Medtronic, Inc. (
Financial Statement Analysis
General

Founded in 1949, incorporated as a Minnesota corporation in 1957 with corporate headquarters in Minneapolis (maybe, maybe not – Ireland?), Medtronic is the global leader in medical technology, alleviating pain, restoring health, and extending life for millions of people around the world. The Company is committed to offering market-leading therapies to restore patients to fuller, healthier lives. With beginnings in the treatment of heart disease, The Company has expanded well beyond its historical core business and today provides a wide range of products and therapies that help solve many challenging, life-limiting medical conditions. The Company holds market-leading positions in almost all of the major markets in which it operates.

The Company currently functions in three operating segments that manufacture and sell device-based medical therapies. Operating segments are: 
· Cardiac and Vascular Group
· Restorative Therapies Group
· Diabetes Group
The Company serves physicians, clinicians and patients in more than 140 countries worldwide through approximately 49,000 employees. Primary customers include hospitals, clinics, third party healthcare providers, and other institutions, including governmental healthcare programs and group purchasing organizations. The Company remains committed to the mission that directs the Company to "contribute to human welfare by application of biomedical engineering in the research, design, manufacture and sale of instruments or appliances that alleviate pain, restore health, and extend life.”
Medtronic believes that there are three universal healthcare needs that drive most of the changes in the healthcare marketplace: 

· Improving outcomes for better care
· Increasing access so more people get treated

· Improving the efficiency of healthcare delivery by reducing overall costs

Medtronic’s strategic focus is designed to ensure that the company is consistently addressing one or more of these needs in all that it does.  To this end, the company’s new strategic aspiration is “to transform global healthcare by improving outcomes, expanding access, and enhancing value.”  

In an effort to capitalize on the long-term growth opportunities in the healthcare market, Medtronic is focusing on two major strategies – economic value and globalization.  The company is attempting to translate clinical value into its corresponding economic value by expanding its portfolio of products across the care continuum.  Regarding globalization, Medtronic is focused on providing quality medical therapies to the millions of people who can both benefit from and afford the Medtronic therapies, but currently do not have access to them.
Operating Segments and Competition
Cardiac and Vascular Group
Cardiac Rhythm Disease Management (CDRM) – CDRM develops, manufactures, and markets products for the diagnosis, treatment, and management of heart rhythm disorders and heart failure, including implantable devices, leads and delivery systems, products for the treatment of atrial fibrillation (AF), products designed to reduce surgical site infections, information systems for the management of patients with CRDM devices, and an integrated health solutions business. The primary medical specialists who use Medtronic’s CRDM products include electrophysiologists, implanting cardiologists, heart failure specialists, and cardiovascular surgeons. Primary competitors in the CRDM business are St. Jude Medical, Inc. (St. Jude), Boston Scientific Corporation (Boston Scientific), Biotronik, Inc., and Sorin Group (Sorin).

Coronary – Coronary includes therapies to treat coronary artery disease (CAD) and hypertension. The products contained within this business include coronary stents and related delivery systems, including a broad line of balloon angioplasty catheters, guide catheters, guidewires, diagnostic catheters, and accessories. The primary medical specialists who use Medtronic’s Coronary products are interventional cardiologists. Primary competitors in the Coronary business are Abbott Laboratories (Abbott) and Boston Scientific.
Structural Heart – The Structural Heart business offers a comprehensive line of products and therapies to treat a variety of heart valve disorders. Products include products for the repair and replacement of heart valves, perfusion systems, positioning and stabilization systems for beating heart revascularization surgery, and surgical ablation products. The primary medical specialists who use Medtronic’s Structural Heart products are cardiac surgeons and interventional cardiologists. Primary competitors in the Structural Heart business are Edwards Lifesciences Corporation (Edwards), St. Jude, Sorin, Maquet Medical Systems, which is part of the publicly-listed Swedish group of companies GETINGE AB, and Terumo Medical Corporation.
Endovascular – The Endovascular business is comprised of a comprehensive line of products and therapies to treat aortic disease (such as aneurysms, dissections, and transections) as well as peripheral vascular disease (PVD). Products include endovascular stent graft systems, peripheral stent and angioplasty systems, and carotid embolic protection systems for the treatment of vascular disease outside the heart. The primary medical specialists who use Medtronic’s Endovascular products include interventional radiologists, vascular surgeons, cardiac surgeons, and interventional cardiologists. Primary competitors in the Endovascular business are Cook, Inc., W. L. Gore & Associates, Inc., Endologix, Inc., TriVascular Technologies, Inc., Lombard Medical, Inc., Abbott, Boston Scientific, C.R. Bard, Inc., and Johnson & Johnson, Inc. (Johnson & Johnson).
Restorative Therapies Group
Spine – The Spine business develops, manufactures, and markets a comprehensive line of medical devices and implants used in the treatment of the spine and musculoskeletal system. Products and therapies treat a variety of conditions affecting the spine, including degenerative disc disease, spinal deformity, spinal tumors, fractures of the spine, and stenosis. The Spine business also provides biologic solutions for the orthopedic and dental markets.

