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1. Company Overview:
Biomet, Inc. designs, manufactures, and markets reconstructive and trauma devices, electrical bone growth stimulators, support devices, and operating room supplies.  Manufacturing facilities in U.S. and Great Britain.  Products marketed in U.S. through independent sales reps., in the United Kingdom by direct factory reps., and elsewhere by specialty medical product dealers.  
2. Key Figures:

Headquarters: Warsaw, IN. Web: ww.biomet.com; BMET trades on the NDQ. 

Fiscal Year Ends: May 31.  BMET pays Dividend; Current Price: $30.35 (July 14, 06); VL Financial Strength: A; VL Earnings Predictability: 100; S&P Quality: A; S&P STAR: 3 - HOLD; Manifest Quality Ranking (RQR): 71.8 (Excellent); Manifest PAR: 22.7% (within the target range); MS Five star, Stewardship B, Buy at $33.20, Sell at $51.20. Biomet has $273.7 mil in debt due in 5 yrs.; No LTD; Lowest in the industry.  Foreign sales: 34%; R&D: 4.2% of sales. Common stocks: 247 mil; No defined pension plan; No PFD stocks; Insider ownership 8.0%; Institutional shares: 67%; B= 0.09; a Mid size company
3. Business Outlook:

Strengths: 
The recent FDA approval of the company's C2a-Taper Acetabular System, which features ceramic-on-ceramic articulation, could help boost BMET's share in the hip market. 
Investment Rationale/Risk

Medicare price erosion.  Analysts forecast lowering revenues by about 1% to 2%in FY 06
Unfavorable government investigation outcome ($100-200 mil. fine); management changes.
Weaknesses:
The overall reconstruction market has slowed in recent quarters, and BMET has lost some market share. A retroactive price increase from one of the company's antibiotic suppliers and some hurricane-related sales disruptions depressed gross profit margins (2Q-06).  Rising labor and raw material costs. BMET has acquired Interpore (specializing in spinal products)-June04. The transaction overextended the management team.  However, a new group of executives has since been appointed to run this unit.  
Threats:
BMET is ripe for consolidation, with large hospital customers seeking vendors that can provide a full range of medical device products. Biomet is at a competitive disadvantage in this regard, and thus makes BMET a takeover targets by a larger entity. BMET retained Morgan Stanley & Co. (April 06) to assist it in exploring strategic alternatives focused on enhancing shareholder value.  Other threats include a less favorable acquisition, price erosion by Medicare, loss of market share, fierce competition, possible  negative outcome in government investigation (antitrust and CEO’s stock option back dating), and fear of low prices for hip and knee replacements have lowered the share price (last 6 months). This is an industry characterized by product innovation and market share volatility. 
      Opportunities:
Possibly, Interpore will show a gradual improvement that should help margins and earnings in the fourth quarter of fiscal 2006 and into 2007. FDA’s approval of new products.  Possibility of a take over.
4. Judgments on the SSG:

A) Sales growth projection: 10.0%> PERT A Col. T (TTM Sales) 7.0%; < VL estimate (15.0%); < historic trend (15.5%). Considering competition, currency exchange rate, price erosion by Medicare and HCA and litigations outcome.
EPS growth projection: 11.0%> Col. R (TTM EPS) is 9.0%, < VL estimate (16.5%); < historic trend (17.2%).  

Front side comments:
BMET’s Sales has declined during 2005, Earnings declined compared to the historic growth. This is due to new acquisition, Medicare reimbursement, Currency exchange rate and competition.  
Back side comments:

B) Sec. 2a trend: even; 2b: up; High future P/E: 16.5; Low future P/E: 21.4; PEG: 121%; RV: 94.0%; Estimated High Price: $47.36; Low Price: $21.75.
BMET has an EVEN trend (31.2%) in Sec. 2A highest in industry followed by Orthofix International (30.5%) and Zimmer Holdingsand (31.6%) with no outliers.  A review of Col. N. of PERT A (TTM of PTP) shows slight decrease for the last quarter. 
2b trend: is UP (22.2%) with one outliers (2000). Outlier of low Price (2000) and for high and low PE are (2000-01). Avg. High and Low PE are 16.5 and 21.4 respectively.  Estimated high and low prices are $47.36 and $21.75 respectively< VL estimates of $85.0 (high) and $65.0 (low). BMET pays dividend.  PEG: 1.21 < industry 1.28 and < market 1.37.  RV: 94.0 (between 0.85-11.0 acceptable).  BMET is in the HOLD zone (25/50/25), current PE of 17.9 < average PE 19.0.  BUY: $21.75-$28.15; HOLD: $ 28.15-$40.95; SELL: $40.95-47.36.  U/D ratio is 2.0:1 < 3:1; Price appreciation over 
next five years is 56.0% < target of 100%; average total annual return over the next 5 
yrs. 10.1% (below 15%).

5. Conclusion:

BMET is in the “HOLD” zone. It has a U/D ratio of 2.0:1. Total appreciation is 56.0%. Total return is 10.1%.

6. Recommendation:

BMET is going through a though times internally and from outside.  Is Possibility of being taken over makes this company a good buy?  Meanwhile, we need to pay attention to how the company is dealing with the new management, integration of the new acquisition and government litigation cases (anti trust and backdating DEO’s options).HOLD
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