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Ticker BDX
Price as of 04/02/09 $66.4 0 0%
Sector Healthcare oo
Medical
Industry Equipment 0%
Market Cap 16.05 B
Dividend Yield 1.90% -30%
Beta 0.78
52 Week % Change -21.94 % 0%
S&P 52 Week %
Change -40.69 % |
2008 May Jun Jul Aug Sep Oct Nov Dac 009 Feb Mar
Valuation Metrics (ttm) Profitability (ttm) Growth Metrics (ttm) Effectiveness (ttm)
Price/Earnings tm 14.40 Gross Margin 51.19% Sales Y/Y 12.5% ROE 22.8%
Forward P/E 12.29 EBIT Margin 21.69% EPS Y/¥ 15.9% ROA 14.8%
Price/Sales 2.22 EBITDA Margin 28.35% SN A 2O Ly
Sales 5 year
Price/Cashflow 11.2 Net Margin 15.75% CAGR 7.72% Fixed Asset T.O. 2.7
Price/Book mrq 3.34 Debt/Cap 15.96% EPS 5year CAGR 14.92% Inventory T.O. 3.1
PEG Ratio 1.06 FCFF/Revenue tm 12.6% FCFF 5year cagr 5.4% Revenue/Emp. $254K
) Investment Thesis
DCF Valuation Outlook
$140 —J— BaseCase:, . 1 Domma.nt marll<et share
$130 - $126.98 1 Recession resistant products
' Upside %91.1% . . .
R Defensive, with growth potential
$120 —— QMbmMH  { I £ Sa% 1 . g E
$110 —4— WACC: 36% f Expanding margins
$100 —— Terminal Growth: 4% 1 Healthcare selloff creates
~ > . .
$90  — attractiveentry point
r 3
$80 ——
Upside %1.5%
$70 - QM¥#MH { I f S® Becton Dickinson and Company is a
$60 —— Bear CageiwAcc9.36% leading provider of healthcare products
50 —+ $67.43 | Terminal Growth:% ] | {0 hospitals, clinics, and research labs.
The company has a strong presence b
within the U.S. and internationally.
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Company Profile

Becton Dickinson and Company is a medical technology company engaged in the

development, manufacture, and sale of a broad range of medical supplies, devices,

| aboratory equipment, and diagnostic products. The <c¢com
worldwide business segments - Medi cal , Diagnostics, and Biosciences.
products are used by hospitals, life science researchers, clinical laboratories, and the

general public. The company aims to increase revenues through 4 areas of strategic focus:

reducing the spread of infection, advancing global health, enhancing therapy, improving

disease management. Products are marketed in the U.S. and internationally through

independent distribution channels and directly to end -users through both BD and

indepe ndent sales representatives. The company is operated following three core strategies:

increase revenue by focusing on products that deliver greater benefits to patients,

healthcare workers, and researchers, improve operating effectiveness and balance sheet

productivity, and to strengthen organizational and associate capabilities in a ever changing

healthcare environment.

Company Timeline
1897 - Maxwell W. Becton and Fairleigh S. Dickinson go into business together and form a
medical device imort company - Becton, Dickinson and Company.

1906 - Incorporates in the state of New Jersey and builds the first facility specifically used
for producing thermometers, hypodermic needles, and syringes.

1924 - Company manufactures the first syringe made for insulin injectio n, marking the
companyb6s beginning in diabetes care.

1962 - Becomes a public company in order to raise capital to introduce sterile disposable

products. The companydés stock was initiated at $25 dol |
1981 - Sales surpassed $1 billion milestone. O nly nine years later, sales exceeded $2 billion.
1988 - BDX became the first company to introduce a safety -engineered syringe.

1995 - Company establishes joint venture in China to produce medical products for the Asia
Pacific. Also, in India, the company fo rms a subsidiary to manufacture insulin syringes and
other products for the surrounding regions.

2001 - Acquires Gentest Corporation, a leader in drug metabolism and toxicology testing of
drugs under development.

2003 - Introduced BD Patient Identification Systems, designed to limit the potential for
medical errors in specimen collection.

2006- Acquirers TriPath I maging, expanding the companyds
and positions the company to advance treatments through more accurate and timely
diagnosis.

BD Bu
Report



Management

Year 2008
Name Age Position | Joined Compensation Background
Appointed CEO in 2000 and Chairman in 2002.
Edward J. Chairman Prior to BDX, Ludwig served at Pricewaterhouse
Ludwig 57 & CEO 1979 $7,515,114 Coopers as a senior auditor.

Appointed President in January 2009 and will
oversee BDX's three business segments. Career
Vincent A. with BDX has spanned strategic planning,
Forlenza 55 President 1980 $3,017,637 marketing, and executive leadership.

In charge of BDX's global financial operations. Prior
David V. to Becton Dickinson, Mr. Elkins served 12 year with
Elkins 40 CFO 2008 N/A AstraZeneca.

Brief management takeaways:

I In2006, the company extingu ished its poison -pill provision,
modified its executive severance arrangements to the benefit of
shareholders, and required CEO Ed Ludwig to reimburse the
company for personal use of the corporate jet.

1 Board has established a minimum stock ownership level for all
executive managers, keepi ng manageme
shareholders.

1 Management has consistently returned ample levels of cash to
shareholders via dividend increases and share re purchases.

Most Recent Quarterly Report

1 BD Medical contracted 2% after a 4 percentage point negative impact of Forex.
1 BD Diagnostic grew 3% after a 3 pp negative Forex impact.
1 BD Bio sciences grew 11%  after a 1 pp negative Forex impact.

On January 28, 2009, BDX reported quarterly earnings for the fiscal quarter ended December 31,
2008. They reported revenues of $1.7 billion, an increase of 1.6% from the period in the prior

year. Accordingt o management, this quarterés growth rate i
foreign currency translation, estimated to be about 3 percentage points. Diluted EPS of $1.26 was
an increase of 18% from Q1 2008. Management raised 2009 guidance based on these fa vorable

increases, saying diluted EPS for Full Year 2009 should be 9% to 11% above 2008.
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Products z Segments

Sales Mix

Bioscience

17%

Diagnostics
30%

Geographic Sales Mix

Other
21%

Medical
53%

Europe
35%

United
States
44%

Medical Segment Products

1 Needles and syringes

Intravenous catheters

1 Safety -engineered and
auto -disabled devices

=

1 Prefillable drug deliver
systems

1 Prefilled IV flush
syringes

1 Syringes and pen
needles for insulin
injection

1 Regional anesthesia

needles and trays

Surgical blades/scalpels

Critical care devices

Ophthalmic instruments

Sharps disposal

containers

= =4 —a A

Customers:

1 Hospitals and clinics
1 Public health agencies
1 Pharma c ompanies

y

=

Diagnostics Segment

Products

Specimen collection
systems

Safety - engineered
specimen blood
collection
products/systems
Blood culturing systems
Molecular testing
systems for STDs and
HAIls

Microorganism
identification and drug
susceptibility systems
Liquid -based cytology
systems

Rapid di agnostic assays
Plated media

Customers:

Hospitals and clinics
Laboratories
Blood banks

Bloscience Segment
Products

1 Fluorescence activated
cell sorters and
analyzers

1 Monoclonal antibodies
and kits for performing
cell analysis

1 Reagent systems for life
sciences research

1 Cell imaging systems

1 Laboratory products for
tissue culture and fluid
handling

1 Cell culture media
supplements

Customers:

1 Research and clinical
laboratories

1 Academic and
government institutions

1 Pharma and biotech
companies
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BCG Matrix

BD Medical functions primary as the cash

cow for the corporation: it has high market
share in a slow -growth industry. BD has

been manufacturing and selling medical HIGH LOW
supplies for over 100 years; the company _ _

possesses dominant market positions in a Diagnostics

variety of niches. The essential and recurring RiGH

nature of BD medical products (needles,

syringes, scalpels) help generates strong Biosciences

and predictable cash flows, giving the
company plenty of ammunition to invest in
higher -growth businesses.

LOW Medical

w
A
m
o
<
e
)
A+t
w
e
o
m
=

BD Diagnostics and Biosciences serve asttrs
of the portfolio: both wits are highly profitable
within their growing industries. Diagnostics benefits from recent acquisitions of TriPath and GeneOhm,
which enabled BD to tap in the lucrative areas of cancer care and STDs/HAIs testing. Additionally, safety
engineered productsvithin Diagnostics still have a long growth runway before their markets approach
maturity. In Biosciences, BD has shown a remarkable ability to stay one step ahead of competitors in
term of innovations and new product introductions. We think BD is verlpasitioned in both

segments going forward.

Competitors

In searching for competitors to

compare Becton Dickinson ag  ainst, P/E PEG Market 52 Week

we looked for the companies  that (ttm) Forward P/E Ratio Cap Change
competed most directly in each of ER et L 108 $16B =B
BDX6s three operatin ABT 14.93 11.36 1.12 $72B -14%

While Baxte r, Abbott, and Covidian BAX 16.02 11.98 112 $31B -15.50%

each do not compete with BDX in cov 12.64 10.97 141 $16.7B -25.50%

each respective segment , these

three companyb6s were the most similar to BDX in regard:

geographical breadth, and market capitalization.

