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B Default Over ride —| 5%
Projected 5 Year Sales @ 10.0% 0.0 10,640.3
Less Expenses 22.3% 24.0 -8,086.6
Less Taxes 34.0% 270 -689.5
| Less Preferred Dividends $0.0 0.0 0.0
// Projected 5 Yr Total Earnings __I,_BZBZZ_“_
Divided by Shares Outs. 399.0 820  4.88
1] %/ Caloulated Growth Rate 115
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$ F,'(0%.)-'(./0/ Company STRYKER CORP  (SYK) 09/04/09

5 7456:
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 YEAR AVG. 3> F<EG
A >HIwysiovikpwe | 11.7 | 146 | 156 | 174 | 180 | 212 | 211 |21.8 |23.2 | 241 223 UpP
B 4<SHB)W'KK'KW'(*P NMF | 31.7 | 30.7 | 327 | 295 | 265 | 245 |251 |234 | 217 24.2 DOWN
C ")cdarshunax 171.9 |100.0 | 66.3 | 31.9 0.9 0.0 5.6 0.0 0.0 0.0 11 DOWN

H B0C+D)B*0C+E+*-0-2/)%08)567)40104+-4)-'(./0/

CURRENT PRICE 43.470 52-WEEK HIGH 68.220 52-WEEK LOW 30.820

!"#$%&'()%* High Price Low Price 5>D High P/E Low P/E "L"Z)KZ ">%X1UJ TR'WT(M&Z

0| 2004 57.3 40.2 1.43 40.1 28.1 0.070 49 0.2

/ 2005 56.1 39.8 1.68 334 23.7 0.090 54 0.2

. 2006 53.9 40.9 2.02 26.7 20.3 0.110 55 03

- 2007 745 53.3 2.40 311 22.2 0.220 92 0.4

, 2008 76.5 36.5 2.84 27.0 12.9 0.330 11.6 09

+| AVERAGE 42.1 31.7 21.4 7.3
AVERAGE P/E RATIO 26.6 PROJECTED P/E RATIO 13.8 TTMEPS 2.83
CURRENT P/E RATIO 15.4 PEG RATIO 1.2 FTMEPS 3.16
RELATIVE VALUE 57.9% PROJ. RELATIVE VALUE 51.8%
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0% Q y
uarterly Trend Analysis
roe06s STRYKER CORP — (SYK)
QUARTERLY DATA LAST 12 MONTHS DATA
EPS PRE-TAX PROFIT SALES INCOME | b | PRE-TAXPROFIT | ga|Es INCOME TAX % CHANGE
PERIOD TAX
$ % CHANGE $MIL % SALES % CHANGE $MIL % CHANGE RATE $ $MIL % SALES MIL $MIL % RATE EPS PF?;C-)]IZI\'? SALES
03/01 0.16 23.1 95.70 151 21.9 634.20 12.8 32.3 0.58 351.1( 1 49 | 2,361.5 117.1 33.4
06/01 0.16 23.1 98.10 154 22.9 639.00 12.8 33.7 0.61 369.40 1 52 | 2,434.0 122.4 33.1
09/01 0.15 20.0 90.40 14.6 19.3 619.30 12.9 32.6 0.6¢4 384.0( 1 5.3 | 2,504.9 126.4 32.9
12/01 0.20 212 |122.10 17.2 22.3 709.80 15.9 33.4 0.6[7 406.30 156 | 2,602.3 134.1 33.0 2118 217 137
03/02 0.20 25.0 |121.00 17.2 26.4 702.90 10.8 32.6 0.71 431.60 16.2 | 2,671.0 142.8 33.1 224 229 131
06/02 0.21 31.3 |128.20 17.5 30.7 733.90 14.9 33.3 0.76 461.70 16.7 | 2,765.9 152.3 33.0 246 250 136
09/02 0.21 36.7 |125.40 16.8 38.7 745.60 20.4 33.5 0.8 496.70Q 17.2 | 2,892.2 164.9 33.2 283 293 155
12/02 0.26 30.0 |149.30 18.0 22.3 §29.20 16.8 28.7 0.88 523.90 17.4 | 3,011.6 167.9 320 306 289 157
03/03 0.26 27.5 |150.90 17.8 24.7 §46.90 20.5 315 0.98 553.8( 17.5 | 3,155.6 175.8 31.7 310 283 181
06/03 0.27 26.2 |155.80 175 21.5 8§91.70 21.5 30.8 0.99 581.40 175 | 3,3134 181.0 311 296 259 19.8
09/03 0.27 29.3  |152.90 17.3 21.9 §85.40 18.8 29.4 1.0p 608.9(0 176 | 3,453.2 183.3 30.1 282 226 194
12/03 0.33 26.9 |192.90 193 29.2  1,001.30 20.8 30,5 1.17 652. 50 18.0 | 3,625.3 199.3 305 27/4 245 204
03/04 0.33 29.4  |194.10 18.8 28.6 1,085.10 22.2 304 1.19 695. 70 18.2 | 3,8135 210.8 30.3 28/0 254 20.8
06/04 0.37 39.6 |218.20 20.9 40.1  1,043.00 1r.0 303 1.34 758. 10 19.1 | 3,964.8 228.8 30.2 315 304 197
09/04 0.33 242 |193.20 18.8 26.4 1,028.70 16.2 35,5 1.36 798. 40 194 | 4,108.1 253.1 317 300 311 19.0
12/04 0.40 20.3  |232.30 20.1 204  1,155.50 15.4 3500 1.43 837. 80 19.7 | 4,262.3 275.0 328 279 284 176
03/05 0.42 27.6  |245.60 20.4 26.5 1,202.50 16.2 3416 1.52 889. 30 20.1 | 4,429.7 301.1 339 275 278 16.2
06/05 0.45 21.1 |261.40 215 19.8 1,218.60 16.8 342 1.6( 932. 50 20.2 | 4,605.3 324.7 348 23]2 230 16.2
09/05 0.32 -2.7  231.80 19.8 20.0 1,171.90 13.9 32.8 1.59 971. 10 20.5 | 4,748.5 331.6 342 16/7 214 156
12/05 0.49 23.4  |280.40 21.9 20.7 1,278.50 10.6 327 168 1,01 9.20 209 14,8715 342.2 336 177 21.7| 143
03/06 0.49 15.7  |280.00 21.2 140 1,320.90 0.8 34/1 1.7 1,053 .60 21.1 |4,989.9 352.4 335 150 185| 126
06/06 0.52 16.3 |296.60 22.3 135  1,327.90 0.0 3314 1.82 1,088 .80 21.4 |5,099.2 362.0 333 140 16.8| 107
09/06 0.46 43.1 |262.40 20.3 13.2  1,294.00 10.4 30,0 196 1,11 9.40 21.4 15,221.3 364.4 326 233 153| 100
12/06 0.55 129 317.50 21.7 13.2  1,462.80 4.4 295 2.02 1,15 6.50 21.4 |5,405.6 367.2 31.8 203 135 110
03/07 0.59 20.1 |339.10 22.8 21.1  1,489.30 1.7 281 217 1,21 5.60 21.8 |5,574.0 367.7 30.3 213 154 117
06/07 0.61 171 |351.60 24.0 185 1,463.70 10.2 281 221 1,27 0.60 22.3 |5,709.8 367.5 289 213 16.7| 120
09/07 0.55 19.7 317.90 21.9 212 1,453.20 12.3 2800 230 1,32 6.10 22.6 |5,869.0 376.9 284 174 185 124
12/07 0.66 19.7 |384.00 23.2 209 1,658.10 134 28,0 241 1,39 2.60 23.0 |6,064.3 390.6 28.1 191 204| 122
03/08 0.70 18.8  |404.00 24.7 19.1  1,634.40 0.7 28)0 2.52 1,457 .50 23.5 |6,209.4 408.5 280 188 199| 114
06/08 0.73 20.0 |420.10 24.5 195 1,712.60 17.0 27.8 2.64 1,52 6.00 23.6 |6,458.3 426.5 280 195 20.1| 131
09/08 0.66 20.1  |376.00 22.7 18.3 1,653.00 18.7 276 2,79 1,58 4.10 23.8 |6,658.1 441.2 278 196 195, 134
12/08 0.73 10.7 |415.00 24.2 8.1 1,718.20 8.6 274 2.82 1,615. 10 24.0 | 6,718.2 447.4 277 172 160 10.8
03/09 0.71 14 |386.40 24.1 4.4 1,601.30 -2.0 27.1 2.83| 1,597 .50 239 |6,685.1 438.9 275 124 96 7.7
06/09 0.73 -0.3  400.00 24.5 -4.8  1,634.30 -4.6 27.1 2.83 | 1,57 7.40 23.9 |6,606.8 430.6 27.3 72 34 2.3
09/09 34.0 28.9
12/09 34.0 30.6
A B C D E F G H I J K L M N @) P Q R S T
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Quarterly Data Points
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STRYKER CORP. wyse s«