Medtronic offers some of the industry’s broadest lines of devices, including a wide range of sophisticated internal spinal stabilization devices, instruments, and biomaterials used in the treatment of spinal conditions. Spine products are used in spinal fusion of both the thoracolumbar region, referring to the mid to lower vertebrae, and cervical region, or upper spine and neck vertebrae. Products used to treat spinal conditions include rods, pedicle screws, hooks, plates, balloons, cement and interbody devices, as well as biologics products, primarily bone growth substitutes including bone graft extenders and structural allografts such as dowels and wedges. In concert with our Surgical Technologies business, Medtronic offers unique and highly differentiated navigation, neuromonitoring, and power technologies designed for spine procedures. The primary medical specialists who use our Spine products are spinal surgeons, neurosurgeons, orthopedic surgeons, and interventional radiologists. Competitors in this business include DePuySynthes, a Johnson & Johnson Company, Stryker Corporation (Stryker), NuVasive, Inc., Globus Medical, Inc., Zimmer Holdings, Inc. (Zimmer), Alphatec Holdings, Inc., K2M Group Holdings, Inc., LDR Holding Corporation, Orthofix International N.V., Biomet, Inc., and over 200 smaller competitors and physician-owned distributorships.
Neuromodulation – The Neuromodulation business includes implantable neurostimulation and targeted drug delivery systems for the management of chronic pain, common movement disorders, spasticity, and urologic and gastrointestinal disorders. Neurostimulation uses an implantable medical device, similar to a pacemaker, called a neurostimulator. The primary medical specialists who use our pain management and movement disorder products are neurosurgeons, neurologists, pain management specialists, anesthesiologists, physiatrists, and spinal surgeons. Primary competitors in this business are Boston Scientific and St. Jude. The primary medical specialists who use Medtronic’s gastroenterology and urology products are urologists, urogynecologists, gastroenterologists, and colorectal surgeons. Primary competitors in this business are Allergan, Inc., Uroplasty, Inc., and Astellas Pharma, Inc.

Surgical Technologies – The Surgical Technologies business develops, manufactures, and markets products and therapies to treat diseases and conditions of the ear, nose, and throat (ENT) and certain neurological disorders. In addition, the business develops, manufactures, and markets image-guided surgery and intra-operative imaging systems that facilitate surgical planning during precision cranial, spinal, sinus, and orthopedic surgeries. The Advanced Energy business includes products in the emerging field of advanced energy surgical incision technology, as well as the haemostatic sealing of soft tissue and bone.
The primary customers for Medtronic’s products relating to ENT diseases and conditions are ENT surgeons and the hospitals and clinics where they perform surgery. Competitors in this part of the Company’s Surgical Technologies business include Gyrus ACMI (a group company of Olympus Corporation), Stryker, and Johnson & Johnson.

The primary customers for Medtronic’s neurosurgical products are neurosurgeons, spinal surgeons, and the hospitals and clinics where they perform surgery. Competitors include Johnson & Johnson, Stryker, Zimmer, and Integra LifeSciences Holdings Corporation. The primary customers for the Company’s image-guided surgery and intra-operative imaging systems are hospitals and clinics. Competitors include BrainLAB, Inc., Stryker, GE Healthcare, Siemens Medical Solutions USA, Inc., and Philips Medical Systems.

The primary customers for the Company’s advanced energy products are orthopedic surgeons, spinal surgeons, neurosurgeons, general surgeons, electro physiologists, and the hospitals and clinics where they perform surgery. Competitors include Johnson & Johnson, Covidien Plc, ArthroCare Corporation, a Smith & Nephew plc company, Olympus Corporation, Stryker, Conmed Corporation, and B. Braun Medical Inc.