Baxter T BAX
Baxter operates in three business areas: BioScience,
Medication Delivery, and Renal. Their BioScience
department makes drugs for conditions such as
hemophelia, emphasema, and immune disorders. They
also produce vaccines. The Medication Delivery division
produces IV pumps, fluids, tubing, as well as
anesthesia. The Renal division produces dialysis
equipment for patien  ts that have kidney problems.




Abbott Laboratories T ABT

Abbott - ABT

Abbott has products in five categories:
Pharmaceutical Products (prescription
medicat ions, Vicoden), Nutritional Products
(nutrition bars, drinks, and supplements),
Diagnostic Instruments and Tests (blood
screening machines), Medical and Surgical
Devices (vessel closure, catheters), and
Animal Health (diet improvement). 49% of

Covidien - COV

Formerly operated as Tyco Healthcare, Covidien was

spun off from Tyco in 2007 and is headquartered in

Bermuda. Their sales are slightly less geographically
diverse, with 55% of the companybés sal e

from the United States. They operate in four
divisions: Medical Devices, Imaging Solutions,

Pharmaceutical Products, and Medical Supplies. They

have a number of brands including Devon (one time

use operating room products), Autosutur e (sutures

and wound closing), and Kendall (needles and
syringes, specimen collection), which are the brand
names under which their products are marketed.

Macroeconomic Outlook
Healthcare

10%

12%

Baxter 2008 Sales by
Segment

™ 1% m BioScience
0

43% Medication
Delivery

m Renal

m Other

Abbott Sales by Category

7%

8% m Pharmaceutical

Nutritional
m Diagnostic

m Medical/Surgical

56%

= Animal

Covidien 2008 Sales by Division

10%

m Medical Devices

Imaging
Solutions

m Pharmaceutical
Products

m Medical Supplies
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Healthcare has been long viewed as a recession resistant industry. It still is, too much of an

extent, but President Obama wants to institute sweeping reform. However, the negative

impact will largely be felt by managed care providers, and providers of services to Medicare

and Medicaid. There will be a lot of pr essure to reduce healthcare costs, according to the
Presidentés platform regarding healthcare reform. We
purchases by hospitals, but in the end they will still need to replace equipment as the needs

arise. The freezing of the credit markets will also likely weigh on the slowdown of capital

purchases.

Effect on BDX : Slower demand for their long -lived equipment, but likely no significant
impact on their consumable, one time use products. BDXs margins should be able to survive
the healthcare cost cutting since many of their products must be repurchased consistently,
and any radical cost cutting will likely be aimed at more public expenses that have more
political appeal.

Stimulus

The stimulus package will likely positively impact companies who produce medical
equipment as the government gets ready to gear up to increase research spending. This
increase in research spending should drive more purchases to help balance the slowdown in
capital spending on the part of hospitals and other end users.

Effect on BDX : Increased demand for their long -lived medical devices, mainly from research
institutions. The government is one of the few institutions in this economy that will continue
to pa y for capital equipment through the recession.

Unemployment

Unemployment has risen to 8.1% in February, from 7.6% in January, according to the
Bureau of Labor Statistics. All while unemployment across the country is rising, the Health
Care sector of the ec  onomy is still adding employees. The BLS reports that in February,
Health Care added 27,000 jobs amongst a monthly drop of 651,000 jobs.

Effect on BDX : Not entirely known, possibly a slight drop in demand for consumable
products. The implications of rising unemployment is that these people will likely be losing
their health insurance coverage and may decide to not go to hospitals or doctors as a result.

Industry Outlook

Slowing Demand for Procedures: Elective procedures may see a slowdown in the retedsidtical
and day to day operations will still continue, creating wear and tear on capital equipment and requiring
replacement of single use instruments.

Effect on BDXSlight slacking of demand for capital projects (as referenced above as wellgdmly s
demand from hospitals and care facilities.

BD Bu
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Risk of Lowered Reimbursements: Managed Care Providers, as well as the Government may start to limit
the amount of money that they will reimburse for services and supplies, as part of their drive to lower
health care costs for people, especially that many are losing their health insurance coverage.

Effect on BDXAs a provider of indispensible one time use products and diagnostic equipment, they are
at lower risk of pricing pressure on the front of the displole items. In addition, premium diagnostic
equipment could be helped as diagnosing patients correctly the first time can save even more time and
money than penny pinching and not using perhaps more expensive but effective methods of testing.

Importance ofEmployee Safety: Health care worker safety, a problem first identified by BDX twenty
years, has become an important concern. Satgtgineered devices have become mandatory in
hospitals across the US, and international markets are quickly following.

Effed¢ on BDXUS market for safety medical supplies has reached maturity, and new sales come maostly
in forms of replacement or upgrades. However, still low penetration rate for international Medical
markets and Diagnostic markets, both in the US and worldwidans lots of growth potential ahead.

SWOT Analysis
Strengths:
1 Nearly every product line is recession resistant -many of the products BDX
provides are essential for all types of medical care. This tends to limit the impact on
revenues from economic fluctuations. While the comp
completely recession proof, they are considerably less exposed.
1 Success in technological innovation - Several technologies now prevalent in the

medical supply industry were first introduced by BDX. The evolution of safety -
engineered products has been the companyds -most rec
engineered products are now mandatory in a majority of U.S. ho spitals.
1 Nearly half of total sales labeled as recurring revenues. While hospital
spending is an increasing concern to investors in the healthcare industry, BDX
provides very basic items such as syringes needles and catheters. The products are
bought at low cost and are highly functional, and thus less exposed to a decline in
hospital spending.
9 B D X disternational nature and well diversified product lines sustain
consistent growth in revenue, earnings, and cash flow. In the last 5 years revenues
and EP S have increased at a CAGR of 7.4% and 13.5%, respectively.
I Safe debt rating, rising dividend payments - in 2008 Standard and Poors
upgraded BDX6s |l ong term debt rating to AAAO from 0
payments have increased for 35 consecutive years.
1 Dominant market share -Nearly 65% of the companyds revenues
from products that hold eit her the number 1 or 2 market share position ! This
defensible position allows for price increases and supports earnings growth
expectations.

Weaknesses :

! Morgan Stanley Research

BD Bu
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1 Negative foreign exchange dynamics - BD generates 55% of revenues outside
the U.S. and in the most rec ent quarter benefited from foreign exchange rates.
Revenues for upcoming quarters look to be negatively impacted from the
strengthening USD. However, due to hedging instruments, only 25% of the impact
from forex on revenues reaches net income.

1 Competitive  constraints - Selling mostly commodity  -like products, differentiation is
not pervasive among the companydéds products. As a re
compete on pricing and its ability to leverage its brand name.

1 Pricey multiples - BDX trades ata premium to its competitors due to the company
historical and anticipated growth in earnings. The
growth in earnings enough that the company typically trades at multiples higher than
its competitors. The company has a solid trac k record of earnings wupside
go unnoticed by the market.

1 Markets maturing in the U.S. - U.S. safety conversion cycle has matured as the

industry has almost fully converted to using safety tools and systems.
Opportunities:

1 Unwarranted sell -off - Al t hough the companyb6s revenue base co
consumables, the stock has traded down with the likes of discretionary names in the
healthcare sector. BD is a reliable consistent steady growing safe haven company
that is currently valued as a company chalk full of risks and uncertainty. The market
oversold BDX shares and have overlooked its conservative business model.
I The company has growth potential within the pharmaceutical segment and the
expansion of its Nexiva product line.
1 Therapid g lobal growth in HIV testing and other infectious diseases provides BDX a
l ucrative niche market to cater its products toward
been ramped up to take advantage of these up and coming opportunities.
I Biosciences and Diagnostics  look to be the biggest contributors to revenue growth in
2009 and beyond. These two segments are expected to generate 88% of EBIT
growth, and only 68% of sales growth. Diagnostics segment will be led by the launch
of Focal Point GS and further market penet ration from Probe Tec. For Bioscience,
Afcontinued new product introductions and fAreagento
accelerated organic growth.

Threats:
9 Litigation risk - BD has continually been accused of being monopolistic in its pursuit
of dominant market share. The company has grown accustomed to facing litigation
issues and is well aware that its business practices are highly scrutinized.