RECENT
PRICE

PIE Trailing: 14.3
RATIO 12.9(Median: 320

39.77

DivOD
YLD

RELATIVE
PIE RATIO

0.81

5

SAFETY 1 Rasedgze00

BETA 80 (100=Markel)

TIVELINESS 3 Lowered 51509

TECHNICAL 4 Lowered 82000

13.9
7.8

High:
Low:

18.3
111

31.6
21.7

33.7
21.9

42.7| 57.7| 56.3| 559
29.8| 403 | 39.7| 39.8

LEGENDS

2901 splt 69
2fa-1spit 500

2012-14 PROJECTIONS

Price  Gain
High 120 (+200%
Low 90 (+125%

AnnOl Total
Return
32%
23%

2-for-1 split 504
Options: Yes

—— 175 x ! Cash Howt p sh
- Relative Price Strength

Shaded area prior recession
Latest recession began 12/07

76.9
54.9

74.9
35.4

44.5

308 Target Price Range

2012|2013 |2014

2for-1

[

]
[TH

Insider Decisions

to Buy
Options
to Sell

oconN >
Noo =

OO0 «

I'III “WI% .

BB 8888855 5

Institutional Decisions

3Q2008  4Q2008
to Buy 309 311
to Sell 360 437
HId0s(000)213447 251483

1Q2009
335

370
242577

I
Pee"® Sle o

i

- % TOT. RETURN 7/09

THIS VL ARITH.
STOCK INDEX

Percent

1yr.  -388 6.0

shares

3yr. 4130 21

traded

| 5yr.  -166 242

1993 | 1994 | 1995

1996

1997

o=
Ol=
O=F

| R [TV Y]
(T
20 2001

OVALUE LINE PUB,, INC.| 12-14

144 176| 224

2.

35| 255

6.61

Salespersh 24.10
0OCash FlowQO per sh
Earnings persh A

DivOds DeclOd per sh®

CapOl Spending per sh
Book Value persh ¢

Common Shs OutstOg D

130 139
3% 3%

A%

3%

1.80
2%

2.02
2%

2.07
1%

Avg AnnOl P/E Ratio
Relative P/E Ratio
Avg AnnQI DivOd Yield

Bold figu
Value
estim

es are
Line
htes

CAPITAL STRUCTURE as of 6
Total Debt $19.4 mill. Duein
LT Debt None

Leases, Uncapitalized Annual
Pension Assets-12/08 $150.5

mill.
Pfd Stock None

as of 7/31/09

/30/09
5Yrs $19.4 mill.

