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St Jude Medical
Early Thoughts on the Shortfall - ALERT
St. Jude pre-announced 3Q results this morning, with revenues of $1,159M (+7%,
10%cc) coming in at the low end of management's guidance range ($1,157$1,222M) and $28M below Street consensus despite a lower-than-expected Fx
headwind. On the bottom line, EPS are now expected to be in the $0.57-$0.58
range, below the $0.61-$0.63 guidance range.
•

Shortfall comes across the board, with the exception of Neuro. Thirdquarter softness at St. Jude was evident in all segments with the exception of
Neuro, which at $84 million were $3M better than expected. The company is
attributing the softness to hospital destocking for certain medical devices as
well as delayed purchasing behavior with the current healthcare reform
backdrop. St. Jude did have two extra selling days in its 3Q, but this was
already factored into guidance and Street forecasts.

•

It is clear from our conversation with St. Jude that the shortfall this
quarter was back-end loaded. In other words, that the quarter through the
first two months of the year had been on track. The questions therefore are (1)
Did hospitals reduce their inventories? And if so, why would we just be seeing
it four quarters into the economic turndown? Or (2) Did St. Jude just have too
much inventory in the field? St. Jude’s own inventories on hand had climbed
9.5 days since year-end, and at 185 days was 17 days above the 2Q average of
the prior 7 years.

•

It's too early to make a call on read-through to other device makers. We
have calls in to various contacts within the industry, and will circle back once
we get a better read. The early feedback from Medtronic is that they’re not
seeing any changes in their business. The challenge, though, is that Medtronic
is mid-quarter, whereas the rest of the industry just went through its quarterend. Worth noting, St. Jude isn’t blaming the layoff of 200 low productivity
sales reps intra-quarter as a reason for the shortfall or at least a cause of
disruption.

•

With the shares off 12% today, despite the limited visibility, we would be
buyers on the pullback. While we’ve now seen two shaky quarters in a row,
organic growth still came in at 8% despite the miss, which is at the high end of
the MedTech group average. On the bottom line, we see 10% as a worst-case
scenario for earnings growth in 2010 (we currently model 15% growth),
placing St. Jude at the top end of its peer group in terms of both top- and
bottom-line growth.
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2

More on the quarter. Preliminary 3Q ICD sales of $389M were up 2% as
reported and 5%cc, coming in $9M below our forecast, again despite a lighter Fx
headwind. We won’t know the full ICD market picture until Boston reports on
Oct 20th and then Medtronic in November, but our current forecast calls for
market growth of 5%cc, which is unchanged in light of St. Jude's preannouncement. Pacemaker sales of $301M in the 3Q were $7M below our
forecast, up 4%cc, while total CRM sales of $690M (+5%cc) were $16M below
our forecast and at the low end of St. Jude’s $700-$730M guidance range. Afib
sales of $155M were $6M below our forecast and came in at the midpoint of the
company's guidance range, up 18%cc. Finally, Vascular sales of $230M
(+14%cc) were $5M below our forecast and at the bottom end of the guidance
range.
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Analyst Certification:
The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst(s) in this report.

Important Disclosures
•
•
•

Client of the Firm: St Jude Medical is or was in the past 12 months a client of JPMSI; during the past 12 months, JPMSI provided
to the company non-securities-related services.
Investment Banking (next 3 months): JPMSI or its affiliates expect to receive, or intend to seek, compensation for investment
banking services in the next three months from St Jude Medical.
Non-Investment Banking Compensation: An affiliate of JPMSI has received compensation in the past 12 months for products or
services other than investment banking from St Jude Medical.
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.
This chart shows J.P. Morgan's continuing coverage of this stock; the current analyst may or may not have covered it
over the entire period.
J.P. Morgan ratings: OW = Overweight, N = Neutral, UW = Underweight.

Explanation of Equity Research Ratings and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] The analyst or analyst’s team’s coverage universe is the sector
and/or country shown on the cover of each publication. See below for the specific stocks in the certifying analyst(s) coverage universe.

Coverage Universe: Michael Weinstein: Abbott Laboratories (ABT), Alcon, Inc (ACL), Baxter Intl (BAX), Becton,
Dickinson & Co (BDX), Boston Scientific (BSX), Edwards Lifesciences (EW), EnteroMedics (ETRM), Hansen Medical
(HNSN), Insulet Corp (PODD), Johnson & Johnson (JNJ), Kinetic Concepts, Inc (KCI), Medtronic (MDT), St Jude Medical
(STJ), Stryker Corp (SYK), The Cooper Companies, Inc. (COO), Volcano Corporation (VOLC), Zimmer Holdings (ZMH),
ev3, Inc. (EVVV)
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For purposes only of NASD/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and risks on
any securities recommended herein. Research is available at http://www.morganmarkets.com , or you can contact the analyst named on
the front of this note or your J.P. Morgan representative.
Analysts’ Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Institutional Equities and Investment Banking.
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http://www.optionsclearing.com/publications/risks/riskstoc.pdf.
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member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) is a
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by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd,
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Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a
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India. Thailand: JPMorgan Securities (Thailand) Limited is a member of the Stock Exchange of Thailand and is regulated by the Ministry of
Finance and the Securities and Exchange Commission. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock
Exchange and is regulated by the BAPEPAM. Philippines: J.P. Morgan Securities Philippines Inc. is a member of the Philippine Stock Exchange
and is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores
Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission.
Singapore: This material is issued and distributed in Singapore by J.P. Morgan Securities Singapore Private Limited (JPMSS) [MICA (P)
132/01/2009 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi
Arabia.
Country and Region Specific Disclosures
U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and
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http://www.hkex.com.hk/prod/dw/Lp.htm. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments
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public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of JPMSAL.
General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any
disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement with the issuer that is the subject of the research. All pricing is as
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home
jurisdiction unless governing law permits otherwise.
“Other Disclosures” last revised January 30, 2009.

Copyright 2009 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P. Morgan.

5