1 Exposure to capital equipme nt spending (marginal) - The highly discretionary
areas of hospital spending has significantly decreased during the global recession.
8% -9% of BDO0s revenue base is exposed to hospitals
expensive equipment).
1 Many fish in the tank - Competitors to BDX are large in term of their product
breadth, market diversification, and R&D budget.
1 Uptick in price of raw materials - while resin only has a limited effect on the
companyb6s products, the companyds phedntréaseantoi | i ty i s
prices.
BD Bu
Report
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Expert Opinions
We initially attempted to contact BD Investor Relations, but in about a dozen phone calls
across a span of several days we were directed to an answer machine every time. We left

voice messages but Investor Relati ons have yet to call back. We will keep trying to touch
base with them and will submit an update i f our effort:
In the mean time, we contacted an industry expert, Keay Nakae from Collins Stewart LLC,

a leading independent financial advis ory group servicing corporate, financial institutions and
buy -side firms. Mr. Nakae, CFA, covers the Healthcare sector. Below are his answers to our
questions on different aspects pertaining to BD:

Competitive advantage

fiMarket share is a big one. They have sizable competitive advantage in safety -engineered
products. This market used to be more competitive markets, with more players, but they

have been able to dominate and pushed out the smaller competitors. Safety is about 30%

of their sales. Same with diabetes, prefillable syryinges, flow cytometry etc. They have

dominant market position in many of the areas they compete in. o}

Growth driver s

fiDefinitely in Diagnostic and Biosciences. In Diagnostic, the 2006 acquisitions of TriPath,
maker of cervical canc  er care products, and GeneOhm, which does HAI testing, are good
ones. So they now have a broader and higher quality portfolio. In Biosciences, NIH funding
is going way up, again due to the stimulus plan, so the effects will get trickled down to BD.
Out of those two, | like Diagnostic a bit better. 0

Effects of the stimulus plan

fiA big part of the stimulus plan that recently came out is additional funding to Medicaid, VA,

subsidies for corporate employeesé healthcare. Al ar e
community health centers. These places are currently under the gun as job losses reduce

number of patients and hospital traffic. And Becton sells to hospitals, so | expect them to

benefit from the increased spending. 0

Weakness

fiRecently their sales in Russia slowed down as the two distributors there ran into financial
issues. There is also a situation in India with some confusion between the government there
and UNICEF. But | think those are temporary. They have also seen continued softness in
certain kind of  products within Medical. How they can resolve t hese areas will be
interesting. o

Margin s

fiThere are still room for improvement in manufacturing: more efficiency, lower labor

content, lots of manufacturing still done in the US. They have done a good job of managing
labor expense and pension plans. | think the improvements will continue going forward.
Nothing really dramatic, just slow and steady. 0

BD Bu
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Deployment of capital

fiThey are good with that. Growth has always been mostly organic, not many acquisitions.
They can afford to keep R&D low. Within certain established infrastructure, certain product
lines, what they do is incrementally improve products instead of always looking for the next
big thing. This allows them to both defend and extend market position. 0

USD Exchange Ratelmpact on BDX

Therun-up in the value of the United States Dollar | ast vy
financial performance. For all estimation purposes, the strength of the dollar seems to have
peaked. The result of this on BDX is that the negative impact of the foreign exchange

market will stay the same, or have less of an impact as it was in the First Quarter of the
2009 Fiscal Year. The dollar had been a safe haven for investors when the equity market
was entirely unpredictable, but now that confidence in the market has returned (at least for

the time being) the appeal . .
of the dollar has begun to United States Dollar (USD) in Euro (EUR)

slip and the value has 1 USD = 0.7547 EUR +0.00017 (0.023%) Apr 1, 3:00PM - View EUR in USD

fallen from its highs. The
dollar will also be facing
headwinds going forward A AN 0.800
this year because of the ’ \/ \ / (AN

inflationar y fears that N VY \ . 0.775
accompany the Federal
Reserveds new m 0750
stability plans since it N .
ifeffectively me , r V—
money to buy U. AW :\;;;
Given all of this, the / EN| v
consensus is that the -
D0||a|’ r‘a"y Cannot be Sep 2008 Oct 2008 Nov 2008 Dec 2008
sustained given the current 2008 N
macro environment. The

Wall Street Journal Bl
reported on April 1 that, AYou'd need some awfully bad

Zoom: 1m 3m & TC 1y S5y 10y Max Sep 01,2008 - Dec 31,2008 +0.03365 (4.94%)

With that in mind, for the last quarter of 2008, the Dollar appreciated notably against the

Euro, up to $1 = .80 Euro, before falling off. It has since recovered to roughly .75 Euro. The
significance of this may not seem like a lot, but when it is impacting every dollar of sales in

Europe, the aggregate amount is significant given that BDX generates 35% of revenues

from Europe.

BDX said in their last financial reporting that there was a negative impact of 1, 3, and 4

percentage points on their three divisionds results as
still reported an increase in revenues. When we begin to see the results of lower losses on

exchange, we will see higher revenues and profits.

BD Bu
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Regression Analysis? z Relationship between Resin and Oil prices

As a big user of oil -derived resin, BD has some exposure to fluctuations in crude oil prices.

The company uses medical -grade resins for packaging, syringes, medical tubing, blood bags
and other disposable medical products. Our research indicated resin -related costs account
for about 7% of BD6s Cost of Goods Sol d.

However, prices of resin and crude oil do not always move in tandem; th ere is usually a lag
before changes in the oil pricing gets trickled down to the resin market. According to our
regression analysis, the lag time can be as long as a quarter (3 months, or about 60

business days, since commodity markets operate 5 days out o f a 7 days week); the positive
correlation passes a 95% confidence test. Also, BD management has, in the past, alluded to
a lag of fa f%w quarterso.

Regression Results

Dependent Variable: RESIN

Method: Least Squares

Date: 03/31/09 Time: 07:20

Sample(adjusted): 11/1972007 2/27/2009

Included observations: 328

Excluded observations: 7 after adjusting endpoints

Interpretation: for

Variable Coefficient  Std. Eror  t-Statistic Prob. every 51 uptick in
C 463.1262 82.81406 5.592362 0.0000 crude price, resin
CRUDE 4. 314684 1112134 3.879645 0.0001 price 60 (trading)
CRUDE(-20) 6.003939 1.677265 3.579600 0.0004 days after would
CRUDE(-40) 2.007953 1.705595 1177274 0.2400 goup 5344 The
| CRUDE(-60) 3.444189 1.743152 1.975839  0.0490] relationship is so
CRUDE(-80) -2.113800 1727972 -1.226756 0.2208 strong that the
CRUDE(-100) -4.118999 1.348234  -3.055105 0.0024 probability of null
R-squared 0.848550 Mean dependent yar 1287.915 hypothesis (no
Adjusted R-squared 0845719 5.D. dependent yar 461.8180 correlation) is only
S.E. of regression 181.3958  Akaike info criterion 13.26035 4.8%
Sum squared resid 10562324  Schwarz cnterion 13.34130
Log likelihood -2167.697  F-statistic 299.7513
Durbin-Watson stat 1.302616  Proh(F-statistic) 0.000000

Also, BD usually carries between one to two quarters worth of raw materials, which means it
might take as much as three quarters before changes in raw materials prices affect the

company6s bottom | ine. I n fact, "oguartenolEYROAequatese si N c oSt !
to oil prices of $110, even though crude traded between $92 and $34 during the same

period. For whole FY2009, management assumed raw material costs to be at the level of

$90 crude *; needlesstosay, we think this is a very conservative est
margins stands to benefit as its resin costs becomes much lower than previous

year level.

2 Regression was performed with EViews. Prices are daily prices from 11/19/2007 to 2/27/2009, for a total of 328
observations. For resin, we used London Metal ExchRiogygropylenémost common type of resin) prices,

extracted fronhttp://www.plasticsnews.com/respricing. For crude oil, we used data frdittp://eai.doe.gov

%2Q2008 earnings call transcript

#1Q2009 earnings call transcript
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Analyst Recommendations

Buy
Buy/Hold
Hold
Weak Hold
Sell

Mo Opinion
Total

Institutional Ownership

No. of Ratings

Ownership Statistics

Shares O/S

Short Interest Shares

Insider/Stake Ownership (%)
Institutional Ownership (%)

North American (736)

Non-North American (222)
Institutional Ownership as % of Float

Top 10 Inst Holders (%)

239,711,000

2,024,151

0.59%
84.37%
78.58%

5.78%
84.87%

32.47%

Ratio Analysis

Profitability Trends

FY 2008 FY 2007 FY 2006

Gross Margin 51.2%
Operating Margin 21.7%
Profit Margin 15.8%
Return onAssets 14.8%
Return on Equity 22.8%

14

51.7%
18.9%
13.5%
12.1%
19.7%

51.3%
19.9%
14.2%
12.6%
21.2%

oo O R L s

% of Total 1 Mo. Prior 3 Mos. Prior

44
33
22
0

0

0
100

0o o oWk
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Insider Transaction
Activity

Net Change
Acquisitions (43)

Dispositions (22)

(Last Six Months
Shares)

89,657

258,005

168,348

Profitibility Rankings

ABT
BDX

BAX
Cov

1ST
2ND
3RD
4TH




Comparative Profitability Analysis
Peer BDX ABT BAX cov

Average FY2008 FY2008 FY2008 FY2008

Gross Margin 53.5% 51.2% 57.3% 49.6% 53.5%
Operating Margin 19.6% 21.7% 19.3% 19.9% 19.6%
Profit Margin 15.7% 15.8% 17.0% 16.3% 13.7%
Return on Assets 9.3% 14.8% 9.6% 105% 7.9%
Return on Equity 26.2% 22.8% 28.9% 322% 17.6%

We gave Abbott top marks fétrofitability, thanks to their highest Gross Margin.
is important to note that BDX is right at or above the average, and the only rea
for the lower than average ROE is that they have the lowest equity multiplier of
entire comparison set.

