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Boston Scientific (BSX) is a firm in the Health Care sector whose principle role is the development and production of medical devices.  Founded in 1979 as limited partnership by Peter Nicholas and John Abele, Boston Scientific sought growth through acquisition from its start with the purchase of catheter producer Medi-Tech.  Boston Scientific went public in 1992, and is currently traded on the New York Stock exchange.  Boston Scientific has maintained its practice of purchasing industry peers in recent years, making five significant medical device producer acquisitions since the first quarter of 2004.

	BSX Recent Acquisitions
	

	Prescion Vascular Systems, Inc.
	April 4, 2004

	Advanced Bionics Corporation
	June 1, 2004

	Advanced Stent Technologies, Inc.
	March 4, 2005

	Trivascular, Inc. 
	April 18, 2005

	Rubicon Medical Corporation
	June 14, 2005


Merger target Guidant, is a peer of Boston Scientific in the medical device market, producing products mainly in the coronary and cardiac product markets.   

Health Care Supplies Sector Peers¹

	
	
	Market Cap 
	Price
	P/E
	EPS

	Johnson & Johnson
	JNJ
	169.1
	$56.80
	16.24
	3.50

	Medtronic
	MDT
	66.2
	$54.70
	26.97
	1.86

	Guidant
	GDT
	24.4
	$75.04
	39.94
	1.85

	Boston Scientific
	BSX
	17.7
	$22.26
	11.88
	1.63

	St. Jude Medical
	STJ
	17.5
	$48.16
	31.34
	1.54


¹Data provided by Thomson Financial  

Boston Scientifics’ acquisitions in the past and their pending acquisition of Guidant can be classified as horizontal mergers, because they are focused on the Healthcare sector in the production of medical devices.  Boston Scientific has used these mergers to enter into business in areas where they do not have a firm hold.   According to Boston Scientifics’ merger agreement with Guidant they filed with the SEC, each common share of Guidant will be converted into the right to receive a combination of $42.00 in cash and a number of shares of Boston Scientific common stocks with a combined worth of $80 per Guidant share, or approximately $27 billion.   To help fund the purchase BSX has partnered with Abbot Laboratories, and agreed to sell them Guidant’s vascular device business, in exchange for $4.1 billion.  Since the announcement was made January 25th, Boston Scientifics’ shares have fallen. BSXs’ slide in stock price may be an indication that the markets believe the $80 bid was over payment for the stake in Guidant. 
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Shapiro Analysis

Production in the biotech industry is not the same as in large-scale manufacturing. With lighter installed equipment and more frequent changes in products, gains in manufacturing economies of scale might not be that great.

Since both companies share similar product portfolios, there is a chance for product differentiations and cost reductions. R&D activities can be combined and draw on a larger base of researchers. In addition, biotech companies hold many patents and trade secrets. With a merger, these can be shared and hopefully used in combination to create new treatments. When two potential acquirers are fighting over a target, the winner gets to keep these out of the loser's portfolio.

The proposed merger offers large potential gains with market access and the regulatory environment. Medical products are highly regulated when it comes to sales and approval. In acquiring Guidant, Boston Scientific gains a whole series of products, which have already passed this process.  Also, sales of medical supplies often based on personal relations between suppliers and doctors, and again Guidant's existing contacts can be used. On the negative side however, a pacemaker recall last year cost Guidant some market share falling from a leading position of 35%, but still maintaining 20%.
Porter Analysis


So how does this all drive and explain behavior and outcomes in the Medical Instruments and Supplies Industry? 

Through the Porter Analysis of the Medical Instruments and Supplies Industry within the Healthcare Sector we can begin to think about how competition in the industry affects the performance of any particular company, and the shaping of that company’s strategy going forward.  In other words, we find a framework that illustrates the way external forces influence long-term profitability in an industry (Porter 1980, Ch.1).  As implied by the diagram, only when looking below the surface of the industry can a practitioner understand the root causes of the competitive relationships, and seek to develop a course of action or operation.  True, a firm may outmaneuver itself at times due to poor management, but the Porter Analysis suggests that there is power exerted by outside forces that affect outcomes that are substantial (Porter 1979, Ch.1).

This viewpoint of the external forces driving a particular market or industry will allow for both proactive and reactive behavior in dealing with other firms as well as buyers and sellers who are very influential and powerful in shaping competitive forces, and ultimately keeping a company in business. Take into consideration the relationship between Johnson & Johnson, Boston Scientific and Guidant – all very large and influential players within this particular industry that shape the way smaller firms form their strategy as well as the way each compete head-to-head.   Although the diagram helps us to identify or define a basic methodology to understand the underlying causes of competition and the threats to success, it tends to oversimplify reality.  Those who truly believe that these forces identified are always so concrete and easily identifiable will be shocked to find that they are quite the contrary.  There are many moving parts and complexities that can result in layers and layers of competition that must be identified before a successful strategy may be derived.  Therefore, a Porter Analysis cannot be the final stop for a company in developing a strategy.

