
	4,438,000  
	3,914,000  
	4,175,000  

	

	Stockholders' Equity 

	Misc Stocks Options Warrants
	-  
	-  
	-  
	-  

	Redeemable Preferred Stock
	-  
	-  
	-  
	-  

	Preferred Stock
	-  
	-  
	-  
	-  

	Common Stock
	15,000  
	8,000  
	8,000  
	8,000  

	Retained Earnings
	-  
	-  
	3,503,000  
	-  

	Treasury Stock
	(455,000)
	(673,000)
	(717,000)
	(744,000)

	Capital Surplus
	-  
	-  
	1,658,000  
	-  

	Other Stockholder Equity
	15,326,000  
	5,336,000  
	(170,000)
	4,637,000  

	Total Stockholder Equity
	14,886,000  
	4,671,000  
	4,282,000  
	3,901,000  

	Net Tangible Assets
	($8,862,000)
	$930,000  
	$547,000  
	$369,000


Appendix D: Calculations



assuming a 15% return

2006:

t = .8712 (318/365)

r = 13.06% (.15 * (318/365))

Ct = $103,000,000

Vo = $101,279,869.93
2007:

t = 1.8712 (1+ 318/365)

r = 13.06%

Ct = $73,000,000

Vo = $ 62,418,155.38

2008:

t = 2.8712 (2 + 318/365)

r = 13.06%

Ct = $69,000,000

Vo = $51,302,593.47

2009:

t = 3.8712 (3 + 318/365)

r = 13.06%

Ct = $60,000,000

Vo = $38,792,749.95

Total Present Value of all expected Future Cash flows on BMS 

= V06+V07+V08+V09 = $253,792,749.95

Take the cash generated from the sales and divide by the current stock price to find out how many shares we can buy back.

$253,792,749.95 / $16.35 = 15,522,492.35
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