LT Interest Nil

rentals $37.7 mill.

mill. Oblig. $252.1

Common Stock 397,547,322 shares

MARKET CAP: $15.8 billion (Large Cap)

3625.3
24.9%

2103.7
22.2%

2602.3
24.7%

3011.6
24.9%

6600
30.5%

7000
30.0%

Sales ($mill)
Operating Margin

101.7
160.4

1720
271.8

186.1
357.1

229.7
4535

380
1260

370
1195

Depreciation ($mill)
Net Profit ($mill)

30.5%
12.5%

35.0%
7.6%

33.0%
10.4%

31.8%
11.9%

27.0%
18.0%

Income Tax Rate
Net Profit Margin

21.0%
18.1%

4408
1181.1
671.5

459.7
720.9
1056.2

4438
491.0
1498.2

547.1
188
2154.8

5530
Nil
6910

Working CapOl ($mill)
Long-Term Debt ($mill)
Shr. Equity ($mill)

4685
Nil
6320

21.4%
21.0%

11.8%
23.9%

17.0%
25.7%

19.0%
23.8%

18.5%
18.5%

Return on Total CapOl
Return on Shr. Equity

19.0%
19.0%

22.2% 24.2% | 22.5% | 19.9%

2007

2410.8
1030.7
796.2
667.2

CURRENT POSITION
SMILL.

Cash Assets
Receivables
Inventory (LIFO)
Other

2008

2195.6
1129.5
952.7
701.5

6/30/09

2427.9
1097.3
991.7
723.4

4904.9

265.5
16.8

Current Assets
Accts Payable
Debt Due

Other 1050.7

4979.3
2743
20.5
1167.3 844.0

5240.3

211.7
19.4

Current Liab. 1333.0

1462.1 1075.1

7% 6% 6% 5%

16.5% | 16.0% |Retained to Com Eq
13% | 13% |All DivOds to Net Prof

BUSINESS: Stryker Corp. develops, mfrs., & markets Orthopaedic
Implants (59% of 008 sales), and MedSurg Equipment (41%).
Orthopaedic products include hip, knee, trauma, spinal, and
craniomaxillofacial implants. MedSurg includes powered instru-
ments, endoscopic systems, other operating room devices,
specialty stretchers, and maternity beds. Physical Therapy Services

business sold ©07. About 36% of 008 sales were foreign. Acq. Howk-
medica 12/98. R&D: 5.5% of sales. O08 depr. rate: 20.7%. Has
17,594 employees. Off. and dir. (incl. Stryker family trust) own
28.3% of stock (3/09 proxy). Chairman: John Brown. Pres. & CEO:
Stephen MacMillan. Inc.: MI. Addr.: P.O.Box 4085, Kalamazoo, MI
49003. Tel.: 616-385-2600. Internet: www.strykercorp.com.

All things considered, Stryker fared
relatively well in the first half of 2009.

ANNUAL RATES  Past

Past EstOd 006-00

of change (per sh)

Earnings
Dividends
Book Value

Sales .
0OOCash FlowOO

10 Yrs. 5Yrs. to 012-014
19.0% 14.0% 8.5%
23.5%  19.09%60.0%
225% 22.0% 12.0%
23.0% 345% 21.0%
23.0% 255% 14.5%

B This medical device manufacturer@ top
line slipped about 3% compared to the
prior year, owing tO protracted anemiC
hospital spending and a stronger dollar.
The MedSurg unit took the brunt of the

Cal-
endar

QUARTERLY SALES ($ mill
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

decline, with surgical tools and endoscopic
communication device purchases delayed

2006
2007
2008
2009
2010

1321 1328 1294 1463
1426 1464 1453 1658
1634 1713 1653 1718
1601 1634 1665 1700
1720 1770 1735 1775

5406
6001
6718
6600
7000

due to budgetary concerns. However, hos-
pitals can not defer investment in these
items indefinitely due to instrument Ob-
solescence, even though they will probably
delay purchases for some time yet. We

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

have clipped $100 million from our top
line, but maintain our share-net tally

2006
2007
2008
2009
2010

49 .52 46 .55
.58 61 .55 .66
.70 73 .66 .69
g1 73 a7 .79
.80 81 .82 .82

2.02
2.40
2.78
3.00
3.25

based on ongoing expense-reduction initia-
tives.

Growth opportunities should resume
in 2010. By then, hospitals are liable to
start opening their wallets, driving 6% and

Cal-
endar

QUARTERLY DIVIDENDS PAID B!
Mar.31 Jun.30 Sep 30 Dec.31

Full
Year

8% respective top- and bottom-line gains.
Although R&D spending has been

2005
2006
2007
2008
2009

.09
A1
22
33

40

.09
A1
22
33

tempered this year, pipeline development
remains active. The recent update to the
Triatholon family of products via the Revi-
sion system, a partial knee resurfacing
procedure, has reinvigorated this mature

product. The healthcare coverage debate,
however, does add an unknown factor to
orthopaedic procedure levels.

Stryker’s balance sheet is solid. With
an impressive $2.4 billion in cash and no
long-term debt at the end of the June
quarter, Stryker is in an enviable poOsition.
Even though its finances are healthy, the
company has enacted measures tO trim ex-
penses, pare capital expenditures, lower
inventories, and boost cash flow. Acquisi-
tions are possible, too, since valuations of
potential candidates have receded to more
reasOnable levels owing to the global eco-
nomic slowdown.

Long-term investors ought to consider
a position in this issue. The next year or
sO may provide some challenges to growth,
but once the economy heads back toward
an expansiOnary phase, we expecCt demand
for Stryker® products to climb. And, as the
population ages, the orthopaedic line of
products will likely spur strong sales
gains, as well. Thus, capital gains appreci-
ation potential is strong over the pull to
2012-2014 based on robust average annual
share-net improvements of about 12%.
Mary Beth Wiedenkeller ~ August 28, 2009

(A) Based on average shares through 096] $0.03; 004, $0.29; 005, $0.11; 006, 13¢; 07,

diluted thereafter. Excludes extraordinary gains 008, 5¢. Next earnings rpt. due mid-October] justed for stock splits.
of $0.03 in 1996. Excludes nonrecurring losses | (B) Dividends historically paid at the end of

(gains): 098, $0.57; 099, $0.71; 001, $0.01;

02nuary. (C) Includes intangibles. At 3/31/09:
© 2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained ffom sources believed to be reliable and is provided without werranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subsariber® own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

942.0 million, $2.37/share. (D) In millions, ad-

CompanyOs Financial Strength At++
StockOs Price Stability 90
Price Growth Persistence 80
Earnings Predictability 100

To subscribe call 1-800-833-0046.




