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Health Care

Dinner with Privately-Held NPWT Player, Prospera

KEY POINTS:
- We hosted a dinner for investors with privately-held Prospera to discuss the
company's Negative Pressure Wound Therapy (NPWT) offering and their views of
the evolving market
- We continue to rate KCI at Underweight as we see the stock underperforming
relative to our universe. Overweight-rated SNN also competes in the NPWT
market, but this is not a significant driver for the stock, in our view.

Conclusion: Our dinner discussion with Prospera CEO Hamid Khosrowshahi
uncovered a number of interesting insights on NPWT, but in the end did not
materially change our view of the market. In some ways, we came away feeling that
KCI is as formidable a competitor as ever, leveraging its service and support
infrastructure, extensive line of NPWT devices, entrenched mindshare with
prescribing physicians and long-term contracts to defend its market share against
the likes of Smith & Nephew and Prospera. However, our dinner also reinforced
our view that KCI remains vulnerable on several fronts due to price and to some
degree the basis of shifting clinical evidence that foam may not always be the
optimal solution for all patients, at all stages of wound healing. We maintain our
Underweight rating on the stock, as we continue to expect KCI to underperform our
coverage universe over the next 12 months.

What's New? We hosted a dinner in New York for investors with Hamid
Khosrowshahi, CEO of privately-held Prospera. Prospera is a regional developer
and marketer of a line of gauze-based NPWT systems through a collection of local
and national distributors. We invited Mr. Khosrowshahi to discuss his line of
products, his views on the clinical benefits of gauze vs. foam and the competitive
dynamics across the U.S. market for NPWT.

Implications: We do not expect our insights from our dinner to have a significant
impact on KCI. That said, our discussion enhanced our view of the competitive
environment, highlighting: 1) The importance of upcoming peer-reviewed papers in
influencing prescribing physicians, 2) the strength of KCI's position on long-term
contracts and the company's flexibility in pricing strategies across its broad
portfolio, and 3) the potential damage to market perceptions of gauze-based NPWT
caused by smaller, poorly designed and weakly supported gauze systems over the
past few years. We continue to be cautious on KCI over the longer term, and
believe the stock's modest earnings multiple reflects the market's concern over
KCI's long term prospects as well, due in part to pressures from competition,
pricing and reimbursement. We expect KCI management to update investors on its
longer term outlook at the company's upcoming analyst meeting, scheduled for
November 10.

RISKS

Greater than expected impact of slowing procedures, pricing pressure, or
reimbursement and regulatory changes, potentially related to US healthcare reform.
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Additional details and takeaways:

Prospera's view is that gauze and lower variable NPWT are better than foam
Prospera's approach has been to promote the use of AMD (Anti-Microbial Dressing) gauze with the use of variable NPWT at lower
pressures over constant pressure with foam. The company maintains that gauze allows caregivers to avoid the pain and trauma
associated with foam dressing changes, citing that granulation tissue can often grow into foam, making removal of the dressing
difficult without causing trauma to the wound bed.

Clinical data will be critical in expanding acceptance of gauze among physicians
Mr. Khosrowshahi noted several recent and upcoming studies and peer-reviewed papers which he views as important steps in raising
the profile of gauze and variable, low-pressure NPWT while at the same time raising questions about the suitability of foam for certain
patients. Prospera is sponsoring several studies, including a study of tissue in-growth and histology, which has been submitted for
publication in Advances in Skin and Wound Care (Negative pressure wound therapy Using gauze and foam, O. Borgquist, R.
Ingemansson, et al). That said, it remains early, and developing evidence evaluating the benefits of gauze over foam will take time.

Competition continues to bid at prices 40-50% below KCI's pricing
Most competitors in NPWT are bidding for business at rental rates of around $50-75/day, which is a substantial discount to KCI.
Prospera views more aggressive pricing of $40/day or less by some smaller competitors day as unsustainable given the service and
support required by hospitals and caregivers.

Service, Contracts and Mindshare – Three of KCI's Most Effective Competitive Weapons
KCI commands approximately 95% market share in the US NPWT market, and probably a similar footprint within the mindshare of
prescribing physicians. Prospera feels that it can make inroads with nurses and caregivers closer to the patient, however it will take
peer-reviewed articles and clinical evidence to convert physicians. Hence the company's focus on clinical studies.

Long term contracts are another barrier to entry for competitors, enabling KCI to adjust, extend and renew contracts before other
companies even are aware there's an opportunity. Finally, we believe the company's "360 care" model, providing clinical support,
express order fulfillment and reimbursement support is virtually impossible to match, even for larger players like SNN.

Risks, Ratings, and Price Targets

Kinetic Concepts (KCI): We have an Underweight rating and $39 price target on KCI. Our price target is based on on 10.5x our 2010
EPS of $3.71. Risks to our target price include, increasing competitive pressure in the wound management market, potential changes
in reimbursement from Medicare and/or private payors and other pressures on pricing, and patent litigation risk.

Smith & Nephew (SNN): We have an Overweight rating and a $51 price target on SNN. Our price target is based on 15x 2010E EPS
of $3.40. Risks: 1) Slower than expected procedure volumes; (2) Pricing pressure; (3) Failure of management to execute on the
company's earnings improvement program (EIP); and (4) Potential implications of ongoing healthcare reform debate.
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Created by BlueMatrix
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Notes: The boxes on the Rating and Price Target History chart above indicate the date of the Research Note, the rating, and the price target. Each box
represents a date on which an analyst made a change to a rating or price target, except for the first box, which may only represent the first Note written during
the past three years.

