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Date: ___March 7___ 

    Analyst Name: __Mason Yang_ 

CIF Stock Recommendation Report (Spring 2014) 

Company Name and Ticker: St. Jude Medical Inc. (STJ) 

Section (A) Investment Summary 

Recommendation Buy:       Yes         No Target Price: 
$67.67 

Stop-Loss Price: 
$55.00 

Sector:  
Health Care 

Industry: 
HC Equipment & Services  

Market Cap (in Billions): 
18465.06 

# of Shrs. O/S (in Millions): 
283.90 

Current Price: 
63.80 

52 WK Hi: 
68.79 

52 WK Low: 
40.31 

EBO Valuation: 
45.91 

Morningstar (MS) Fair 
Value Est.:  59.00 

MS FV Uncertainty: 
Medium 

MS Consider Buying: 
41.30  

MS Consider Selling:   
79.65 

EPS (TTM): 
2.49 

EPS (FY1): 
3.98 

EPS (FY2): 
4.30 

MS Star Rating:  ★   ★ 

 

Next Fiscal Yr. End 
 ”Year”:      “Month”: 
2014 12 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date: 

Analyst Consensus 
Recommendation: 
2.25 

Forward P/E: 
15.53 

Mean LT Growth: 
10.98 

PEG: 
1.41 

Beta: 
1.23 

% Inst. Ownership: 
28.54% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 
1.60 

Short as % of Float: 
1.2% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 26.1 29 18.0 

P/S (TTM) 3.4 3.3 2.6 

P/B (MRQ) 4.4 3.2 3.2 

P/CF (TTM) 19.7 25.1 10.9 

Dividend Yield 1.6 1.1 2.4 

Total Debt/Equity (MRQ) .08 .04 -- 

Net Profit Margin (TTM) 13.1 11.3 -- 

ROA (TTM) 7.4 6.2 -- 

ROE (TTM) 17.4 11.3 -- 
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Investment Thesis 
St. Jude Medical is one leading medical 

device company in the cardiac 
rhythm,cardiac surgery, atrial fibrillation 

categories. STJ main business is in the CRM 
segment, accounts for 60% of revenue. 

 
Pro: 

8 consecutive years of ICD market gain. 
 
The only CRM provider that has no recall 
 
Innovation continue bring in new product 
 
Market leader in the higher growth market,  
 

neuromodulator and atrial fibrillation  
 

 

Cons: 
 
Defibrillator recall and lawsuit, with over 100 
victims.  
 
Instability in international markets due to different 

regulation and currency fluctuation  
 
Under current self-insurance program the future 

losses could be exceed bear limits 
 
Business heavily dependent on FDA and other 
government regulation  

 

Company Profile: St. Jude Medical Inc. is a medical device 

company headquartered in Saint Paul, Minnesota. It has its 
business in United Stated and 20 other countries. The medical 

devices business can be derived into two business division, 
Electronic Systems Division (IESD) and Cardiovascular and Ablation 
Technologies Division. 
 

Fundamental Valuation:  
The EBO valuation 45.91, fall within the 52-week range. 

However, the valuation is low compare with other 
valuation. 

Relative Valuation:  
The median value that is within the 52 week price 
range. 

Revenue and Earnings Estimates: 
Revenue and earnings have beat the estimates in most 

the quarters indicate that STJ has been outperforming. 

Analyst Recommendations: 

Most analyst has moved from hold to buy indicated a 
bullish sentiment about the stock. 

Institutional Ownership: 
There is a slightly increase in institutional ownership. 
Indicated a consistence institutional support. 

Short Interest: 

STJ has lower short interest compare with other 
companies in this sector. Also, the days to recover has 

been decreasing from 5 to 1 day. 

Stock Price Chart: 
The company out performing SP500 and the sector in 3 
month and 1 year time horizon. Under performing sp 
500 and the sector both under 3 month and 5 year 
chart. 
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Section (B) Company Profile  

(B-1) Profile  
 

St. Jude Medical Inc. is a medical device company headquartered in Saint Paul, Minnesota. It has its business in 

United Stated and 20 other countries. The medical devices business can be derived into two business division, 

there are Implantable Electronic Systems Division (IESD) and Cardiovascular and Ablation Technologies Division 

(CATD). IESD is mainly focus on the devices on treating cardiac rhythm management and neuromodulator therapy 

areas such as heart failure, irregular heartbeat, sudden cardiac arrest, chronic pain, symptoms of Parkinson’s 

disease and chronic migraine headache on the other hand, CATD is focused is focused on the cardiovascular and 

atrial fibrillation therapy areas. Their atrial fibrillation products provide a complete system of acces s, diagnostic, 

visualization and ablation products that assist physicians in diagnosing and treating various irregular heart rhythms. 

