-

4

avicenne
MEDICAL

INFORMATION FOR GROWTH

www.avicenne.com

CONTACT

Ali MADANI
Phone: + 331 47 78 46 00
a.madani@avicenne.com

Worldwide orthopaedic
market and the Contract
Manufacturing

April 312013




)

avicenne

0

Worldwide
orthopaedic
market and the
contract
manufacturing

CONTACT @

Ali MADANI
Phone: + 33 1 47 78 46 00
a.madani@avicenne.com

, Table of contents

9 Worldwide orthopaedic markets in 2012: hip, knee, trauma, spine, others...
9 The Worldwide Orthopaedic Market: growth

9 Worldwide Orthopaedic Market in 2012: competition

9 Worldwide Orthopaedic Market dynamics

9 European Orthopaedic Market

9 Drivers and limiters of the market

9 Growth forecasts by 2017

J II.1. The value chain

9 11.2. Level of the Contract Manufacturing by type of OEM
9 11.3. Orthopaedic Contract Manufacturing market
9 11.4. Contract Manufacturing: competition

d I.5. Trends



h

(
avicenne

Worldwide
orthopaedic
market and the
contract
manufacturing

CONTACT

Ali MADANI
Phone: + 33 1 47 78 46 00
a.madani@avicenne.com

Worldwide orthopaedic markets in 2012:
~34.5 BS$ (+4.5%)
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Source: Avicenne research & analysis 2013
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The Worldwide orthopaedic market: growth
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Source: Avicenne research & analysis 2013



)

, Worldwide implants market in 2012
avicenne in value (BY)
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¢ %  Growth2011-2012

s 0,
9 - ( +4.5% W %
8 -
7 | ( +1.5%
6 -
5 .
4 -
3 1 T T
Worldwide @ . N
orthopaedic Row
market and the Row USA Row USA
0,
contract 22% 23% Europe 13%114,
manufacturing 55% 54%
23% 23% 76%
USA
Europe Europe
CONTACT
Ali MADANI Source: Avicenne research & analysis 2013

Phone: + 33 1 47 78 46 00
a.madani@avicenne.com




)

/

avicenne

MEDICAL

Worldwide
orthopaedic
market and the
contract
manufacturing

CONTACT

Ali MADANI
Phone: + 33 1 47 78 46 00
a.madani@avicenne.com

Worldwide implants & Orthobiologic market
in 2012 in value (B$)
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Source: Avicenne research & analysis 2013
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European implants market in 2012
In value (M€)

« %  Growth2011-2012
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Worldwide orthopaedic market in 2012:

competition
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10 20

B Orthopaedic products 2012
= Other Medical devices 2012

Source: Avicenne research & analysis 2013
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The challengers gained market shares
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Source: Avicenne research & analysis 2013
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Majors Vs Challengers: Majors save ranking
& Challengers the growth!

18%

16%

-
o
X

12%

10%

8%

6%

4%

WW Ortho 2011 market shares (%)

Legende

‘ ' 500 M $

‘;:' smith&nephew

DJO

GLOBAL

__TORNIER (@)

X Limaj . f

T T T T T T 1

0% 5% 10% 15% 20% 25% 30% 35% 40%
Revenues CAGR 2009-2011 (%)

Source: annual company reports May 2012
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Challengers growing Vs majors

Product standardization

Product range reduction

Sale channels cost cutting

More centralized services

Challengers

Multiplication of customized

Product range Extension

Attracting new sale forces

Local and high level services

Source: Avicenne research & analysis 2013
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European hip, knee & shoulder markets

European Market
2012 in M€ -14
countries

Growth per year
2011/2012

HIP

1150 M€

23% of WW
market

+2.7%

KNEE

1300 M€

23% of WW
market

+5.1%

SHOULDER

140 M€

20% of WW
market

+8.3%

Source: Avicenne research & analysis 2013
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Market Drivers

Demographic
& Economic

New products
& innovation
and revision

Impact 1: Population
Impact 2: Inhabitants > 65 years
Impact 3: Health expenses

Impact 4: Obesity

Impact 1: Mix Product impact

Source: Avicenne research & analysis 2013
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, Drivers & limiters:

avicenne Population ageing and product mix evolution have been the major
_MEDICAL historical drivers. Going forward, they should remain the major
—— growth contributors