Liquidity Trends Li quidity Rankings
FY 2008 FY 2007 FY 2006 BDX 1ST
Current Ratio 2.55 2.12 2.02 cov 2ND
Quick Ratio 1.79 1.41 1.47 BAX 3RD
ABT 4TH

Comparative Liquidity Analysis
Peer BDX ABT  BAX COV

Average FY2008 FY2008 FY2008 FY2008

Current Ratio 2.1 2.6 15 2.0 2.5
Quick Ratio 1.6 1.8 1.2 1.3 1.9

BDX is the most liquid company of our comparison set, with Covidien a close sec
They both handily beat Baxter and Abbott, giving us a lot of confidence in BDXs &
to handle their obligations. It is also encouraging that their liquidity ratios have onl

Asset Management

Trends _
FY 2008 EY 2007 EY 2006 Asset Management Rankings
BAX 1ST
Total Asset Turnover 0.9 0.9 0.8 ABT 5ND
Fixed Asset Turnover 2.6 2.6 2.7 BDX 3RD
Avg. Collection Period 55.1 56.5 55.0 COV ATH
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Comparative Asset Management

Analysis
Peer BDX ABT BAX Cov
Average FY2008 FY2008 FY2008 FY2008
Total Asset Turnover 0.7 0.9 0.7 0.8 0.6
Fixed Asset Turnover 3.6 2.6 4.1 2.7 4.0
Average Collection Period 62.1 55.1 66.6 57.7 62.0

Unfortunately, BDXs Fixed asset turnover is lower than it's comparison companies due to

having nearly 35% of their assets in Property, Plant,Equipment, compared to ABT, who
only has 17% of their assets in PPE.

Debt Management

Trends Debt Management Rankings
FY 2008 FY 2007 FY 2006 BDX 1ST
Debt/Equity 0.2 0.2 0.3 BAX >ND
Times Interest Earned 43.8 26.9 18.1 ABT 3RD
Average Payment Perioc 27.6 30.3 32.4
cov 4TH
Comparative Debt Management Analysis
Peer BDX ABT BAX cov
Average FY2008 FY2008 FY2008 FY2008
Debt/Equity 0.5 0.2 05 0.5 0.4
Times Interest Earned 18.6 43.8 121 33.3 10.5
Average Payment Period 88.9 27.6 38.6 187.0 41.0
S&P Long Term Bond Rating AA AA A+ A

BDX is the strongest in the Debt Management category. With the least leverage relative to equity, anc
outstanding 44 Times Interest Earned can cover any and all of itsdefite. It also has the 2nd highest
bond rating of its comparison companies.
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MNet Proft Sales Total Assets

ROE Sales Total Assets X Total Equity
2008 228% = 15.8% X 09 X 16
2007 19.7% = 13.5% X 0.87 X 1.68
2006 21.2% = 14.2% X 0.84 x 1.78
ABT 28.9% = 17.0% X 07 % 243
BAX 32.2% = 16.3% X 0.8 x 247
cCov 17.6% = 13.7% X 0.62 x 207

Although BDXs ROE is not the highest of its competitive set, we owe that to their prudent use of deb
therefore lower equity multiplier.

Note:If you were to calculate B3 2008 ROE plugging in the average equity multiplier for the 3
comparison companies (2.32), you would get an ROE of 33%. This shows that if BDX were to add tr
financial risk of taking on the amount of debt as their competitors, their ROE would be thigihed| three
competitors.

Income Statement Analysis and Projections
Sales: Tough 2009, but steady long term growth

Given that BDX reports their revenue in 3 divisions: Medical, Diagnostic, and Biosciences,

each facing different operating conditions and sub  -industry outlooks, we find it appropriate,
if not essential, to separately analyze the results of
Mart of healthcareo, BDX makes and sells just about an

company gets a lot of sales from outside the US in all of its divisions (international revenue
greater than 50% in Medical and Diagnostic). And more often than not, growth prospect

signficantly varies from one region to the next, as difference in living standards and

technology mean different penetration rates for modern medical equipments. Thus we also

took into account the geographic breakdown of BDX6s r e
Using a combination of time -series forecast and qualitative technique, we first examined

historical re sults over the last 3 years then adjust the averages to most accurately reflect
t he mar ket position and growt h prospects facing eac
indicates:

3 2009 sales growth of 2%. Forecasts are based on the latest guidance from BDX
manag ement °>. 2009 growth pales in comparison to historical numbers, as the
company faces significant currency headwinds due to the extreme strengthening of
the US dollar that occurred over the last few months of 2008 (first quarter in BDX
2009 fiscal year). How ever, fundamental s haven6t changed as gr o)
well in line with historical averages on a currency -neutral basis.

®1Q2009 earnings callsamscript
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2010 -12 sales growth to be at 9% annually . For each operating division we
applied the historical average growth rate of that partic ular segment. There are two
exceptions, both within BD Medical: we see US revenue growth slowing down as

safety -engineered medical supplies, an important driver of segment growth during

the past few years reach a high conversion rate in the US; new sales w il come only
in the form of replacement/upgrade to premium offerings, not from new clients. So

we used a segment growth rate of 4%, the lowest we could find during the past few

years. Also, we have the 2010 international Medical growth rate at 10%, 2 perc ent
below the historical average, and gradually decline in future years to account for

safety-engi neered product marketds becoming mature

Thus, for the period of 2009 -12, our model suggests an average annual sales growth of

about7%. T hi s turns out to be al most i dentical to Val

Also worth noting is the shift in gradual shift in product mix away from Medical onto

Diagnostic and Bioscience.

This trend had also been observed in our qualitative research; its impli cation to BDX
financial results will be discussed in the very next section.
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BDX revenue, segment and geographic breakdown

FY ends Sep 30 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011/ FY 2012| | 96708
$ in millions Avg
BD Medical
us 1,410 1,538 1,592 1,608 1,672 1,739 1,809
Growth 10% 9% 4% 1% 4% 4% 4% 8%
International 1,697 1,882 2,209 2,165 2,38l 2,596 2,803
Growth 7%  11%  17% 2%  10% 9% 8% 12%
Total 3,107 3,420 3,801 3,773 4,054 4335 4,612
Growth 8%  10%  11%  -1% 7% 7% 6% 10%
BD Diagnostic
us 919 1,054 1,122 1,167 1,284 1,412 1,553
Growth 8%  15% 6% 4%  10%  10% = 10% 10%
International 796 851 1,038 1,069 1,187 1,317 1,462
Growth 4% 7%  22% 3%  11%  11%  11% 11%
Total 1,715 1,905 2,160 2,236 2,470 2,729 3,015
Growth 6%  11%  13% 4%  10%  10%  10% 10%
BD Biosciences
us 402 440 471 499 539 582 629
Growth 8% 9% 7% 6% 8% 8% 8% 8%
International 514 594 724 782 907 1,052 1,220
Growth 12%  16%  22% 8%  16%  16%  16% 16%
Total 916~ 1,034 1,195 1,281 1,446 1,634 1,849
Growth 10%  13%  16% 7%  13%  13%  13% 13%
TOTAL SALES
us 2,731 3,032 3,185 3,274 3,495 3,733 3,991
Growth 9% 11% 5% 3% 7% 1% 7% 8%
International 3,007 3,327 3,971 4,016 4475 4,965 5486
Growth 7% 11%  19% 1%  11%  12%  12% 12%
Total 5738 6,359 7,156 7,290 7,970 8,698 9,477
Growth 8%  11%  13% 2% 9% 9% 9% 10%
Sales Mix by Geography
us 48%  48%  45%  45%  44%  43%  42%
International 5206  520%  55%  55%  56%  57%  58%
Sales Mix by Segment
Medical 54%  54%  53% 520  51%  50%  49%
Diagnostic 30%  30%  30% = 31%  31%  31%  32%
Bioscience 16%  16%  17%  18%  18%  19%  20%
Worldwide ex-FX Growth
Medical 9% 7% 5% 5% 6% 5% 5% 7%
Diagnostic 7% 9% 9% 7% 8% 8% 8% 8%
Bioscience 10%  10%  10% 9%  10%  10%  10% 10%
Total Corporate Salgs 8% 8% 7% 6% 8% 8% 8% 8%
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Margin expansion: the show must go on

In our opinion, if there is one thing that distinguishes BDX from other healthcare operators,

it is the companyés remarkable ability to improve all
BDX net profit margin has gone up every year since 2000 ®. The firm has done an excellent

job at keeping expenses in check; Cost of G oods Sold and Selling, General and

Administrative expenses together represent a smaller and smaller portion of total sales.

How do they do it? We think it is due to several factors: (1) as the dominant player in the

majority of product markets they partake in, BDX possess both the ability to pass on any

cost increases to customers and superior bargaining power over suppliers as well as

di stribution agents, (2) the finmmam@s ns tprraotdaugitcs ,s hainfdt (i3n1
historical focus on making i ncremental changes to existing products rather than developing

completely new ones allows the company to justify premium pricing yet keep R&D spending

low relative to other medical equipment manufacturers.