The STJ products are sold in more than 100 countries worldwide. The international sales make up 53% of the total 

sales while United State sales make up 47% of the total sales. 

 

The business segment earing break down is shown as below: 

 2013 2012 2011 

Implantable Electronic 

Systems Division 

3209/58.3% 3277/59.5% 3453/%61.5% 

Cardiovascular and 

Ablation Technologies 

Division 

2292/41.7% 2226/40.5% 2159/38.5% 
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Recent acquisition 

St. Jude Medical, Inc. acquired Endosense in August 2013 and Nanostim in October 2013 for 171 million and 121 

million respectively. The acquisitions expands STJ’s product offerings under our atrial fibrillation therapy also gave 

the company an advance miniaturized cardiac pacemaker system product line.  

Business mode 

St. Jude Medical’s business is based on innovation. They provide innovation medical devices that help patients with 

the best quality and a more affordable cost. It has De Novo, the only quadripolar Pacing in the market which make 

up 41% of the CRT-D. With other recent FDA proved State of arc product, the significant technology advantages is 

the key of the company to continue gaining more market shares. Compare with other brands pacemaker, STJs are 

taking less time to install, minimal post implant care, longer product life and MRI compatible. In April 2014, STJ 

announced their first and only upgradeable spinal cord stimulation system and received FDA approval just two 

months after STJ announced the world first US patient implat of non-surgical, leadless cardiac pacemaker. Tax rate 

for the company has decreased from 24.5% in 2010 to 18.5% in 2014 due to the expansion of manufacturing in cost 

advantaged locations. Since 2011 the company has completed 2.8 billion of share repurchases with an average 

purchase price of 43.47 per share which is a great sign of the confidence that the company has in its future.  

 

competition 

The medical device market is intensely competitive and characterized by extensive research and development and 

rapid technological change. The competitors have historically employed litigation to gain a competitive advantage. 

STJ are one of the three principal manufacturers and suppliers in the global cardiac rhythm management market. 

The primary competitors in this market are Medtronic, Inc. (Medtronic) and Boston Scientific Corporation (Boston 

Scientific). The barriers to entry for new competitors are high in the U.S. market due to a long and expensive 

product development and regulatory approval process as well as the intellectual property and pat ent positions 

existing in the market. The cardiovascular market is also highly competitive with numerous competitors. STJ 

continue to hold the number one market position in the vascular closure device market and the world’s leading 

manufacturer and supplier in the mechanical heart valve market. The primary vascular closure device competitors 

are Abbott Laboratories, Cordis, a division of J&J, and AccessClosure, Inc.  

Patent 

In this industry protecting intellectual property right is very important. STJ apply  for U.S and foreign patent and STJ 

hold licenses to numerous U.S. and foreign patents. U.S. patents are typically granted for a term of twenty years 



5 
 

from the date a patent application is filed. The patent right and license right may cause difficulty for c ompetitor to 

make similar product as STJ’s.  

Seasonal  

The company net sales are influenced by new product introductions, acquisitions, regulations, patient and physician 

holiday schedules. The third quarter are typically lower than other quarters of the year as a result of summer 

vacation schedules. 

Implant cost  

Implant cost as a percent of total reimbursement varies widely across hospitals, source of insurance coverage, and 

procedure. For both Medicare and commercial insurance, the implant cost as a percent of reimbursement was lower 

for pacemakers. for defibrillator recipients covered by Medicare implant cost as a percent of reimbursement ranged 

from 50% to 107%, with a mean of 69%. 

Health care reform act  

Under the new health care reform act a new 2.3% tax will go on the price of medical devices. This doesn't include 

hearing aids or corrective lenses, but does include devices like defibrillators, pacemakers, artificial joints and others.  

Some decision-making authority may also be taken out of the physician’s hands as providers take greater 

responsibility for medical cost management. Provider organizations could exert greater influence over physician 

preferences as the pressure to reduce costs and demonstrate value heats up. Prescription patterns will depe nd, at least 

in part, on therapies’ formulary placement. Medical device use, if the device is not highly differentiated or if 

substitutes exist, may depend on the procurement process rather than physician preference  

Risk 

The competition is intensive the company may not be able to keep up with the rapid technological changes in the 

medical devices industry. Also, the company is extremely subject to U.S and international medical device 

regulation, any product fail to meet the regulation cannot be put on the market. Most importantly failure to protect 

the intellectual property – patent could cost the company greatly.  