Past Future

9 Reimbursement trends, Competition,
Price clients pressure and public/private mix - oo
lead to some price decrease

9 Materials 9 The increasing use of higher technology
implants (ceramic combinations,
cementless products) has a positive

: - + +
2 Fixation impact on the product mix
Product
mix )
9 New products, new 9 New products, new surgical approaches,
Worldwide klnematlcs,‘ nlevgtsurgerles, rlew ancﬂlsrles a(;ld mstruments
orthopaedic ?ni\:\:l:nnfzi:;a s & new increase the product mix ++ ++
market and the
contract
manufacturing
CONTACT
Ali MADANI Source: Avicenne research & analysis 2013
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¢ Product Mix pulls the market
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Source: European Orthopaedic Market 2012-2017, Avicenne report
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, Hip erosion price and the growth factors:
avicenne example of France

MEDIC

Compound annual Value growth* 2012/2017 0.3%

Volume growth is the main
factor to balance the price
erosion. The hip mix
growth factor is no more a
leading factor

e Compound annual Mix product impact 2012/2017
Worldwide

orthopaedic
market and the 9 Compound annual Volume growth 2012/2017

contract

2,5%

manufacturing 3% 2% -1% 0% 1% 2%

CONTACT

3%

Ali MADANI (*) Excluding currency growth impact

Phone: + 33 1 47 78 46 00
a.madani@avicenne.com

Source: European Orthopaedic Market 2012-2017, Avicenne report
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¢ The market limiters
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Impact 1: Price decrease

Reimbursement
Impact 2: Longer Time to market

Impact 1: Price decrease

Impact 2: More Low-end products demand

Worldwide
orthopaedic
market and the
contract
manufacturing

Impact 1: Time to market

Certification

Impact 2: Higher development Cost

CONTACT

Ali MADANI Source: Avicenne research & analysis 2013
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a.madani@avicenne.com
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9 «company » employees 9 Commercial interface 9 Buy stocks and

9 Less expensive than with the surgeon instruments
other channels 9 Very strong relationship 9 Discount on catalogue

H _20N0 _A00,

5 Positive effect to push between agent & surgeon prices (-30% to -40%)
the « company» sales 9 Do not buy stocks and 9 Invoice the clinics and
strategy instruments hospitals

9 Negative impact for 9 Do not invoice the clinics 9 Positive impact for

Worldwide “company "working & hospitals “company” working
orthopaedic capital 9  Gain commission (% of capital
market and the sales)
contract
manufacturing 9 Negative impact for
“company” working
capital
CONTACT
Ali MADANI Source: Avicenne research & analysis 2013
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Group purcha5|.ng For example the basic knee (fixed tibial plate - cemented) is priced at
Was a success in 1 350 €, for some tenders Depuy proposed 900 € for this basic product.
Germany... Zimmer had in his customer portfolio the “Endoclinic and DAM Group”
for 4 hospitals, with 10 000 knee and hip sales per year! Average price
for the knee for this customer is much less than 1 000 €.

Some private hospital groups in France like “Vitalia or Générale de
Santé” are trying to centralize their implant purchasing, but it is only
the beginning. The discounted price was only a few % lower and those
. hospitals have to share these savings with the “French Caisse

less successful in d’Assurance Maladie”.

France and Italy The surgeon name reputation is considered as product marketing
showcase of the private hospitals, which are making what is necessary
to keep their surgeons. Hence they are not focusing on implants price
reduction.

In Italy, purchasing groups make less than 10% of the total orthopaedic
T ONTACT market value per year and growing slowly.

...it was much
Worldwide
orthopaedic

market and the

contract
manufacturing

Ali MADANI Source: Avicenne research & analysis 2013
Phone: + 33 1 47 78 46 00
a.madani@avicenne.com
19




)

, Worldwide Orthopaedic Contract
avicenne Manufacturing

MEDICAL
INFORMATION FOR GROWTH

9 Contract Manufacturing market value chain
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Contract manufacturing market value chain

Implants
z 1.7 BS
(]
S R —
5 2
g B Instruments
S 2 1.0 BS
©
=
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0.4BS