Diabetes Group
The Diabetes business develops, manufactures, and markets advanced, integrated diabetes management solutions that include insulin pump therapy, continuous glucose monitoring (CGM) systems, and therapy management software. The primary medical specialists who use and/or prescribe Medtronic’s Diabetes products are endocrinologists, diabetologists, and internists. Our primary competitors in the Diabetes business are Johnson & Johnson, DexCom, Inc., Insulet Corporation, F. Hoffmann-La Roche Ltd, and Tandem Diabetes Care, Inc.
Net Sales by Product Line and Operating Segment
Net sales in fiscal year 2014 were $17.005 billion, an increase of 3 percent from the prior fiscal year. Foreign currency translation had a favorable impact of $175 million on net sales when compared to the prior fiscal year. 
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Consolidated Financial Statements (for years 2010-2014) 

Income Statement

(Amounts in Thousands)

	Fiscal Year End (MM/DD/YYYY)
	4/30/2010
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Sales (Net)
	15,835,000 
	15,933,000 
	16,184,000 
	16,590,000 
	17,005,000

	Cost of Goods Sold
	(3,033,000)
	(3,097,000)
	(3,362,000)
	(3,649,000)
	(3,934,000)

	Gross Profit
	12,802,000 
	12,836,000 
	12,822,000 
	12,941,000 
	13,071,000

	SG&A Expense
	(6,875,000)
	(7,041,000)
	(7,113,000)
	(7,255,000)
	(7,324,000)

	EBITDA
	5,927,000 
	5,795,000 
	5,709,000 
	5,686,000 
	5,747,000

	Depreciation & Amortization
	(772,000)
	(804,000)
	(862,000)
	(819,000)
	(850,000)

	EBIT
	5,155,000 
	4,991,000 
	4,847,000 
	4,867,000 
	4,897,000 

	Interest Expense
	(402,000)
	(450,000)
	(149,000)
	(388,000)
	(379,000)

	Non-Operating Income (Loss)
	(784,000)
	(818,000)
	(553,000)
	(228,000)
	(813,000)

	EBT
	3,969,000 
	3,723,000 
	4,145,000 
	4,251,000 
	3,705,000 

	Income Taxes
	(870,000)
	(627,000)
	(730,000)
	(784,000)
	(640,000)

	Ext. Items & Disc. Ops.
	0 
	0 
	202,000 
	0 
	0 

	Net Income 
	3,099,000 
	3,096,000 
	3,617,000 
	3,467,000 
	3,065,000 


Common Size Income Statement
	Fiscal Year End (MM/DD/YYYY)
	4/30/2010
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Sales (Net)
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%

	Cost of Goods Sold
	-19.2%
	-19.4%
	-20.8%
	-22.0%
	-23.1%

	Gross Profit
	80.8%
	80.6%
	79.2%
	78.0%
	76.9%

	SG&A Expense
	-43.4%
	-44.2%
	-44.0%
	-43.7%
	-43.1%

	EBITDA
	37.4%
	36.4%
	35.3%
	34.3%
	33.8%

	Depreciation & Amortization
	-4.9%
	-5.0%
	-5.3%
	-4.9%
	-5.0%

	EBIT
	32.6%
	31.3%
	29.9%
	29.3%
	28.8%

	Interest Expense
	-2.5%
	-2.8%
	-0.9%
	-2.3%
	-2.2%

	Non-Operating Income (Loss)
	-5.0%
	-5.1%
	-3.4%
	-1.4%
	-4.8%

	EBT
	25.1%
	23.4%
	25.6%
	25.6%
	21.8%

	Income Taxes
	-5.5%
	-3.9%
	-4.5%
	-4.7%
	-3.8%

	Ext. Items & Disc. Ops.
	0.0%
	0.0%
	1.2%
	0.0%
	0%

	Net Income 
	19.6%
	19.4%
	22.3%
	20.9%
	18.0%


Balance Sheet
(Amounts in Thousands)

	Fiscal Year End (MM/DD/YYYY)
	4/30/2010
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Operating Cash and Market. Sec.
	3,775,000 
	2,428,000 
	2,592,000 
	11,071,000 
	14,241,000

	Receivables
	3,335,000 
	3,822,000 
	3,808,000 
	3,727,000 
	3,811,000

	Inventories
	1,481,000 
	1,695,000 
	1,800,000 
	1,712,000 
	1,725,000

	Other Current Assets
	1,248,000 
	1,172,000 
	1,638,000 
	1,283,000
	1,433,000

	Total Current Assets
	9,839,000 
	9,117,000 
	9,838,000 
	17,793,000 
	21,210,000

	PP&E (Net)
	2,421,000 
	2,511,000 
	2,473,000 
	2,490,000 
	2,392,000

	Investments
	4,632,000 
	6,120,000 
	7,705,000 
	843,000
	821,000

	Intangibles
	10,950,000 
	12,314,000 
	12,581,000 
	13,002,000
	12,879,000

	Other Assets
	248,000 
	362,000 
	486,000 
	713,000
	641,000

	Total Assets
	28,090,000 
	30,424,000 
	33,083,000 
	34,841,000
	37,943,000

	 
	