 

 

 

 

 

 

 (B-2) Revenue and Earnings History (Refer to the guidelines document for revenue and 

earnings data to be included) 

Periods 2012 2013 
March 0.6673 0.77592 

June 0.77411 0.40112 
September 0.55643 0.89726 
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December 0.3871 0.41512 

Total 2.38494 2.48942 
 

1) What are your observations on revenue? Was there a notable up- or down-trend, year-

over-year? Was there seasonable pattern?  

Basic on the chart, the total earing has increased from 2012 to 2013. The hearing in June 

2013 has decreased compare with the same period earning in 2012, but it bounced back 

on the September earing period. 

2) Likewise, what are your observations on earnings?   

 

 

(B-3) Most Recent Quarterly Earnings Release 

1) When was the company’s most recent earning release? 

2014-02-26 

 

2) In that earnings report, was reported revenue a (1) beat, (2) match, or (3) miss from 

consensus estimate?  

Beat 

 

3) Likewise, was reported earnings a (1) beat, (2) match, or (3) miss from consensus 

estimate? 

Beat 

  

4) What did the management attribute the beat/miss to? 

 

 

5) Did the management provide guidance about their current quarter and their outlook for 

the year? What were the key points of the guidance? 

The sales should increase approximately 3 – 5% in 2014 with 20 billion. The new lead ship 

and with the new FDA approved Allure Quadra will give investors more confidence in our 

company. 

 

 

6) How did the stock react to that earnings release? 

After the earning resealed the stock price increased about  1%. 
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Section (C) Fundamental Valuation (EBO) 

Include the following here: 

Copy/paste completed Fundamental Valuation (EBO) Spreadsheet  

 

 

 

 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  _____3.98  & 4.30______ 

Long-term growth rate:  ________10.95%_______ 

 Book value:   ________4231_________ 

 # of shares outstanding: __________289.12_____ 

 Book value / share:  ________14.634______ 
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Dividend payout ratio:  ___________39.62_______ 

Next fiscal year end:   ___________2014________ 

Current fiscal month:   __________4_________ 

Target ROE:    ___________12.63%______ 

   

Input for discount rate: 

Risk-free rate:   _____________3.65%____ 

Beta:    ____________1.23_______ 

Market risk premium: ____________9.5%______ 

Output 

Above normal growth period chosen: ________Year    20_____________ 

1) Comment on the fundamental value obtained in relation to the stock’s current price  and 

its 52-week price range.  

Basic on the unchanged fundamental value the stock price is much lower than the stock 

current price also lower the 52 weeks lowest price. I believe fundamental value is way off 

the actual company grow, mostly due to the inputs.   

 

2) What might be the “soft spots” of the inputs? And why? 

The soft spots mind be the expected return rate and the long term growth rate. The expected 

turn we used is 9.5%, which is a little high consider the current economic circumstances. Also, 

there are only 8 analysts on the LTG rate, and the lowest is 7% while highest is 15%, the 

lowest rating could be a extremely which drag down the mean.     

  

 

 

 

Sensitivity Analysis 

1) Explain the input values used in sensitivity analysis. Compare the fundamental values 

obtained here in relation to the value from the base case  

 

2) Other observations worth noting 

 

EBO valuation would be (you can include more than one scenario in each of the following): 
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________53.76_______ if changing above normal growth period to ______2020_______ 

______53.76________ if changing growth rate from mean (consensus) to the highest estimate 

___15%_______ 

______39.24_________ if changing growth rate from mean (consensus) to the lowest 

estimate _____7%__________ 

_____65.28__________ if changing discount rate to _______8_______ 

_____44.22__________if changing target ROE to ________17%_______ 

Section (D) Relative Valuation 

Copy/paste your completed relative valuation spreadsheet here 

 

 

 

 

 

1) Discuss various valuation multiples of your stock and its peers. Comment if any of these 

stocks have multiples far off from the others and explain whether it makes sense.  

STJ has similar ratios compare with it peers. However, it has a slightly lower mean long 

term growth rate. 

 

2) Discuss the various implied prices of your stock derived from peers’ (“Comparables”) 

multiples. Compare these implied prices to current price and 52-week high and low. How 

different are the prices derived from the various valuation metrics? Note any valuation 

metrics that seem to yield outlier prices and explain whether it makes sense. 
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Compare with the o,[lied prices to the current price and 52- week high and low, the STJ 

price certainly has some grow space. Also, the price is with in the 52 week range which 

makes the price perdition more convincing. The high price is a bit off, mostly due to C R 

Brad has a different market segments than the other ones.  

 

 

3) Compare your findings with comments from analysts from Morningstar Direct and other 

online resources.  