 SYMMETRY Q MEDIGAL

(e [

4!7 ... Greatbatch

moamea: Ao enele

—gccellent

Orthopaedic
companies
OEM

Revenues in 2012:
34.5 BS

6 majors
Few 100 challengers

Hospitals
&
Clinics

(§) DePuySynthes

rier D

‘;; smith&nephew
TORNIER X Lima



http://www.intech-medical.com/
http://www.paragonmedical.com/main.html
http://www.orchid-orthopedics.com/index1.html
http://www.greatbatch.com/default.aspx?s=home
http://www.lima.it/homepage.html
http://www.amplitude-ortho.com/index.php
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. Orthopaedic Contract Manufacturing rates
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MPS MEDIUM

Sintering

Coating
Finishing Finishing VERY HIGH
Machining Machining VERY HIGH
Worldwide Casting Casting VERY HIGH
orthopaedic
market and the Forging Forging VERY HIGH
contraCt T T T 1 T T T T T 1
manufacturing 0 2 4 6 2,2 2,4 2,6 2,8 3 3,2
Contract Manufacturing Rate Contract Manufacturing Rate
CONTACT
Ali MADANI MPS: Marking-Packaging-Sterilization

Phone: + 33 1 47 78 46 00
a.madani@avicenne.com

Source: Avicenne research & analysis 2013
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) Contract Manufacturing market:2005-2012
avicenne 3 Billion US$ In 2012
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a, The Orthopaedic suppliers are relatively small,
avicenne compared to OEM
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) How an OEM chooses its Contract
avicenne Manufacturers: what are the main criterias?

MEDICAL

Level of Level of
quality quality
20 20

Design and
conception
services

Specific
skills &
know ho

Design and Specific
conception skills &
services know ho

Customized Co- Customized Co-
instrument industrializ instrument industrializ
services ation services ation
Worldwide Dela'y& Produc'.tion DeIa.y& Produc'.cion
) Services capacity Services capacity
orthopaedic
market and the Price Price
contract
manufacturing . . . e g . . . . .
9 Level of quality: 1- finishing & adjustment 2—esthetic 3- simplicity 4- hand held
9 Co-industrialization: re-thinking production process and functional sizing
CONTACT
Ali MADANI Source: Avicenne research & analysis 2013

Phone: + 33 1 47 78 46 00
a.madani@avicenne.com
25




R

(
avicenne

MEDICAL
INFORMATION FOR GROWTH

Worldwide
orthopaedic
market and the
contract
manufacturing

CONTACT

Ali MADANI
Phone: + 33 1 47 78 46 00
a.madani@avicenne.com

Heavy trends:

Majors OEM are waiting for strategic partnerships and long term
collaboration to outsource more and more

ARl

e
Value added

partnership

Strategic
partnership

Long-term
partnership

Source: Avicenne research & analysis 2013
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, Forecasts for the worldwide orthopaedic
avicenne market
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60 -
........... 7
50 - 48> CAGR2012-2017:
—— ORTHOBIO.: +7.5 %
40 -
—— TRAUMA: +6.0 %
30 -
— SPINE: +8.0 %
20 - —— EXTREMITIES: +14 %
Worldwide —— KNEE: +7 %
orthopaedic 10 -
market and the HIP: +4 %
contract 0 -
manufacturing 8383288588323 88¢5
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a, The life cycle of the orthopaedic products:
avicenne growth forecasts by 2017
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HIP KNEE EXTREMITIES SPINE
CAGR 12-17: +4% CAGR 12-17: +7% CAGR 12-17: +14% CAGR 12-17: +8%
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o) Take home messages (1/2)
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1. Worldwide orthopaedic market continues its growth with a CAGR of 7% by
2012 to 2017.

2. Highest growth for orthopaedic implants would be on those following
markets: shoulders, extremities... and in countries like Japan, China, India,
Brazil,...

3. The Challengers Vs Majors: usually a double digits growth for the dynamic
challengers... Majors are losing market shares but maintain margin.

4. Concentration in the orthopaedic market is continuing: we predict more
acquisitions and mergers.

Worldwide 5. Concentration in the Contract Manufacturing market is continuing: the

orthopaedic target is the critical size to be able to supply more services, more
market and the

contract production capacity, more quality services and share more risks...
manufacturing

6. Today OEM do not find a large range of offers from their Contract
— one Manufacturers. As soon as the OEM find the right supplier he starts to

Ali MADANI outsource.