A company seeking to outperform rival firms must do something beyond just continuously improving its operational effectiveness – namely distinguishing itself by finding its niche within an industry (this is strategy), and proactively developing itself to maintain this uniqueness (considering trade-offs) for the duration of its existence (Porter 1979, Ch.2).  There is more than one way to skin a cat, and a company must find its own way of doing so to find success. Consider Boston Scientifics’ expertise in Cardiovascular and Endosurgery supplies and Guidant’s in Cardio-devices (ratingsdirect.com, 2005, 2006).  The Healthcare services market in the United States (the world's largest), is worth about $1.7 trillion (ratingsdirect.com, 2003). Many companies, though, have failed miserably trying to claim a fair share of that money due to lack of capital required to keep up with technology and innovation, as well as buyer needs.  Therefore, the rising demand for products and services is both a problem and an opportunity for companies. Although people are living longer and need more care, facilities that provide this care are continuing to cut budgets, and ultimately the number of vendors from which they buy supplies.  This situation forces the vendors, such as Johnson & Johnson, Boston Scientific, and Guidant to be more innovative to stay competitive, and operationally more efficient to keep costs low for buyers.  This is especially true today, where foreign competitors are a threat with their low cost products that are substitutes for domestic products.  With more demanding, value-conscious customers this can present a major threat of lost market share for even the biggest of players.

Even with a thorough Porter analysis, and the hope for “organic” growth as a result of understanding the industry and competitive environment, companies such as Boston Scientific who are capable of growing “from the inside” often see the products of another company like Guidant as something that will enhance its own growth, and potentially create economies of scale “inorganically”.  The combined entity could better cope with R&D expenses that could reach close to six hundred million dollars annually (ratingsdirect.com, 2003), create seller power, heighten barriers to entry, increase technological expertise and intellectual property (patent protection), and wipe out a layer of competition in the market.  Although this acquisition seems to make sense there is the chance that without continued R&D spending, products may become obsolete, especially when focused on only two areas of disease.  Certain advancements in drugs may also pose a threat to high-tech medical equipment and force the combined entity to re-invent itself at a later date.

Kauppi Analysis
Kauppi defines a strategic acquisition as an acquisition where the result of the combination is far greater than the sum of the parts (Kauppi 2005).  Using this strategy, the combined revenues of the new firm would exceed the mathematical sum of the individual revenues of the firms.  In researching acquisition companies, Kauppi finds that firms focus on the common strategic theme of integration when completing successful acquisitions.  In the creation of his model, Kauppi identifies several categories of strategic acquisition that can produce “outstanding results with effective integration”(Kauppi 2005).  Boston Scientific clearly applied many of Kauppi’s strategic categories when they entered into the Guidant acquisition.

One of the strategies deployed by Boston Scientific in their acquisition of Guidant was to improve or complete a product line.  Prior to the acquisition, Boston Scientific was a leader in the cardiovascular business and was said to be the No. 1 maker of drug-coated heart stents (Jewell 2006).  Guidant was a leader in the production of pacemakers and defibrillators, which are devices that regulate heartbeats (Reuters.com).  By adding Guidant’s products to their existing product offerings, Boston Scientific is seeking to create a “global leader in cardiovascular devices” (BostonScientific.com).   According to Kauppi, the strategic advantages of completing a product line through acquisition include becoming a one-stop supplier to customers, taking advantage of existing sales and distribution channels and taking advantage of established credibility.

Another acquisition strategy used by Boston Scientific was buying technology as opposed to building technology.  The global market for pacemakers and defibrillators (made by Guidant) is said to be $10 billion dollars (yahoo.com).  To gain instant access to this market through organic growth would be impossible.  To gain access to this market at some point in the future would take many years and billions of dollars with no guarantee of building viable products, much less products as lucrative as Guidant’s current offerings.  Furthermore, according to the United States Patent and Trademark Office, Guidant currently has 225 registered patents (uspto.com).  Boston Scientifics’ strategy in this case is to supplement their growth with new technologies provided by Guidant and according to Kauppi this provides them with a strategic advantage if they can establish their products as the “standard.”

An additional Kauppi strategy adopted by Boston Scientific in their acquisition of Guidant was the idea of capitalizing on one of their company strengths by focusing on integration.  Specifically, Boston Scientific posses a strength in effectively and efficiently integrating acquired firms post-acquisition.  This fact is supported by the fact that Boston Scientific has successfully completed over 25 value-enhancing acquisitions since 1995 (BostonScientifc.com).  This company strength and focus will provide them with large growth opportunities in the future.  Furthermore, in concluding the due diligence process, Boston Scientific was able to determine that the cultures of the two companies were similar which will allow for the more timely and efficient integration of the two firms.

The strategy used by the management of Boston Scientific is to use it’s past acquisition/integration experience to maximize their investment in Guidant and according to Kauppi this will “power post acquisition performance.” 
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