Stryker CorporatiorsY Kinvsel

Morningstar Rating Last Price Fair Value Consider Buy Consider Sell Uncertainty Economic Moat Stewardship Grade Industry Sector
QQQQQ 43.47 72.00 57.60 90.00 Low Wide C Medical Appliances & EquipHesaith Care

Per share prices in USD

Stryker Backs Earnings Outlook launching innovative new products to help expand in t
profitable niches even further in the long run.

We especially like StrykerOs top-tier position in the hig
by Julie Stralow, CFA Analyst Noteul. 22, 2009 profitable orthopedic implant market, which possesses

Senior Stock Analyst . . . . .
Analysts covering this company do not Tough currency comparables and ongoing hospital Hlggdiarmers to entry and sticky sug];onf r:tlatll(onséhlr:si
6 of StrykerOs to

i K. . . ~ .
oun s stoc constraints cut into StrykerOs sales in the second qugng,_segment accounts for about 6

pricing data through September 04, 2dOWever, the firm remains on target to meet our sales arld boasts a broad .ran.ge of products, including
Rating updated as of bottom-line expectations for the year, and weOre knee, hip, trauma, and spine implants. In 2008, Stryke

September 04, 2009. . .
maintaining our fair value estimate. knee growth outpace_d the_market with the highly
c . successful launch of its Triathlon product set, but that
urrency amounts expressed with "$'

in U.S. dollars (USD) unl . i
are in US. dollars (USD)unless o rted sales declined 5% but were flat on a constdftPerformance was somewhat offset by weakness in
hip business, where a relatively mature product set we

currency basis. Orthopedic implants held up relativel¥l . s
well, turning in flat reported sales and 5% constant elped by a key product recall and weak hip resurfacir

currency growth primarily on U.S. operation strength.'aunCh |_n the Unltgd States. Trauma and splne remain
fﬁ&ther in StrykerOs cap, however, and going forward,

StrykerOs U.S. orthopedic sales grew 9% in the seco 4 ’ » i
quarter, an impressive feat given concerns that econ%%re especially excited by StrykerOs spine prospect

pressures would cut into these elective procedures. 'IVP{Q'IG numerous.small glevelopm.ent projects continue
MedSurg segment continued to struggle, though, as fill up the bag of |.ts dedicated spine salesforce, larger
hospitals in the United States continue to delay spengf’ﬁ\éebpmem projects could also pan out in the next

on capital equipment; MedSurg sales declined 11% o(i?ﬂple yea_rs. qu example, Stryker aims to launch twe
reported basis and 8% in constant currency. Lower Sg[ggmal spinal discs by 2010.

didn®t hurt StrykerOs profitability, though. In fact, the firm

actually improved margins in the quarter; it turned in ghe' balance of St.ryker(.)s sale.s come from tools a”_d
24% operating margin, as lower selling, general, and€auipment to outfit surgical suites and regular hospital

administration costs more than offset some gross marr%%ns' Stryker is particularly prolific in operating room

pressure related to increased quality-control measuréjg.oqmts' mcludl_ng_ chtlng togls, medical video
equipment, and irrigation devices. These tools often

For the second half of the year, we expect growth to Bgrgplt_ement its ortho_pedic devices and greatly improv
little easier to come by for Stryker, barring a significame efﬁmency of'surglcal procedures. Stryker ',S evensa
deepening of the economic crisis. Of note, managem@ﬁ’[\"der of medical beds and emergency eqmpmenF, S
believes recent hospital spending cuts may have reaa?e%retchers. Although not as fu.ndamentally at.tractlve
a stabilization point, as Stryker didnOt see a major cﬂﬁ}%%“‘s ar_1d somewhat susceptible to economic cycle
in the number of hospital customers with frozen capitg]ese offt_en_ngs often expand at faster rates than SFrykw
budgets in the second quarter compared with the ﬁrsprthopedlc implant products. In the long run, we think

quarter. Also, tough growth comparables, particularlyt'iﬁnd could continue, assuming the company expands

the MedSurg business, should ease in the second haeﬁXBFCted in international markets.

the year along with foreign currency head winds.

%gj:k Price
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Also, with its cash-rich balance sheet and admirable fr
cash flow generation, Stryker remains in the enviable
ThesisMay 29, 2009 position of having many avenues to return value to
shareholders. Recently, Stryker increased its dividend
repurchased shares at attractive prices, in our opinion

Stryker excels in several orthopedic and medical
equipment niches. We expect the firm to continue
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Close Competitors Currency(Mil) Market Cap TTM Sales Oper Income Net Income
Stryker Corporation usb 17,281 6,607 1,503 1,124
Johnson & Johnson usb 166,231 61,368 15,990 12,739
Zimmer Holdings, Inc. usb 10,524 3,995 1,026 795
Smith & Nephew PLC usb 8,245 3,681 662 407
Morningstar data as of September 04, 2009

we'd expect more similar actions if Stryker's stock remains
in the doldrums. Also, with many smaller firms hurting for
cash, we wouldn't be surprised to see Stryker acquire
smaller companies at a large discount to what they could
be worth to a long-term shareholder either.