In fact, a slight uptick in COGS in 2008 seems to be the only chink on BDX efficiency

ffar mor 6. We attribute the change to the very high crud
(near $150 per barrel at one point), which pushed up the prices of resin. Since resin costs

amount to 7% of total COGS a 50 -60% j ump in crude, and effectively resin prices, which is

exactly what happened in 2008, generates significant u,

production costs. Then again, now that crude oil has come down to below $50 a barrel, it
will create yet another oppo rtunity for cost efficiency.

BDX Margin Analysis

i FY FY FY FY
% of sales FY 2004 FY 200 FY 200€ FY 2007 FY 200€Trend 000 000 5011 2012E
Cost of Goods Sold 50.7% 49.1% 48.7% 48.3% 48.8% @ 48.0% 47.8% 47.6% 47.49
Gross Margin 49.3% 50.9% 51.3% 51.7% 51.2% IhH 52.0% 52.2% 52.4% 52.69
SG&A Expenses 26.6% 26.0% 25.4% 25.2% 24.0% @ 23.1% 22.9% 22.7% 22.59
R&D Expenses 48% 50% 53% 57% 5.5% 59% 59% 59% 5.99
Operating Margin 16.0% 19.9% 20.7% 20.8% 21.7% Ih 23.0% 23.4% 23.8% 24.29
EBT Margin 15.3% 19.4% 20.4% 20.9% 21.7% TIh 23.0% 23.4% 23.8% 24.29
Net Margin 11.8% 13.3% 15.0% 15.4% 15.7% TIb " 168% 17.1% 17.4% 17.79
EBITDA Margin 23.2% 27.1% 27.7% 27.8% 28.4% Ib 30.0% 30.4% 30.8% 31.29
Going forward, we believe BDX6s penchant for margin ex|
of cheaper raw materials finally trickle down to financial results, (2) the company gradually
shifts away from the high -volume, low -margin business of making Medical Supplies
(syringes, scalpels, blades) and gets more involved in the growing Diagnostic (STDs and
HAIs testing) and Biosciences (cell analysis, cancer research) indust ries. The companyds
sizable Aimoatodo as the market | eader in most of the pro
either. As such, we forecasted:
3 Higher margins in 2009 , based on management guidance. Most notably, Operating
Margin improves 130 basis points an d COGS improves 80 basis points as abnormally
hostile operating conditions in 2008 (oil price, exchange rate) cease their influences.
3 Margins gradually expand in 2010 -12. We pegged Gross Margin to improve 20
basis points (or 0.2%) annually. Considering Gro ss Margins have seen a much higher

expansion rate over the last few years, we think this is a conservative estimate.

8 value Line
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.. And the results

Pro Forma Income Statement

Fiscal year ends September 30 EY 2002 FY 2005 FY 200€ FY 2007 FY 200¢ FY FY FY FY
$ in millions, except per share data 2009E  2010E 2011E 2012E
Net sales 4935 5341 5738 6,360 7,156 7,290 7,970 8,698 9,477
Cost of goods sold 2,500 2,622 2,793 3,072 3,493 3,499 3,810 4,140 4,492
Gross profit 2,435 2,719 2945 3,288 3,663 3,791 4,160 4,558 4,985
SG&A 1,312 1,387 1,458 1,602 1,715 1,684 1,825 1,975 2,132
R&D 236 268 302 360 396 430 470 513 559
Other Expenses 100
Operating Income 788 1,064 1,185 1,326 1,552 1,677 1,865 2,070 2,293
Interest Income, net (30) (19) (7) - 3 - - - -
Other Income, net (5) (7) 9) 1 3) - - - -
Pre-tax Income 753 1,038 1,169 1,327 1552 1,677 1,865 2,070 2,293
Income Taxes 170 325 307 348 426 449 500 555 615
Net Income 583 713 862 979 1,126 1,228 1,365 1,515 1,679
Shares, diluted 263 260 256 255 253 248 248 248 248
EPS, diluted $ 222 $ 274 $ 337 $384 $445|3% 495 $ 550 $ 6.11 $ 6.77
Depreciation & Amortization 357 383 402 441 477 510 558 609 664
EBITDA 1,145 1,447 1,587 1,767 2,029 2,187 2,423 2,679 2,957
Margin analysis (% of sales)
Cost of goods sold 50.7% 49.1% 48.7% 48.3% 48.8% 48.0% 47.8% 47.6% 47.49
Gross margin 49.3% 50.9% 51.3% 51.7% 51.2% 52.0% 52.2% 52.4% 52.69
SG&A 26.6% 26.0% 25.4% 252% 24.0% 23.1% 229% 22.7% 22.59
R&D 48% 50% 53% 57% 55% 59% 59% 59%  5.99
Operating margin 16.0% 19.9% 20.7% 20.8% 21.7% 23.0% 23.4% 23.8% 24.29
EBT margin 15.3% 19.4% 20.4% 20.9% 21.7% 23.0% 23.4% 23.8% 24.29
Tax rate(% of EBT) 22.6% 31.3% 26.3% 262% 27.4% 26.8% 26.8% 26.8% 26.89
Net margin 11.8% 13.3% 15.0% 15.4% 15.7%r 16.8% 17.1% 17.4% 17.79
Depreciation & Amortization 7.2% 7.2% 7.0% 6.9% 6.7% 7.0% 7.0% 7.0% 7.09
EBITDA margin 232% 27.1% 27.7% 27.8% 28.4% 30.0% 30.4% 30.8% 31.29
Year-to-year change (%)
Net Sales 82% 74% 108% 125% 19% 93% 9.1%  8.99
Cost of Goods Sold 4.9% 6.5% 10.0% 13.7% 0.2% 8.9% 8.7% 8.59
Gross Profit 11.7% 83% 11.6% 11.4% 35% 98% 9.6%  9.49
SG&A 58% 5.1% 99% 7.1% -1.8% 8.4% 82%  8.09
R&D 13.6% 12.7% 19.2% 10.0% 8.6% 9.3% 9.1% 8.99
Operating Income 35.0% 11.4% 11.9% 17.0% 8.0% 11.2% 11.0% 10.89
Pre-tax Income 37.8% 12.6% 135% 17.0% 8.0% 11.2% 11.0% 10.89
Net Income 22.3% 20.9% 13.6% 15.0% 9.1% 11.2% 11.0% 10.89
EPS 23.7% 22.8% 14.0% 159% 11.3% 11.2% 11.0% 10.89
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Other than the factors described above, we also used the following assumptions:

3 R&D spending at 5.9% of revenue. This is based on management guidance for
2009 and is actually higher than spending for any of the previous 5 years. We based
our forecast on this number to maintain the conservative nature of this rep ort.

3 Tax rate at 26.8% of revenue. This correspondygaraveragB Dhefas 5
rate seems to ebb and fl ow depending on the firmbs
year. We see no reason to stray from the historical average, and over a 5 -year
horizon, fluctuations should balance themselves out.

3 Depreciation and Amortization: 7% of revenue. Again, this is one of those
metrics that might change upon acquisitions. The 5 -year historical average seems
appropriate here.

3 Number of diluted shares stays at 248 m illion. In actuality, BDX management
has been actively buying back shares __; the float has decreased, on average, 1%
every year since 2001 . We decided not to take this into account out of prudence.

Our calculation yields a 2009 EPS of $4.95, in line with m anagement guidance of 11% EPS
advance for the fiscal year.

One thing to take note: similar to models used by professional analysts, our forecast

predicts that BDX will see its EPS steadily advance at about 11% in the upcoming years

even though sales grow th is pegged at only around 7%, on average. This speaks volume to

t he ¢ o mpabilitytdsgueeze more and more pennies out of every dollar of sales. And

we didnét even take into account the effect of a decli

Price Multiples Trends & Valuation

The following price multiple tables move from left to right for each historical multiple using

the low, high, and average over the last 5 years. We feel that 5 years provides sufficient

data to accurately value the historic al pattern of the multiple without the potential bias from
cyclicality. Each of the multiples  are multiplied by the respective multiple/share derived
from year 2009 of the Pro Forma to arrive at the implied stock price that corresponds to the
Low, Average, or high multiple. The implied stock price is then compared to the current

BDX share price of $66.40. Note: for the P/S ratio, revenues were divided by outstanding
shares to arrive at a sales/share of $29.39. For P/CF, 2009 FCFF from the DCF analysis was
divided by outstanding shares to arrive at a FCFF/share of $7.41.