	 
	
	 
	

	Current Debt
	2,575,000 
	1,723,000 
	3,274,000 
	564,000 
	1,601,000

	Accounts Payable
	420,000 
	511,000 
	565,000 
	968,000
	754,000

	Income Taxes Payable
	235,000 
	50,000 
	65,000 
	88,000
	164,000

	Other Current Liabilities
	1,891,000 
	2,430,000 
	1,953,000 
	2,271,000
	3,040,000

	Total Current Liabilities
	5,121,000 
	4,714,000 
	5,857,000 
	3,891,000
	5,559,000

	Long-Term Debt
	6,944,000 
	8,112,000 
	7,359,000 
	9,741,000 
	10,315,000

	Other Liabilities
	1,307,000 
	1,410,000 
	2,143,000 
	2,198,000
	2,240,000

	Deferred Taxes
	89,000 
	220,000 
	611,000 
	340,000
	386,000

	Total Liabilities
	13,461,000 
	14,456,000 
	15,970,000 
	16,170,000
	18,500,000

	 
	
	 
	
	 
	

	Paid in Common Capital (Net)
	110,000 
	107,000 
	104,000 
	102,000 
	100,000 

	Retained Earnings
	14,519,000 
	15,861,000 
	17,009,000 
	18,569,000 
	19,343,000

	Total Common Equity
	14,629,000 
	15,968,000 
	17,113,000 
	18,671,000
	19,443,000

	 
	
	 
	
	 
	

	Total Liabilities and Equity
	28,090,000 
	30,424,000 
	33,083,000 
	34,841,000 
	37,943,000


Statement of Cashflows
(Amounts in Thousands)

	Fiscal Year End (MM/DD/YYYY)
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Operating:
	 
	
	 
	

	Net Income
	3,096,000 
	3,617,000 
	3,467,000 
	3,065,000 

	 +Depreciation & Amortization
	804,000 
	862,000 
	819,000 
	850,000 

	 +Increase in Deferred Taxes
	131,000 
	391,000 
	(271,000) 
	46,000 

	 +Increase in Other Liabilities
	103,000 
	733,000 
	55,000 
	42,000 

	 =Funds From Operations
	4,134,000 
	5,603,000 
	4,070,000 
	4,003,000 

	 -Increase in Receivables
	(487,000)
	14,000 
	81,000
	(84,000) 

	 -Increase in Inventory
	(214,000)
	(105,000)
	88,000
	(13,000)

	 -Increase in Other Current Assets
	76,000 
	(466,000)
	32,000 
	(150,000)

	 +Increase in Accounts Payable
	91,000 
	54,000 
	(644,000) 
	(214,000)

	 +Increase in Taxes Payable
	(185,000)
	15,000 
	23,000
	76,000

	 +Increase in Other Curr. Liabilities
	539,000 
	(477,000)
	318,000 
	1,319,000

	 =Cash From Operations
	3,954,000 
	4,638,000 
	3,968,000 
	4,937,000 

	 
	 
	
	 
	

	Investing:
	 
	
	 
	

	 -Capital Expenditures
	(894,000)
	(824,000)
	(836,000)
	(752,000)

	 -Increase in Investments
	(1,488,000)
	(1,585,000)
	6,862,000
	22,000

	 -Purchases of Intangibles
	(1,364,000)
	(267,000)
	(421,000)
	123,000

	 -Increase in Other Assets
	(114,000)
	(124,000)
	96,000
	(478,000)

	 =Cash From Investing
	(3,860,000)
	(2,800,000)
	5,701,000
	(1,085,000)

	 
	 
	
	 
	

	Financing:
	 
	
	 
	

	 +Increase in Debt
	316,000 
	798,000 
	719,000 
	1,611,000

	 -Dividends Paid on Common
	(969,000)
	(1,021,000)
	(1,055,000)
	(1,116,000)

	 +/-Net Issuance of Common Stock
	(3,000)
	(3,000)
	(2,000)
	(2,000)

	 +/-Clean Surplus Plug 
	(785,000)
	(1,448,000)
	(852,000)
	(1,175,000)

	 =Cash From Financing
	(1,441,000)
	(1,674,000)
	(1,190,000)
	(682,000)

	 
	 
	
	 
	