Valuation

We're keeping our fair value estimate for Stryker at $72
per share. After double-digit growth in 2008, we expect
Stryker's sales growth to decelerate to the low single
digits in 2009, as foreign currency exchange rates
constrict growth and both its orthopedic implant and
medical equipment businesses come under some
economic pressure. Beyond 2009, we expect sales growth
to rebound to about 12% compounded annually through
2013, or more in line with our normalized expectations for
Stryker's businesses. Our fair value estimate also depends
on operating margins staying around 23% through 2013.
We discount our assumptions at 9.5%.

We think current share prices reflect a dire scenario.
Specifically to reach a $38 fair value estimate for Stryker,
we'd have to assume sales rise only 3% compounded
annually through 2013 and operating margins fall to 18%
in the period. While we think that scenario is highly
unlikely, one near-term risk related to a current tax
proposal on foreign operations could cut into our fair value
estimate. If we assume a recent tax proposal takes effect
and Stryker’s effective tax rate rises to 33% from 27%, our
fair value estimate would fall to $67 per share with no
other changes to our base-case scenario.

Sector
C Medical Appliances & Equipment Health Care

Risk

Economic concerns appear to be disrupting Stryker's
business, particularly in the medical equipment segment.
Caregivers may delay purchases--especially of big ticket
items--until this outlook improves. Also, many highly
motivated and resource-rich firms compete with Stryker. If
it does not stay near the top of the innovation curve, it
risks losing customers to those rivals. In the longer term,
third-party payers may need to reduce payments for
procedures in order to afford the expected uptick in
procedure volumes. If payment cuts trickle down to Stryker
and it can't make comparable cost reductions, those cuts
could damage Stryker's returns on invested capital.

Bulls Say

e Stryker's balance sheet is filled with cash. Acquisitions
to accelerate growth remain a key priority, but the firm
could return value to shareholders by other means, as
well.

 International operations in Stryker's second
segment--operating room and other medical
equipment--remain relatively small and provide a key
growth opportunity.

o Stryker is developing two artificial spinal discs, which
could pump growth even further for Stryker's
fast-growing spine division within the next several
years.

Bears Say

¢ Ahip recall and manufacturing problems are distracting
Stryker's management team and salesforce. If those
problems aren't fixed quickly, sales and profit growth
could remain stagnant.

e Third-party payers may take a cue from Japan by
resisting price increases and even enforcing price
declines for orthopedic procedures. These actions could
hurt the profit potential of industry participants,
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including Stryker. with the tools needed to successfully treat patients. Its
¢ Although Stryker escaped most of the recent broad product set includes orthopedic implants, opera
punishment when the Department of Justice targetembm equipment, and medical furniture. By interacting
knee and hip providers, it might not be so lucky in fwitirenany departments in the hospital, Stryker aims tc
dealings with the DOJ, which has turned its attentidretmme a top supplier to medical caregivers. It also ali
a key growth area for Stryker--the spine market. to acquire new businesses to ramp up growth and
diversify sales.
Financial Overview Management: While we think StrykerOs stewards em
Growth: While economic concerns will likely keep 20@&ir practices, outside shareholders should be aware ©
growth rate below our long-term expectations, we thifhlow little control they may have on StrykerOs strategic
new product launches and procedure growth should béfgction. Stephen MacMillan heads the firmOs execu
Stryker grow 10% compounded annually through 20t8am, while StrykerOs former, long-time CEO John Br
Acquisitions could add to that rate. chairs the board, which we think remains incredibly
insulated. Even though the majority of the board pass
Profitability: With operating profit and free cash-flow independence standards; we think the average tenure
margins averaging 20% and 12%, respectively, durinthéhkoard, a directorOs consulting relationship with St
last five years, we admire StrykerOs profitability. Afteaad the founding familyOs board seat and voting powe
recent divestiture, margins have risen above those levetsride that litmus test. The boardOs interests may n
naturally aligned with most shareholdersO interests. A
Financial Health: Even after recent share repurchasethangh weOre glad variable compensation, such as
a dividend hike, Stryker ended March 2009 with $2.2bonuses and stock-related rewards, make up the vast
billion in cash. With those resources and ongoing cashajority of executive compensation, weOd prefer to s
flow, we expect it to return more value to shareholdetbase rewards based on returns on invested capital or
make acquisitions in fast-growing niches. cash flow rather than earnings per share, which can b
easily manipulated and may not be a true measure of
.............................................................................. value creation. We do applaud Strykerés disclosure
Company Overview surrounding compensation and financial performance,
Profile: Stryker develops, manufactures, and marketshowever, and we find StrykerOs annual orthopedic me
medical devices and equipment for use primarily in report especially valuable.
orthopedic procedures. The firm generates most of its
revenue from reconstructive implants, such as knees and
hips, but serves a variety of other orthopedic niches,
including spine. Stryker also offers a wide range of
operating room equipment and tools used for orthopedic
and other procedures. Hospital beds and stretchers
account for a portion of StrykerOs sales, too.

Strategy: Stryker hopes to arm hospitals and surgeons
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Analyst Notes

Jul. 22, 2009 Stryker Backs Earnings Outlook

improved margins in the quarter; it turned in a 24%
Tough currency comparables and ongoing hospital bapgeiting margin, as lower selling, general, and
constraints cut into StrykerOs sales in the second quadmninistration costs more than offset some gross mar
However, the firm remains on target to meet our pressure related to increased quality-control measures
bottom-line expectations for the year, and weOre
maintaining our fair value estimate. For the second half of the year, we expect growth to b
little easier to come by for Stryker, barring a significan
Reported sales declined 5% but were flat on a constalgepening of the economic crisis. Of note, manageme
currency basis. Orthopedic implants held up relativelpehie;es recent hospital spending cuts may have reacl
turning in flat reported sales and 5% constant currensyabilization point, as Stryker didnOt see a major chan
growth primarily on U.S. operation strength. StrykerGb&Jrimber of hospital customers with frozen capital
orthopedic sales grew 9% in the second quarter, an budgets in the second quarter compared with the first
impressive feat given concerns that economic pressugearter. Also, tough growth comparables, particularly i
would cut into these elective procedures. The MedSuvedSurg business, should ease in the second half of 1
segment continued to struggle, though, as hospitals ipewealong with foreign currency head winds.
United States continue to delay spending on capital
equipment; MedSurg sales declined 11% on a reported
basis and 8% in constant currency. Lower sales didnOt hurt
StrykerQs profitability, though. In fact, the firm actually