"Value Line
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Price /E arnings

Valuation:

Frice to Earnings — - Averacse

04

T}

o7

Avarage: 226 High: 2002 Low: 13,8 Latest 14.3

08

5 Year
Historic Multiple
Low 2.1
Average 2.9
High 35

Forward P/E Valuation:

2009 Pro -Forma
Sales/Share

$29.39

Implied
Stock Price

$61.72
$85.23
$102.87

% Change
Current from Current
Price Level
-7.05%
$66.40 28.36%
54.92%

—— FPrice to Eamings - Fv1

— - Average

Average: 19.2 High: 22.5 Low: 125 Latest13.5

0

05

5 Year
Historic Multiple

Low
Average
High

12.5
19.2
22.5

2009 Pro
Forma EPS

$4.95

Implied
Stock Price

$61.88
$95.04
$111.38

% Change
Current from Current
Price Level
-6.81%
$66.40 43.13%
67.73%
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Price/Sales Valuation:

— Price to Sales — - Average

Ayerage: 2.8 High' 3.5 Low: 21 Latest 2.2

26

baa

taz

b=

tza

Lzs

Lza

tz2

‘04

'as

‘06

‘a7

g

5 Year
Historic Multiple
Low 21
Average 2.9
High 35

2009 Pro

-Forma

Sales/Share

$29.39

Price/Free Cash Flow Valuation

Implied
Stock Price

$61.72
$85.23
$102.87

Current
Price

$66.40

% Change
from Current
Level

-7.05%
28.36%
54.92%

—— Price to Cash Flow —|- Average

Average: 13.6 High:17.9 Low: 8.9 Latest 10.9

-320

‘04

il

06

;o7

08

5 Year
Historic Multiple

Low
Average
High

8.9
13.6
17.9

2009 Pro
Forma Cash
Flow/Share

$7.41

Implied
Stock Price

$65.95
$100.78
$132.64

Current
Price

$66.40

% Change
from
Current
Level

-0.68%
51.77%
99.76%
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EV/EBITDA Valuation:

sverage: 10.7 High: 127 Low: 7.2 Latest 7.7

—— Enterprise value to EBITDA — - Average

04 05 06 (ard 0z

2009 Pro - % Change
5 Year Forma Projected Implied Current from Current
Historic Multiple EBITDA/Share EV/Share (+ Cash+ LTD)/share Price Price Level
Low 7.2 $63.50 $63.61 -4.20%
Average 10.7 $8.82 $94.37 $0.11 $94.48 $66.40 42.30%
High 12.7 $112.01 $112.12 68.86%

Breakup Analysis

A truly diverse enterprise is typically comprised of businesses that have little to do with one
another. In such cases, breakup analysis, in which we view the company as a collection of
separate units, each of which can be spun off the realize value, instead of appraising it as

one large going concern. BDX houses three operating segments where there are little
overlapping in product lines, and significantly different operating conditions and growth

outlook. Thus the company, in our opinion, represents an excellent target for a breakup

valuation.
Business Segment Data for FY ended September 30, 2008
Segment Operating 5yr
Income 2008 2007 2006 2005 2004 2003 CAGR
Medical 1,068,143 971,990 864,180 710,551 556,582 556,284 14%
Diagnostic 525,747 342,778 390,355 413,908 359,370 302,071 14%
Biosciences 333,662 258,806 221,925 175,339 155,888 100,597 28%

1,927,552 1,573,574 1,476,460 1,299,798 1,071,840 958,952
Unallocated Expenses (373,945) (369,629) (350,558) (294,944) (328,972) (236,994) 11%

Pretax Income 1,553,607 1,203,945 1,125,902 1,004,854 742,868 721,958
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The first step in

stand -alone company. Each segment reports its operating income

our breakup ana |l ysis was valuing each o

the EBIT of publicly traded firm. This would be the starting point of our valuation.

The above chart also shows that all of BDX core businesses have done well over the last 5
years; revenue growth of the Biosciences segment has been particularly stellar. We know

that BDX

donot use much

formula, their balance sheet should be strong and return on investments favorable. The

spun -off businesses should remain profitable, which means earnings

particularly EV/EBITDA, would be appropriate valuation tool.

We then construct pro forma income statements
Diagnostic, and Biosciences are independent businesses, allocating each a portion of
corporate overhead that corresponds to their contribution to total sales. The divisional

Depreci ation & Amortization are extracted from BDX financial statements

t NB

f BDX6 s
8 and this is equivalent to

-based multiples,

for

C2NXYI LyO2YS { (I (S YlIBdgpendensBikh Ey SE§ 85 ¢

Medical Diagnostic Bioscience

Operating income $ 1,068 $ 972 $ 864
Allocated overhead (207) (102) (65)
EBIT 861 870 799
Depreciation and amortizatior 240 150 76
EBITDA 1,101 1,020 875
Segment EV/EBITDA 53 10.4 9.9
Segment EV $ 5837 $ 10,610 $ 8,665

We derived the segment EV/EBITDA multiples using a traditional relative valuation
. For comparabl es we
three business segments, and filter down to
other words, the comparables are among the best performing companies in their respective

approach

t

|l ooked at companies
include only the most profitable companies .In

industry, which

should accurately reflect

the strong records of each of BDX divisions. In

comparing the companies, we looked at

Debt -to - Cap rati

0, as we believe the near term revenue
are thetwo factors that most notably affect how the market perceives stock values.

8 Annual reports

the Value Line 2009 sales growth estimate

outlook and the degree of lev

s and the
erage
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V Medical EV/EBITDA of 5.3 . At first look, one would think BD Medical growth rate
(-1% reported, 4% currency neutral) and low leverage would justify, at least, a
multiple equal to the average of their top competitors. But our qualitative research
indicates near term headwind as the US market of one of their key product
segments, safety -engineered supplies, reach maturity. As such, we decided to use
the lowest EV/EBITDA multiple found among the competitors, 5.3, to be prudent.

BD
Ticker CNMD IVC NVO MDT average Medical
EV/EBITDA 5.3 7.0 11.1 7.0 7.6 5.3
09 salegrowth -4% 0% -1% 5% -1%
Debt/Capital 29% 49% 3% 30% 14%

V Diagnostic EV/EBITDA of 10.4 . Al other things equal, BD Diagil
of leverage should make it a more attractive investment than firms like BEC and
HSP, while its growth prospect is somewhat less attractive to a company like GENZ.

We believe an average (again, of the better performers in this sub -industry) would
be best applied for BD Diagnostic.

Ticker BEC GPRO GENz HSP average BD Diagnostid
EV/EBITDA 6.7 10.1 16.2 8.5 104 104

09 sales growth 1% 2% 6% 6% 3%
Debt/Capital 42% 0% 2% 49% 14%

V Biosciences EV/EBITDA of 9.9 . BD Biosciences ratios appear favorable to its
peers, and might actually justify a premium. But we again used the average as it

seems appropriately conservative.

Ticker HOLX VIVO TMO average BD Bioscience
EV/EBITDA 8.5 13.5 7.7 9.9 9.9

09 sales growth 7% 7% 2% 7%
Debt/Capital 1% 0% 12% 14%
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Once the enterprise value for each division had been calculated, we added them up
together, then netted out nonoperating assets and liabilities to finally derive a
breakup value for BDX:

Value (in millions)
Medical 5 5,837
Diagnostic 10,610
Biosciences 8,665
Total Enterprise Value 5 25,112
Add:
Corporate Cash 330
OtherlInvestments 200
Subtract:
Corporate Debt -1154
Pension Liabilities -59
Stock Options -18
Market Value {in millions) 5 24,911
Target Price 5 98.50
Current Price 5 66.40
Upside 48%

Discounted Cash Flow Valuation

Forecasting a companydés f ut ur e lehginggverctte arhplehdmbews i s of t e
of assumptions needed to conduct the analysis. Through our qualitative analysis we believe

to have a great enough understanding of BDXé6s current
discounted cash flow analysis based on our high ly scrutinized inputs.

FCFF=EBIT(1 - Tax Rate) + Depr - FCinv - WCInv
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FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009E FY 2010E  FY 2011E FY 2012E
Net Sales $4,935 $5,341 $5,738 $6,360 $7,156 $7,290 $7,970 $8,698 $9,477
EBIT $788 $1,064 $1,185 $1,326 $1,552 $1,677 $1,865 $2,070 $2,294
Tax Rate 22.6% 31.3% 26.3% 26.2% 27.4% 26.8% 26.8% 26.8% 26.8%
Depreciation $357 $383 $402 $441 $477 $430 $470 $513 $559
PPE $1,881 $1,934 $2,133 $2,497 $2,744 $2,757 $3,014 $3,290 $3,584
PPE % Sales 38.12% 36.21% 37.17% 39.26% 38.35% 37.82% 37.82% 37.82% 37.82%
Net Working Capital $889 $753 $929 $1,190 $1,369 $1,256 $1,373 $1,499 $1,633
NWC % Sales 18.01% 14.10% 16.19% 18.71% 19.13% 17.23% 17.23% 17.23% 17.23%
FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009E FY 2010E  FY 2011E FY 2012E
EBIT(1-Tax Rate) $610 $731 $874 $978 $1,126 $1,228 $1,365 $1,515 $1,679
Plus Depreciation $357 $383 $402 $441 $477 $510 $558 $609 $664
Less Din Nnwe $136 ($176) ($261) ($179) $113 ($117) ($125) ($134)
Less Din PPE ($53) ($199) ($364) ($247) ($13) ($257) ($275) ($295)
FCFF $1,197 $901 $794 $1,177 $1,838 $1,549 $1,723 $1,914
PV of FCFF r=9.36% $1,681 $1,295 $1,318 $1,338
Sum of PV of FCFF $5,631
. PV of FCFF 2009-2012 5,631
Terminal Value $
PV of Terminal Value $25,966
PV of FCFF $31,598
Value in 2013: Add: Cash $830
- Long Term Debt $953
V| = (FCFFo*(1+gD)/(WACC-g))
= (($1,914*(1+.04))/(.0893-.04) PV of Equity $31,475
Shares Outstanding 248
$37,140
Target Price $126.91
Current Price $66.40
PV of Terminal Value
=$25,966 Projected Upside 91.1%
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Assumptions:

A

1 Sales Growth Rate: 2009 sales growth of
2%: 9% annual sales growth 2010 -2012 Base Case Assumptions
The 2% sales growth for 2009 reflects Sales Growth 2009 2%
. ' - 0,
management6s guidance f or [SaesCrowh(10/12) % |
. . T Risk Free Rate 5.64%
guidance was the most reliable indication for
. Bet 0.78

expected sales growth. The Pro  -Forma section eé : :

. . Equity Risk Premium 6%

gives a through explanation on why we )

. . Perpetuity Growth Rate 4%
believe a 9% growth rates for 2010 -2012is
WACC 9.36%
warranted.
1 Tax Rate: 26.8% of revenue

Congruent with the Pro Forma, the 5 year historical average of taxes to net sales

was used and extrapolated through the DCF. Taking a 5 year average sufficiently

accounts for any outlandish figures.

1 Depreciation Expense: 7% of revenue

We calculated the 5 year historical relationship between depreciation expense and

sales from 2004 -2008, made sure there were no outliers, and decided to use the 5

year average.

1 Fixed Capital Investment: 37.82% of revenue
FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
PPE % Sales 38.12% 36.21% 37.17% 39.26% 38.35%

As one can see, B D X 6 s E hasnbeaen sangisemt tver tha paft P years.

Our research gives no indication that the company plans to shift away from this

current trend. Thus, we took the 5 year average, which came out to be 37.82% of

revenues and projected that throughout our model.

1 Working Capital Investment: 17.23% of revenues
FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
NWC % Sales 18.01% 14.10% 16.19% 18.71% 19.13%

We cal cul ated net working capital by taking fAtot al
equivalentso |less fishort term investmentso and subtracHt
Ashort term debto. We then c¢companR@8aniNtvékthe5Soeas al es fr om
average. The companyds NWC/ Sales ratio hastbydaresen not abl
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1 Discount Rate Computation

Cost of (1-Tax
Debt % Debt Rate) + % Equity Cost of Equity
WACC Derivation 16.19% 5.98% 0.732 83.81% 10.3%
WACC 9.36%
Risk Free
Cost of Equity Derivation Rate + Beta * Risk Premium
5.64% 0.78 6.00%
Cost of Equity 10.3%

Becton Dickinson has been deleveraging its balance sheet consistently for the past
10 years. In 1999 the company has a debt/cap ratio of 47%. Currently, the company
operates with very little debt on its books and generates enough free cash flow to distain
management from being overly reliant on debt to fund expansion. For the
took a weighted average

which amounted to 5.98%. We computed the
utilizes the following components:

1 Risk Free Rate :5.64%
We calculated the average yield of a 10
Whil e this number

bias th roughout our model.
1 Beta: 0.78

cost

of

each

cost of debt
outstan

cost of equity by use of the CAPM, w hich

-year Treasury note over the last 20 years.
slightly ab
3% real rated we incorporated th

i s

ove the common

e higher

The highest beta from Yahoo! Finance, S&P, and Valueline was 0.78. We used this
beta in order to be as conservative as possible.

1 Equity Premium (6%

Jeremy Siegel estimates the average equity risk premium since 1926 to be nearly
5%. We decided to use a 6% premium in order to maintain on conservative bias and
account for the current market aftershocks.

DCF Sensitivity Analysis

Our DCF sensitivity ana  lysis isolates variables within the model we believe to be
potenti al m

most indicative of
analysis observes

a

how

sensi

vV e

ovement i

we
di

BDX6s 2009
in sales growth, and increase in t he volatility of the stock (beta), a deceleration in
the economic growth rate, and the discount rate.

ng | oané.

appr
number , 5.
n BDX6s sh
target s
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Base Case Assumptions

Sales Growth 2009 2%
Sales Growth ('10-'12) 9%
Risk Free Rate 5.64%
Beta 0.78
Equity Risk Premium 6%
Perpetuity Growth Rate 1%
WACC 9.36%
Base
Case
Sales Growth 9% 3% 5% 7% 11% 13% 15%
Target Price $126.91 $54.53 $77.26 $100.67 $149.51 $174.98 $201.15
Projected Upside 91.23% -17.88% 16.36% 51.61% 125.17% 163.52% 202.94%
Base
Case
Beta 0.78 0.60 0.70 0.90 1.20 1.35 1.50
Target Price $126.91 $153.00 $137.37 $114.02 $90.80 $82.39 $75.39
Projected Upside 91.23% 130.42% 106.88% 71.72% 36.75% 24.08% 13.54%
Base
Case
Perpetuity Growth Rate 4% 2.0% 2.5% 3.5% 4.5% 0.5% 1.0%
Target Price $126.91 $97.03 $102.88 $117.57 $138.32 $83.45 $87.43
Projected Upside 91.23% 46.13% 54.94% 77.06% 108.31% 25.68% 31.67%
Base
Case
WACC 9.36% 8% 10% 11% 12% 13% 14%
Target Price $126.91 $170.41 $113.27 $96.95 $84.72 $75.20 $67.60
Projected Upside 91.23% 156.64% 70.59% 46.01% 27.59% 13.25% 1.81%

In further massaging our DCF model, we found it beneficial to project a bear case

outl ook on

BDXds

2012 would be 5% annually ,

Also, we assumed a lower GDP growth of 3%

target

pweiasswmed sBles igrovithhfar 200 a r-

nstead of

t he

Pro

implications a resurging credit freeze could have on BDX. We view these
circumstances highly unlikely, but it is always best t

the best.

For maobs

instead of 4%, indicative of the

o plan for the worst and hope for

case

9 %

BD Bu
Report

32

sal

€ S



Base Case Assumptions

Sales Growth 2009

2%

Sales Growth ('10-'12)

9%

Risk Free Rate 5.64%
Beta 0.78
Equity Risk Premium 6%
Perpetuity Growth Rate 4%
WACC 9.36%
Price Target $126.91

Risk Factors

As with any stocks, there are several factors that could affect the

valuations. In our opinions, these risks include:

Bear Case Assumptions

Sales Growth ('10-'12) 5%
Risk Free Rate 5.64%
Beta 0.78
Equity Risk Premium 6%
Perpetuity Growth Rate 3%
WACC 9.36%
Price target $67.43

companybs o

F continued strengthening of the dollar beyond 2009 would pressure bottom line.
Negative 2009 FX headwinds are already incorporated in our models. Recent efforts

to rescue the US economy

scenario less likely.
¥ Prolon ged

economi

exposed to Capital Expenditures.

F As of fiscal year end, the company reported to be the

C

weakness

, Which in essence involve printing new money, make this

defendant in several lawsuits

for alleged monopolistic behaviors. Losing these cases might lead to changes in its

marketing practices.

Investment Thesis

From a quantitative standpoint, all valuation approaches agree that the current price

provides an

attractive entry point, thanks to the recent sell

stocks. In addition, our qualitative research indicates that BDX is a good addition to the SMF
portfolio for the following reasons:

V A sizable competitive advantage that com

benefits from a self

-reinforced positive loop: well

es from dominant market position
As the 800 -pound gorilla in many of the industry segments it competes in (again,
65% of revenue comes from markets where BDX is the #1 or #2 player), the firm

base allows it to withstand pricing pressures AND control costs, which in turn
positively affects market share. As such, the company not only possesses an iron
clad hold over its bottom line but also continually offers margin expansion .
maintains meaningful tail wind on earnings.

V  Good growth prospect helped by
has (1) robust and predictable cash flows from its Medical Supplies unit and (2)

strong growth in Diagnostics and Biosciences d

a well -balanced portfolio

BDX0s

further fuels growth, thus BDX benefits from having the best of both worlds. Also,

ut |

furt he+9% bfisajehdree n s

- off that affected all Healthcare

-developed ¢ ustomer and resource

This

busi

ivisions. We all know that cash can
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the closely -related businesses offer internal support and cross -selling opportunities
unavailable to specialized firms.

V One of the safes t investments anywhere . Whether the economy prospers or
recesses, demands for medical essentials (needles, syringes, scalpels), diagnostics
(specimen kits), and biosciences (research tools) will always be steady. Sales of

those products, in all likelihoods ,wondt see much pOlEasmadse HeadImt hcar e

reform, but the companybs geographic diversity
sales) provides additional protection. In short, BDX does nothing flashy except

(US

consistently grow earninglod atnad dilpaseshotlhdeer Bu ei t he

dividends ° or price appreciation (shown on chart below).