The low and median is close to Morningstar’s recommended selling price.  
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Section (E) Revenue and Earnings Estimates 

(E-1)   

 

 

(1) the company has a pattern of “surprising” the market with numbers different from 

analysts’ estimates; 

According to the 10-K earning report, summer is light season for the sales because most 

people tend to enjoying their vacation in summer instead of spending in hospital for 

implant.    

 

Were the surprises positive(actual greater than estimate) or negative (actual less than 

estimate)? 

The surpises are mostly positives. Only one negative surprise happened in Mar-13 quarter. 

 

 (3) Were the surprises more notable for revenue or earnings?  

Overall, the surprises are similar compare with revenue and earnings. But it is slightly more 

notable on the earnings. It is matching the fact of the company is cutting the cost while the 

sales didn’t grow much in this period. 

(4) Look up the stock chart to see how the stock price reacted to the “surprises.  

There are no direct relationship between the stock price and the surprises, but in half of the 

time the stock price tend to increased minorly. 
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(E-2)  
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(1) Calculate the % difference of the “high” estimate from the consensus (mean);  

(2) Calculate the % (negative) difference of the “low” estimate from the consensus;  
SALES (in millions) high 

difference 
low 
differece 

Quarter 
Ending Jun-14 

21 1,439.94 1,460.68 1,420.50 1,451.13 

1.44% -1.35% 
Quarter 
Ending Sep-14 

21 1,396.94 1,442.60 1,378.00 1,405.38 

3.27% -1.36% 
Year Ending Dec-
14 

23 5,692.51 5,754.00 5,647.00 5,706.79 

1.08% -0.80% 
Year Ending Dec-
15 

22 5,960.33 6,103.00 5,840.80 5,929.37 

2.39% -2.01% 
Earnings (per share)     
Quarter 
Ending Jun-14 

23 1 1.02 0.97 1 

2.00% -3.00% 
Quarter 
Ending Sep-14 

23 0.96 1.02 0.92 0.97 

6.25% -4.17% 
Year Ending Dec-
14 

25 3.98 4 3.95 3.95 

0.50% -0.75% 
Year Ending Dec-
15 

24 4.3 4.42 4.19 4.27 

2.79% -2.56% 
LT Growth Rate 
(%) 

8 10.98 15 7.9 10.06 

   

 

(3) Are the divergent more notable for the current or out- quarter, FY1 or FY2, revenue or 

earnings?  

The divergent is more notable on Dec-14 quarter on earning. 

(4) Note the number of analysts providing LT growth rate estimate. It that roughly the same 

as the number of analysts providing revenue and earnings estimates? 

No, there are only 8 analysts on LT growth rate while others mostly has 23 analysts on revenue 

and earnings estimates. This may cost the LT growth rate be less accuracy.  
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(E-3)  

 

Review recent trend of analysts’ consensus (mean) estimates on revenue and earnings.  

(1) Are the consensus estimates trending up, down, or stay the same?  

The consensus estimates stay the same in all the analysis.  
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(2) Is the trend more notable for the near- or out- quarter, FY1 or FY2, revenue or earnings? 

 

Most earning stay exactly the same in the same time, while sales has very insignificant changes.  

 

 

 

 

 

 

 

 

 

(E-4)  

 



16 
 

Review the number of analysts revising up or down their estimates (both revenue and 

earnings) in the last and last four weeks.  

(1) Note whether there are more up or down revisions;  

More ups 

(2) are the revisions predominantly one directional? 

Yes trend to move up 

 (3) Any notable difference last week versus last four weeks, revenue versus earnings? 

There isn’t any revisions in the past week, while in the last 4 week mostly moving up.  
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Section (F) Analysts’ Recommendations 

(F-1) Reuters Most Recent Three Months Analysts Recommendations  

 

 

 

 

 

1) Review the trend of analyst recommendations over the last three months. Is there a 

notable change of analyst opinions, turning more bullish or bearish?  

Compare current with the past 3 months, analyst recommendations trend to moving form 

hold to buy, indicated a bullish trend.  

 

2) How many different ratings out of the five possible ones did the company receive 

currently, one, two, and three months ago?  
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3) Cross check (1) Morningstar analyst’s research report; and (2) media or other analysts’ 

comments from online financial sites. Is what you see here consistent to comments 

elsewhere? 

Same as most other reports from different sources, the recommendations is moving 

more toward to buy. 
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Section (G) Institutional Ownership 

Copy/paste the completed “CIF Institutional Ownership” spreadsheet here. 
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Combine information provided in all three sections to discuss: 

1) Whether institutions, on net basis, have been increasing or decreasing ownership and 

whether the change can be considered as substantial 

Basic on the 3 months changes, the institution have been increasing the ownership 

slightly. 