Apr. 21, 2009 Stryker Management Cuts Outlook

While not a huge part of StrykerOs overall operations,
Stryker reported weak first-quarter results and reduceadsis deferral of those sales was the key cause of the
2009 outlook slightly on Monday. While this is MedSurg segment sales decline of 5% in the quarter, |
disappointing, we donOt anticipate changing our fair ¢&dui@ constant currency. The MedSurg segment acco
estimate at first glance because free cash flow generfatedbout 40% of StrykerOs sales. The balance of Stry
and utilized for share repurchases at attractive pricessales are derived from orthopedic products, which helc
recent months offset ongoing weakness in StrykerOsrelatively well and turned in flat reported growth and 6
operations. constant currency growth.

In the first quarter, Stryker continued to feel the nega®reen the weaker-than-expected hospital spending tre
effects of weak hospital spending and foreign currenay the first quarter, StrykerOs management reduced its
trends. Sales actually declined 2% on a reported basmutlook for the full year. The firm now expects 2%-5%
while constant currency sales increased 3%. Most ofconstant currency sales growth for the year, down fron
StrykerOs product sets held up relatively well. Howeyeevisus expectation of 6%-9% growth. The company
hospital bed and stretcher business declined 22% onreduced its earnings per share guidance to $2.90-$3.1
reported basis and 18% on a constant currency basishare from $3.12-$3.22 per share. Given the trends of
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Analyst Notes (continued)

quarter, we also think it is prudent to reduce our recently generated cash flow and share repurchases il
expectations for 2009 slightly. However, this slight consideration.

reduction in our 2009 assumptions does not look like it

moves the needle on our fair value estimate after taking

Disclaimers & Disclosures

No Morningstar employees are officers or directors of this company. Morningstar Inc. does not own more than 1% of the shares of thi
covering this company do not own its stock. The information contained herein is not represented or warranted to be accurate, correct
This report is for information purposes only, and should not be considered a solicitation to buy or sell any security.
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Rating updated as of Sepftisk4| 3@@8-end: December

Stryker Corporatior6 YK

Stryker develops, manufactures, and markets mgeismigstar Rating

devices and equipment for use primarily in ortholsakk *
procedures. The firm generates most of its revenue from

reconstructive implants, such as knees and hips, but sex¥e54
variety of other orthopedic niches, including spine. St"r§7kjejr

also offers a wide range of operating room equipment and | i

tools used for orthopedic and other procedures. Hospital
beds and stretchers account for a portion of StrykerOs sales,

too.

2725 Fairfield Road
Kalamazoo, Ml 49002

Phone: 1 269 385-286Bsite: http://www.stryker.com

Growth RatesCompound Annual

Grade: C 1Yr 3Yr 5Yr 10 Yr
Revenue % 12.0 11.3 131 1938
Operating Income % 16.2 15.0 16.2 39.2
Earnings/Share % 173 192 20.1 395
Dividends % 21.2 538 417 296
Book Value/Share % 2.2 186 19.9 229
Stock Total Return % -33.3 -2.6 -1.0 115
+/- Industry -8.3 4.3 4.8 10.2
+/- Market -15.5 5.5 0.8 14.0
Profitability Analysis
Grade: C Current 5 Yr Avg Ind Mkt
Return on Equity % 18.3 21.0 09 161
Return on Assets %  14.1 14.6 0.5 6.2
Fixed Asset Turns 7.0 6.4 5.6 6.7
Inventory Turns 2.2 2.8 26 121
Revenue/Employee USDK5 347.9 — 905.0
Gross Margin % 675 665 632 40.6
Operating Margin % 22.8 20.3 41 154
Net Margin % 17.0 146 0.8 7.1
Free Cash Flow/Rev %16.0 12.6 11.7 0.0
R&D/Rev % 5.4 0.1 — 11.2
Financial Position
Grade: A 12-08 USD Mil  06-09 USD Mil
Cash 701 666
Inventories 953 992
Receivables 1130 1097
Current Assets 4979 5240
Fixed Assets 964 950
Intangibles 936 942
Total Assets 7603 7924
Payables 463 226
Short-Term Debt 21 19
Current Liabilities 1462 1075
Long-Term Debt — —
Total Liabilities 2197 1866
Total Equity 5407 6058
Valuation Analysis
Current 5 Yr Avg Ind Mkt
Price/Earnings 15.6 28.9 909.1 18.1
Forward P/E 13.3 — — 15.2
Price/Cash Flow 146 25.0 152 6.3
Price/Free Cash Flow 16.6 33.5 21.8 17.3
Dividend Yield % 0.9 — 0.6 25
Price/Book 2.9 5.3 2.9 2.1
Price/Sales 2.7 4.0 2.5 1.1
PEG Ratio 1.1 — — 1.7

*3Yr Avg data is displayed in place of 5Yr Avg

Sales USD Mil Mkt Cap USD Mil Industry Sector
6,607 17,281 Medical Health Care
Appliances & Equipment
Last Price Fair Value Uncertainty Economic Moat ~ Stewardship Grade
43.47 72.00 Low Wide
per share prices in USD
28.88| 31.60| 33.73| 42.68| 57.66 | 56.32 | 55.92 | 76.89 | 74.94 | 44.47 Annual Price High
12.22| 21.65| 21.93| 29.82 | 40.30 | 39.74| 39.77| 54.89| 35.38| 30.82 Low
21 21 Recent Splits
! . Price Volatility
PEL PP CCMTTTL L M YT L '.Ih."-.. I.I.""II I Monthly High/Low
. I R L LLELRCH L O et L] e LT Hwit et o~ Rel Strength to S&P 500
II“"I ||7""h|"I et 7 52 week High/Low
|_.I""ll'| |.||- 19.068.22 - 30.82
10 Year High/Low
76.89 - 11.11
" al MA’W\‘WN/%\«-“'O Bear-Market Rank
P Sl , o | aoP00mwersy
: o | |” T Trading Volume Million
it gl ...| i |.|||||||||| |||||||||||| il |||||||||| | |||||
1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | YTD Stock Performance
26.7 455 156 152 269 137 -7.7 245 36.2 -46.0 8.8 Total Return %