Total Shareholder Return
S-Year Compounded Annual Growth Rata (CAGR) 9930/03 - 930/08°

BDX D 15.87%
S&P 500 Index o 5.7%
S&P Health Care Equipment Index B 7.19%

* Sowrce: Standard & Poory

10;

Our belief in BDX6s stability “iis also shared by
Item BDX Significance
VL Safety Ranking 1 highest
which is based on

Financial Strength A++ highest very strong balance sheet, low leverage

Stock's Price
Stability 100 highest lower volatillity and risk than 99% of listed stocks

2nd highest, growth AND stabilility earnings as well as

S&P Quality Ranking A after A+ dividends are higher than most

Recommenation: Buy Full Position, or 708hares

°f0our Board has followed a pattern of taking the change
increasing in the dividend along with that. So in plain English our earnings are up 15% at least for the
last five or so years, our dividend is going up a n equal amdohnRt Codsidine - Vice

Chairman, CFO, and Senior VP

10 portfolios of stocks with high Quality Rankings outperformed the S&P 500 Index and substantially
outperformed portfolios of stocks with low Quality Rankings over the 1986 -2004 perio d. Companies
with high Quality Ranking are also less likely to engage in accounting manipulations.
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Historical Income Statement

Year Ended: 2006 % 2007 % 2008 %
Sales $ 5,738,017 100.0% $ 6,359,708 100.0% $ 7,155,910 100.0%
COGS $ 2,793,265 48.7% $ 3,071,921 48.3% $ 3,492,561 48.8%
Gross Profit $ 2,944,752 51.3% $ 3,287,787 51.7% $ 3,663,349 51.2%
SGA Expenses $ 1,448,166 25.2% $ 1,602,404 25.2% $ 1,715,045 24.0%
Research and Development

Expenses $ 301,872 5.3% $ 360,050 5.7% $ 396,238 5.5%
Acquired In-Process R&D ) $ 53,300 0.9% $ 122,133 1.9% $ - 0.0%
Total Expenses $ 1,803,338 31.4% $ 2,084,587 32.8% $ 2,111,283 29.5%
Operating Income (Loss) $ 1,141,414 19.9% $ 1,203,200 18.9% $ 1,552,066 21.7%
Interest Expense $ 66,046 1.2% $ 46,420 0.7% $ 36,343 0.5%
Interest Income $ (59,296) -1.0% $  (46,221) -0.7% $  (39,368) -0.6%
Other Expense (Income) $ 8,762 0.2% $ (944) 0.0% $ 1,484 0.0%
Total Other Expense (Income) $ 15,512 0.3% $ (745) 0.0% $ (1,541) 0.0%
Pretax Income (Loss) $ 1,125,902 19.6% $ 1,203,945 18.9% $ 1,553,607 21.7%
Income Tax Expense (Income) $ 310,792 5.4% $ 347,778 5.5% $ 425,689 5.9%
Income from Continuing Operations $ 815,110 14.2% $ 856,167 13.5% $ 1,127,918 15.8%
Income (Loss) from Discontinued

Operations $  (62,830) -1.1% $ 33,866 0.5% $ (922)  0.0%
Net Income (Loss) $ 752,280 13.1% $ 890,033 14.0% $ 1,126,996 15.7%
Basic EPS $ 3.04 $ 3.63 $ 4.61

Diluted EPS $ 2.93 $ 3.49 $ 4.46

In thousands, except per share amounts
BDX Fiscal Year ends September 30
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Historical Balance Sheet

Year ended:

Current Assets

Cash and Equivalents

Accounts Receivables, net

Short Term Investments

Inventory, net

Prepaid Expenses and other Current Assets
Total Current Assets

Property, Plant, and Equipment

Net Property and Equipment

Other Assets

Goodwill

Core and Developed Technology, Net
Other Assets

Total Other Asset

Total Assets

Current Liabilities

Short Term Debt

Accounts Payable

Accrued Expenses

Salaries, Wages, and Related Items
Income Taxes

Total Current Liabilities

Long Term Liabilities

Long Term Debt

Long Term Employee Benefit Obligations
Deferred Income Taxes and Other

Total Long Term Liabilities

Total Liabilities

Shareholders Equity

Common Stock; $1 par, 332,662,160 shares
issued

Additional paid In Capital

Retained Earnings

Deferred Compensation

Treasury Stock

Other comprehensive income (loss)

Total Partners Equity
Total Liabilities and Equity

In thousands, except per share amounts
BDX Fiscal Year ends September 30

IR R R

©+»

L IR

© AR

L IR

R ]

©

2007

511,482
1,083,152
158,040
1,051,959
325,933

3,130,566

2,497,338

621,414
374,779
705,268

1,701,461

7,329,365

207,634
266,993
481,429
435,854

86,899

1,478,809

955,713
444,874
88,012

1,488,599

2,967,408

332,662
1,125,368
5,995,787

12,205

(3,105,893)

1,828

4,361,957

7,329,365

%

7.0%
14.8%

2.2%
14.4%

4.4%

42.7%

34.1%

8.5%
5.1%
9.6%

23.2%

100.0%

2.8%
3.6%
6.6%
5.9%
1.2%

20.2%

13.0%
6.1%
1.2%

20.3%

40.5%

4.5%
15.4%
81.8%

0.2%

-42.4%

0.0%

59.5%

100.0%

R R

©»

®» B P

© AR R e

LR

R e

©

2008

830,477
1,079,051
199,942
1,080,426
424,779

3,614,675

2,744,474

625,768
348,531
579,495

1,553,794

7,912,943

201,312
260,882
519,117
406,379

28,889

1,416,579

953,226
464,982
142,588

1,560,796

2,977,375

332,662
1,359,531
6,838,589

14,694

(3,532,398)

(77,510)

4,935,568

7,912,943

%

10.5%
13.6%
2.5%
13.7%
5.4%

45.7%

34.7%

7.9%
4.4%
7.3%

19.6%

100.0%

2.5%
3.3%
6.6%
5.1%
0.4%

17.9%

12.0%
5.9%
1.8%

19.7%

37.6%

4.2%
17.2%
86.4%

0.2%

-44.6%
-1.0%

62.4%

100.0%

BD Bu
Report

36



Historical Statement of Cash Flows
30-Sep-06 30-Sep-07 30-Sep-08

Year Ended:

Operating Activities

Net Income
Depreciation/Depletion
Depreciation

Deferred Taxes

Non-Cash Items
Discontinued Operations
Purchased R&D

Other Non-Cash Items
Changes in Working Capital
Accounts Receivable
Inventories

Prepaid Expenses
Payable/Accrued

Other Changes, Net

Other Assets & Liabilities, Net
Net Cash from Operating Activities

Investing Activities

Capital Expenditures
Purchase of Fixed Assets
Software Development Costs
Acquisition/Sale of Business
Acquisition of Business
Purchase/Sale of Investments
Purchase of Investments
Other Investments, Net

Other Investing Activities, Net
Other Investing, Net

Net Cash from Investing Activities
Financing Activities

Cash Dividends Paid

Common Dividends
Sale/Repurchase of Stock, Net
Common Stock, Net
Sale/lssuance of Common
Repurch/Retirement Common
Issuance/Reduction of Debt, Net
Short Term Debt, Net

Long Term Debt, Net

Reduction of LT Debt

Other Financing Activities, Net
Net Cash from Financing Activities

Foreign Exchange Effects
Net Change in Cash
Cash - Beginning Balance
Cash - Ending Balance
Supplemental

Cash Interest Paid

Cash Taxes Paid

Data Shown In Millions

752.3
402.3
402.3

(108.3)
132.0

35.1
53.3
43.6
(101.9)
(20.0)
(99.5)

(122.5)

100.6
39.4
39.4

1,076.4

(479.5)
(457.1)
(22.5)
(231.5)
(231.5)
(28.3)
9.7)
(18.6)
(47.2)
(47.2)

(786.5)

(212.4)
(212.4)
(301.1)
(301.1)
147.8
(448.9)
120.7
121.6
(0.8)
(0.8)
50.6
(342.2)

9.7
(42.6)

1,042.9
1,000.3

62.5
398.8

890.0
441.3
441.3

(115.5)
178.2

(29.5)
122.1
85.6
(153.7)

(578.7)
(556.4)
(22.3)
(339.5)
(339.5)
(34.0)
(3.9)
(30.2)
(66.0)
(66.0)

(1,018.3)

(239.8)
(239.8)
(319.4)
(319.4)
130.7
(450.1)
(221.9)
(121.1)
(100.8)
(100.8)
55.1
(726.0)

15.0
(488.8)

1,000.3
511.5

50.7
345.0

1,127.0
477.4
477.4

80.1
44.5

(651.3)
(602.0)
(49.3)
(41.3)
(41.3)
(52.0)
(5.7)
(46.3)
(38.5)
(38.5)

(783.0)

(278.5)
(278.5)
(364.6)
(364.6)
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