 

2) Whether the stock has sizable institution interests/support 

STJ has 87% of institution hold which indicate a institutional support . 

 

3) The extent of the (> 5%) owners by adding up all >5% ownership, and make an attempt to 

identify those that are mutual funds  

Note: 

 

Section (H) Short Interest 

(H-1)  

 

Settlement 
Date 

Short 
Interest Avg Daily Share Volume 

Days To 
Cover 

3/14/2014 2,928,007 1,901,819 1.539582 

2/28/2014 3,471,635 1,757,165 1.975702 

2/14/2014 2,619,983 2,766,286 1 

1/31/2014 2,530,889 3,017,937 1 

1/15/2014 4,134,235 3,706,566 1.115381 

12/31/2013 5,406,020 2,126,048 2.542755 

12/13/2013 4,429,672 2,272,673 1.949102 

11/29/2013 3,902,286 1,299,386 3.003177 

11/15/2013 4,206,985 1,722,250 2.442726 

10/31/2013 4,864,067 2,167,391 2.244204 

10/15/2013 6,270,496 2,939,594 2.133116 

9/30/2013 6,074,144 1,308,702 4.64135 

9/13/2013 5,999,677 1,743,458 3.441251 

8/30/2013 6,019,312 1,219,478 4.935974 

8/15/2013 6,837,694 1,244,154 5.495858 
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7/31/2013 6,321,451 2,188,621 2.888326 

7/15/2013 9,377,656 1,580,642 5.932815 

6/28/2013 8,420,947 2,538,861 3.316821 

6/14/2013 9,268,263 1,914,021 4.8423 

5/31/2013 10,062,222 2,418,568 4.160405 

5/15/2013 10,186,395 2,469,151 4.125465 

4/30/2013 9,276,574 2,011,358 4.612095 

4/15/2013 10,253,399 2,628,399 3.901006 

 

 

 

 

 

(H-2) Short Interest Data From http://finance.yahoo.com/ 

   STJ 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 2416890 1459730 283.80M 276.76M 

Shares Short Short Ratio Short % of Float Shares Short 
(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

 2.93M  1.60 1.20%   3.47M 

 

Boston Scientific Corporation 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 12142500 9475580 1.32B 1.31B 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

20.89 1.7 N/A 21.79M 

http://finance.yahoo.com/
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Vocano Corporatio 

Avg Vol  Avg Vol Shares  
Float 

(3 month) (10 day) Outstanding 

650380 662762 51.93M 51.35 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

7.68M 15.00 N/A 7.84M 

 

 

 

Cyberonics Inc. 

 

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

225611 192989 26.83M 21.71M 

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

1.84M 7.40 6.90% 1.66M 

 

 

1) Make note of the company’s (1) last earnings reporting date, and (2) next earnings 

reporting date. 

Last 12-2013 

Next may- 2014 

2) Discuss market sentiment on the stock based on the short interest statistics, recent trend 

reported in in (H-1) and (H-2)? Has the sentiment turned more bullish or bearish over the 

last year? How about in more recent month and why? 

Compare with most other peers, STJ has really low short interest. Indicated market 

believe the stock on a bullish trend. 
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3) From (H-1), observe “short interest” and “# of days to cover” values for two reporting 

dates immediately before and one reporting date immediately after earnings report. (1) 

Were there notable increase or decrease in the values, right before or right after earnings 

report? (2) Observe stock price chart and comment on how stock traded around those 

dates.  

The short interest reduced greatly after the earnings report period. The price increased 

slightly. 

 

Section (I) Stock Charts 

For (I-1) – (I-3), the stock price charts should include (1) your stock, (2) 1 competitor, (3) 

sector ETF, and (4) SP500  

(I-1) A three months price chart 
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(I-2) A one year price chart 
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(I-3) A five year price chart 

 

 
 

 

 

1) (I-1) – (I-3) Discuss what you observe from the above stock price charts. This should 

include comparing your stock to competitors, sector, and SP500 over the three different 

time horizons.  
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From the different period chars, we can see the STJ follow closely with SP 500 since the 

stock has a 1.23 beta. It over preformed SP500 and sector under 1 year time horizons, but 

under preformed both in 3 month time horizons.    
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(I-4)  Technical  
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1) Discuss your findings from these sets of technical indicators. Compare your findings here 

to findings from fundamental analysis. Are findings from technical analysis supportive of 

your other findings? 

 

On the technical indicator shows the lower moving average is about to cross the high moving 

average. But, it indicate an inverse head and shoulders which is a bullish trend. 
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