Phone: + 33 1 47 78 46 00
a.madani@avicenne.com
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Take home messages (2/2)

/. OEM and particularly Majors are waiting for extend partnerships with their
suppliers: common product improvements, long term planning of
developments and productions.

8. OEM looking for partners with robust supply chain.

9. Majors OEM sold their facilities to Contract Manufacturers, we are
expecting this trend for the future.

10.If China is becoming the new investment place for manufacturing generic
instruments in short and mid term, we do not think the main part of
implants and customized instruments will switch from Europe or US to
BRICS countries.

11.0EMs need structured suppliers ready to:

J Deliver within shorter time frames and enable flexibility.
J Be efficient in terms of less waste and thus reducing manufacturing costs.

J Share with them more responsibility and risk concerning regulatory
constraints.
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Annexe: AVICENNE marketing reports

[y

First publication in 1993
Yearly up-date

[y

[y

Hip, knee, shoulder

Based on +80 interviews
650 pages & 800 graphs
detail the European Market
in Germany, France, Italy,
Spain, UK, and other
countries

Q@

[y

EUROPEAN ORTHOPAEDIC MARKET

2012-2017

Hir KNERE & SHoULDELER

YOUWILLFIND IN THE BRPORT

@ N, Krwe & Shadder detaden! wprareatae

April 2013 - |3 Edition

www.avicenne,.com

Q@

QL Q

Q@

Premiére publication en
2000

Publication annuelle

Systéme universels, cages...

70 interviews d’acteurs
dans le domaine du rachis

400 pages & 300 graphs
détaillant le marché
européen du rachis en
Allemagne, UK, France,
Italie, Espagne, Belgique et
Suisse

TRENDS, DEVELOPMENTS AND DYNAMICS
OF THE EUROPEAN SPINE MARKET
2010 - 2015

6 SeTeumR 2011

Rerorr
2010-2015

Rerorr
20102015

Les 100 plus importants
sous-traitants européens de
I'orthopédie

Analyse détaillée par fiche
individuelle

L’évolution des revenus sur
plusieurs années, activités
et savoir faire, principaux
clients, principaux
actionnaires, détails dans
I'orthopédie...

Comparaison avec les sous-
traitants majors américains

EURoPEAN ORTHOPAEDIC CONTRACT
MANUFACTURING DETAILED ANALYSIS
AND PROFILES

4 segments surveillés :
hanche, genou, trauma et
biomatériaux

Publication du bulletin de
veille tous les 2 mois

50 brevets présentés par
numéro de facon claire et
avec schéma

Ces éléments

permettent :

9 D’identifier les tendances
en matiere de R&D

9 De connaitre les choix
technologiques du
concurrent

WHAT YOU WILL FIND IN THIS REPORT
9 worm Mamtachurng n Grmany Swatmetand Franc, UK § obsnd

o
o
2

FEBRUARY 2012

ORTHOPAEDIC
PATENT WATCH
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o) Orthopaedic Contract Manufacturing

avicenne competitor response: concentration by
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2008 2008
Depuy Facilities
Azary
2011 Ll 2008 St ker2 I(-)Ile(r)ouville
Surgical Instruments 2007 Eurocut WA
. g japhulinio IPS PRECIMED Facilities
odman urtie 2007
2007 EAC
Keller 2007
2008 2007 Ouan Emerteq T
DePuy OEM Bedford Anzon 2007 INTERMED
Facility Intellisensing
2006 2008
McDee Medtronic Memphis 2007 .
2007 Facilities Enpath Medical
SSI/UCA 2005 2007
Bio-Coat Biomec Inc 2007
2007 2005 2004 Jeropa USA
TNCO Bio-Vac NanoGram
2004 2002
2007 Unidue Design 2007 Manufacturing
Clamamnt i & JKB Medical Tech 2002
Worldwid 2006 2003 Globe Tool 2007
oricwi e Everest Metal Stro Met Inc 2001 Hugueny
orthopaedic e — Sierra-KD
market and the Riley Medical HY-VAC 1998
ntr Medical Components
coft :Ct' R 1952 2007 1998
manuracturing 2003 Stealth Technologies 2007
2003 Mettis g Doncasters Hittman Materials Seignol
Symmety cIgne
Ortho 1977 1977
Unique Instruments Wilson Greatbatch
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