7.2 556 286 38.6 0.5 47 -10.7 109 327 -75 -3.7 +/-Market
232 -43 239 220 2.5 20 -11.3 322 36.3 -45 -155 +/-Industry

0.4 0.3 0.3 0.2 0.2 0.2 0.3 0.4 0.4 1.0 0.9 Dividend Yield %

6738 9895 11476 13287 16958 19398 17994 22439 30671 16129 17281 Market Cap USD Mil
1999 2000 2001 2002 2003 2004 2003 2008 2007 2008 TTM Financials \
2104 2289 2602 3012 3625 4262 4872 5406 6001 6718 6607 Revenue USD Mil
53.0 644 630 631 638 646 648 658 689 683 67.5 GrossMargin%

182 467 510 576 717 720 999 1074 1307 1519 1503 Oper Income USD Mil

86 204 196 191 198 169 205 199 218 226 22.8 Operating Margin %

19 221 267 346 454 466 675 778 1017 1148 1124 Net Income USD Mil
005 055 066 085 112 114 164 189 244 278 2.78 Earnings Per Share USD
0.03 0.04 0.05 0.06 007 0.09 011 0.22 0.33 0.40 0.40 Dividends USD
388 401 404 406 406 408 411 411 416 413 404 Shares Mil
1.73 219 269 378 540 6.85 8.03 10.29 13.10 13.39 15.24 Book Value Per Share USD
284 332 468 504 649 593 864 867 1028 1176 1200 Oper Cash Flow USD Mil

-76 -81 -162 -139 -145 -188 -272 -218 -188 -155 -144 Cap Spending USD Mil
208 251 306 365 504 406 592 650 841 1021 1056 Free Cash Flow USD Mil
1999 2000 2001 2002 2003 2004 20094 2004 2007 200d TTMI Profitability |

0.7 88 11.0 132 152 129 150 144 154 154 14.1 Returnon Assets %

29 290 279 271 248 190 225 209 21.3 21.3 183 Returnon Equity %

0.9 9.7 103 115 125 109 139 144 170 171 17.0 NetMargin%

077 091 107 115 121 118 1.08 100 091 090 0.83 AssetTurnover

3.8 2.8 2.3 1.9 15 1.5 1.5 14 1.4 1.4 1.3 Financial Leverage
1999 2000 2001 2004 2003 2004 2009 2008 2007 2008 06-0d Financial Health |
441 380 460 444 547 1029 1621 2183 3572 3517 4165 Working Capital USD Mil
1181 877 721 491 19 1 184 0 — — — Long-Term Debt USD Mil
672 855 1056 1498 2155 2752 3252 4191 5379 5407 6058 Total Equity USD Mil
1.76 1.03 0.68 0.33 0.01 0.00 0.06 — — — — Debt/Equity
1999 2000 2001 2002 2003 2004 2009 2008 2007 2008 TTMI Valuation |

— 46.1 435 395 382 424 271 291 316 144 15.6 Price/Earnings

— 1.9 1.8 2.0 1.8 2.2 1.6 1.7 1.9 1.3 0.9 P/E vs. Market

3.2 4.3 4.5 4.5 4.8 4.6 3.7 4.2 5.2 2.5 2.7 Price/Sales
10.0 11.6 10.9 8.9 7.9 7.0 55 5.3 5.7 3.0 2.9 Price/Book
23.8 299 252 271 267 332 211 26.2 303 140 14.6 Price/Cash Flow

Quarterly Results

RevenueUSD Mil

Sep 08 Dec 08 Mar 09

Jun 09

Most Recent Period 1653.0 1718.2 1601.3 1634.3

Prior Year Period

1453.2 1658.1 1634.4 1712.6

Rev Growtt?o Sep 08 Dec08 Mar09 Jun09
Most Recent Period  13.8 3.6 20 -4.6
Prior Year Period 12.3 134 9.7 17.0
Earnings Per ShardSD Sep 08 Dec08 Mar09 Jun09
Most Recent Period 0.66 0.69 0.71 0.73
Prior Year Period 055 066 0.70 0.73

Industry Peers by Market Cap

Stryker Corporation

Mkt Cap USD MRev USD Mil P/E
17281

Johnson & Johnson 166231
Zimmer Holdings, Inc 10524

Major Fund Holders

American Funds Growth Fund of Amer A
American Funds New Perspective A

Vanguard Total Stock Mkt Idx

TTM data based on rolling quarterly data if available; otherwise most recent annual data shown.

ROE%
6607 15.6 18.3
61368 13.3 27.5
3995 13.7 14.1

% of shares
2.68
1.06
0.64
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Morningstar's Approach to Rating Stocks

Our Key Investing Concepts
» Economic Moat"™ Rating
> Discounted Cash Flow
» Discount Rate
» Fair Value
» Uncertainty
> Margin of Safety
» Consider Buying/Consider Selling
> Stewardship Grades

At Morningstar, we evaluate stocks as pieces of a
business, not as pieces of paper. We think that purchasing
shares of superior businesses at discounts to their
intrinsic value and allowing them to compound their value
over long periods of time is the surest way to create
wealth in the stock market.