	Net Change in Cash
	(1,347,000)
	164,000 
	8,479,000
	3,170,000

	 + Beginning Cash Balance
	3,775,000 
	2,428,000 
	2,592,000 
	11,071,000

	 = Ending Cash Balance
	2,428,000 
	2,592,000 
	11,071,000 
	14,241,000


Selected Ratios
Annual growth rates

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Sales
	0.6%
	1.6%
	2.5%
	2.5%

	Assets
	8.3%
	8.7%
	5.3%
	8.9%

	Common Equity
	9.2%
	7.2%
	9.1%
	4.1%

	Earnings
	-0.1%
	16.8%
	-4.1%
	-11.6%


Profitability
Rate of return on assets 
	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	    Net Income
	3,096,000 
	3,617,000 
	3,467,000 
	3,065,000 

	+ [(Interest Expense) x
	450,000 
	149,000 
	388,000 
	379,000 

	   (1 – Tax Rate)
	(1-0.17)
	(1-0.18)
	(1-0.18)
	(1-0.17)

	   =]
	373,500 
	122,180 
	318,160 
	314,570

	=
	3,469,500 
	3,739,180 
	3,785,160 
	3,379,570

	÷ Avg Total Assets
	29,257,000 
	31,753,500 
	33,962,000
	36,392,000

	Return on Assets 
	0.119
	0.118
	0.111
	0.093


Rate of return on equity

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Return on Equity
	0.202 
	0.219 
	0.194 
	0.161


Return on Equity (ROE) = 
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Basic Dupont Model

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	   Net Profit Margin
	0.194 
	0.223 
	0.209 
	0.180 

	x Total Asset Turnover
	0.545 
	0.510 
	0.488 
	0.467 

	x Total Leverage
	1.912 
	1.920 
	1.898 
	1.910 

	= Return on Equity
	0.202 
	0.219 
	0.194 
	0.161 


ROE    =   Net Profit Margin     X     Asset Turnover     X     Total Leverage

                        =       
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Margin Analysis

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Gross Margin
	0.806 
	0.792 
	0.780 
	0.769

	EBIT Margin
	0.313 
	0.299 
	0.293 
	0.288 


Gross Margin = 
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EBIT margin = 
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Turnover Analysis

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Total Asset Turnover
	0.545 
	0.510 
	0.488 
	0.467 

	Net Working Capital Turnover
	2.375 
	2.419 
	1.528 
	1.072

	PP&E Turnover
	6.461 
	6.494 
	6.685 
	6.966

	
	
	
	
	

	Avg. Days to Collect Receivables
	81.978 
	86.040 
	82.890 
	80.899 

	Avg. Inventory Holding Period
	187.155 
	189.720 
	175.648 
	159.444 

	Avg. Days to Pay Payables
	51.316 
	56.640 
	78.566 
	79.621 


Total Asset Turnover = 
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Net Working Capital Turnover = 
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where

net working capital = current operating assets – current operating liabilities

PP&E Turnover = 
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Average days to collect receivables = 
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Average inventory holding period = 
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Average days to pay payables = 
[image: image13.wmf]purchases

payables

  

average

*

365


where

purchases = cost of goods sold + ending inventory – beginning inventory.

Analysis of Leverage

LT Liquidity

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Debt to Equity Ratio
	0.616 
	0.621 
	0.552 
	0.613 


ST Liquidity

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Current Ratio
	1.934 
	1.680 
	4.573 
	3.815 

	Quick Ratio
	1.326 
	1.093 
	3.803 
	3.247 

	EBIT Interest Coverage
	11.091 
	32.530 
	12.544 
	12.921 


Debt to equity ratio = 
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Current ratio = 
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Quick ratio = 
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EBIT interest coverage = 
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Cashflow

	Fiscal Year End Date
	4/30/2011
	4/30/2012
	4/30/2013
	4/30/2014

	Cash From Operations
	3,954,000 
	4,638,000 
	3,968,000 
	4,937,000 

	Avg Current Liabilities
	4,917,500 
	5,285,500 
	4,874,000 
	4,725,000 

	Avg Total Liabilities
	13,958,500 
	15,213,000 
	16,070,000 
	17,335,000 

	   Ratio – C Liabilities
	0.804 
	0.877 
	0.814 
	1.045 

	   Ratio  - T Liabilities
	0.283 
	0.305 
	0.247 
	0.285 


Required: Comment on the company’s financial condition and performance using the Building Block Approach.
( Copyright 2014 by Tippie School of Management, University of Iowa. This case was prepared by Professor Douglas DeJong for class discussion rather than to illustrate effective or ineffective handling of an administrative situation. The assistance of Christopher Small is greatly appreciated.
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