We rate stocks 1 through 5 stars, with 5 the best and 1
the worst. Our star rating is based on our analyst's
estimate of how much a company’s business is worth per
share. Our analysts arrive at this "fair value estimate" by
forecasting how much excess cash--or "free cash
flow"--the firm will generate in the future, and then
adjusting the total for timing and risk. Cash generated
next year is worth more than cash generated several years
down the road, and cash from a stable and consistently
profitable business is worth more than cash from a
cyclical or unsteady business.

Stocks trading at meaningful discounts to our fair value
estimates will receive high star ratings. For high-quality
businesses, we require a smaller discount than for
mediocre ones, for a simple reason: We have more
confidence in our cash-flow forecasts for strong
companies, and thus in our value estimates. If a stock’s
market price is significantly above our fair value estimate,
it will receive a low star rating, no matter how wonderful
we think the business is. Even the best company is a bad
deal if an investor overpays for its shares.

Our fair value estimates don't change very often, but
market prices do. So, a stock may gain or lose stars based

just on movement in the share price. If we think a stock’s
fair value is $50, and the shares decline to $40 without
much change in the value of the business, the star rating
will go up. Our estimate of what the business is worth
hasn't changed, but the shares are more attractive as an
investment at $40 than they were at $50.

Because we focus on the long-term value of businesses,
rather than short-term movements in stock prices, at times
we may appear out of step with the overall stock market.
When stocks are high, relatively few will receive our
highest rating of 5 stars. But when the market tumbles,
many more will likely garner 5 stars. Although you might
expect to see more 5-star stocks as the market rises, we
find assets more attractive when they're cheap.

We calculate our star ratings nightly after the markets
close, and issue them the following business day, which is
why the rating date on our reports will always be the
previous business day. We update the text of our reports
as new information becomes available, usually about once
or twice per quarter. That is why you'll see two dates on
every Morningstar stock report. Of course, we monitor
market events and all of our stocks every business day, so
our ratings always reflect our analyst's current opinion.

Economic Moat™ Rating

The Economic Moat Rating is our assessment of a firm's
ability to earn returns consistently above its cost of capital
in the future, usually by virtue of some competitive
advantage. Competition tends to drive down such

Morningstar Research
Me‘h"d‘_""gy for Valuing Competitive N Economic N Company
Companies Analysis Moat" Rating Valuation

Fair Value

Estimate

Uncertainty
- Assessment

>QQRRQ

Analyst conducts The depth of the Analyst considers DCF model leads to An uncertainty Q The current stock
company and industry  firm’s competitive company financial the firm's Fair Value assessment QQ price relative to fair
research: advantage is rated: statements and Estimate, which establishes the QQQ value, adjusted
competitive position anchors the rating margin of QQQQ  for uncertainty,

* Management * None to forecast future framework. safety required for QQQQQ determines the
interviews * Narrow cash flows. the stock rating. rating.

* Conference calls * Wide

* Trade-show visits Assumptions are

* Competitor, supplier, input into a dis-
distributor, and counted cash-flow
customer interviews model.
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MorningstarOs Approach to Rating Stogkentinued)

economic profits, but companies that can earn them féergrHigh, or Extreme. The greater the level of uncert:
extended time by creating a competitive advantage the greater the discount to fair value required before a
possess an Economic Moat. We see these companistak can earn 5 stars, and the greater the premium tc
superior investments. value before a stock earns a 1-star rating.

Discounted Cash Flow Margin of Safety

This is a method for valuing companies that involvesThis is the discount to fair value we would require befc

projecting the amount of cash a business will generate¢dommending a stock. We think itOs always prudent

the future, subtracting the amount of cash that the  buy stocks for less than theyOre worth. The margin of

company will need to reinvest in its business, and usiadike an insurance policy that protects investors from

the result to calculate the worth of the firm. We use tiisws or overly optimistic fair value estimates. We reqt

technique to value nearly all of the companies we colamger margins of safety for less predictable stocks, an
smaller margins of safety for more predictable stocks.

DIiSCOUNL RaAte

We use this number to adjust the value of our forecastensider Buying/Consider Selling

cash flows for the risk that they may not materialize. Fheaonsider buying price is the price at which a stock

profitable company in a steady line of business, weOWaskl be rated 5 stars, and thus the point at which we

a lower discount rate, also known as "cost of capital,\would consider the stock an extremely attractive

than for a firm in a cyclical business with fierce purchase. Conversely, consider selling is the price at
competition, since thereOs less risk clouding the firm@sich a stock would have a 1 star rating, at which poir
future. weOd consider the stock overvalued, with low expecte

returns relative to its risk.
Fair Value
This is the output of our discounted cash-flow valuatiStewardship Grades
models, and is our per-share estimate of a company®¢e evaluate the commitment to shareholders
intrinsic worth. We adjust our fair values for off-balandemonstrated by each firmOs board and management
sheet liabilities or assets that a firm might have--for by assessing transparency, shareholder friendliness,
example, we deduct from a companyOs fair value if ifr@sitives, and ownership. We aim to identify firms the
issued a lot of stock options or has an under-funded provide investors with insufficient or potentially
pension plan. Our fair value estimate differs from a "tanigétading financial information, seek to limit the powe
price" in two ways. First, itOs an estimate of what theof minority shareholders, allow management to abuse
business is worth, whereas a price target typically refiesision, or which have management incentives that al
what other investors may pay for the stock. Second, it@sadigned with the interests of long-term shareholder
long-term estimate, whereas price targets generally fobesgrades are assigned on an absolute scale--not rel
on the next two to 12 months. to peers--and can be interpreted as follows: A means

"Excellent,” B means "Good," C means "Fair,” D mean
.............................................................................. "POOI’," and F means "Very Poor."
Uncertainty
To generate the Morningstar Uncertainty Rating, analysts
consider factors such as sales predictability, operating
leverage, and financial leverage. Analysts then classify
their ability to bound the fair value estimate for the stock
into one of several uncertainty levels: Low, Medium, High,
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