Legend:

I: Initiating Coverage

R: Resuming Coverage

T: Transferring Coverage

D: Discontinuing Coverage

S: Suspending Coverage

OW: Overweight

N: Neutral

UW: Underweight

B: Buy (Piper Jaffray discontinued use of the B, N, and S ratings on June 30, 2009)

N: Neutral

S: Sell

OP: Outperform (Piper Jaffray discontinued use of the OP, MP and UP ratings on November 15, 2007)

MP: Market Perform

UP: Underperform

AL On/AL Off: Placed on/removed from the Alpha List maintained by Piper Jaffray

NA: Not Available

UR: Under Review
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Piper Jaffray

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [OW] 292 45.30 48 16.44

HOLD [N] 248 38.40 15 6.05

SELL [UW] 105 16.30 5 4.76

Note: Distribution of Ratings/IB Services shows the number of companies currently in each rating category from which Piper Jaffray and its affiliates received
compensation for investment banking services within the past 12 months. FINRA rules require disclosure of which ratings most closely correspond with
"buy," "hold," and "sell" recommendations. Piper Jaffray ratings are not the equivalent of buy, hold or sell, but instead represent recommended relative
weightings. Nevertheless, Overweight corresponds most closely with buy, Neutral with hold and Underweight with sell. See Stock Rating definitions below.
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Analyst Certification — Matt Miksic, Sr Research Analyst
The views expressed in this report accurately reflect my personal views about the subject company and the subject security. In addition, no part of my
compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this report.

Research Disclosures

Piper Jaffray usually provides bids and offers for the securities of Kinetic Concepts, Inc. and will, from time to time, buy and sell Kinetic Concepts, Inc.
securities on a principal basis.

Piper Jaffray was making a market in the securities of Smith & Nephew plc at the time this research report was published. Piper Jaffray will buy and sell
Smith & Nephew plc securities on a principal basis.

Piper Jaffray usually provides bids and offers for the securities of Smith & Nephew plc and will, from time to time, buy and sell Smith & Nephew plc
securities on a principal basis.

Affiliate Disclosures: This report has been prepared by Piper Jaffray & Co. and/or its affiliates Piper Jaffray Ltd. and Piper Jaffray Asia
Securities Limited, all of which are subsidiaries of Piper Jaffray Companies (collectively Piper Jaffray). Piper Jaffray & Co. is regulated by
FINRA, NYSE, and the United States Securities and Exchange Commission, and its headquarters is located at 800 Nicollet Mall, Minneapolis,
MN 55402. Piper Jaffray Ltd. is registered in England, no. 3846990, and its registered office is One South Place, London, EC2M 2RB. Piper
Jaffray Ltd. is authorised and regulated by the UK Financial Services Authority ("FSA"), entered on the FSA's register, no. 191657 and is a
member of the London Stock Exchange. Piper Jaffray Asia Securities Limited is a licensed corporation regulated by the Securities and Futures
Commission of Hong Kong ("SFC"), entered on the SFC's register, no. ABO154, and is an exchange participant of The Stock Exchange of Hong
Kong Limited. Its headquarters is located at 39/F Tower 1 Lippo Centre, 89 Queensway, Hong Kong. Disclosures in this section and in the
Other Important Information section referencing Piper Jaffray include all affiliated entities unless otherwise specified.

Piper Jaffray research analysts receive compensation that is based, in part, on overall firm revenues, which include investment banking
revenues.

Rating Definitions

Stock Ratings: Piper Jaffray ratings are indicators of expected total return (price appreciation plus dividend) within the next 12 months. At
times analysts may specify a different investment horizon or may include additional investment time horizons for specific stocks. Stock
performance is measured relative to the group of stocks covered by each analyst. Lists of the stocks covered by each are available at
www.piperjaffray.com/researchdisclosures. Stock ratings and/or stock coverage may be suspended from time to time in the event that there
is no active analyst opinion or analyst coverage, but the opinion or coverage is expected to resume. Research reports and ratings should not
be relied upon as individual investment advice. As always, an investor's decision to buy or sell a security must depend on individual
circumstances, including existing holdings, time horizons and risk tolerance.

• Overweight (OW): Anticipated to outperform relative to the median of the group of stocks covered by the analyst.
• Neutral (N): Anticipated to perform in line relative to the median of the group of stocks covered by the analyst.
• Underweight (UW): Anticipated to underperform relative to the median of the group of stocks covered by the analyst.

An industry outlook represents the analyst's view of the industry represented by the stocks in the analyst's coverage group. A Favorable
industry outlook generally means that the analyst expects the fundamentals and/or valuations of the industry to improve over the investment
time horizon. A Neutral industry outlook generally means that the analyst does not expect the fundamentals and/or valuations of the industry
to either improve or deteriorate meaningfully from its current state. An Unfavorable industry outlook generally means that the analyst expects
the fundamentals and/or valuations of the industry to deteriorate meaningfully over the investment time horizon.

The Alpha List consists of Overweight-rated stocks that have been selected by analysts from among their best ideas within their universe of
covered stocks, with an eye toward above-average returns over the next three to six months.

Industry Note
October 29, 2009



Page 6 of 6 

Other Important Information

The material regarding the subject company is based on data obtained from sources we deem to be reliable; it is not guaranteed as to accuracy and
does not purport to be complete. This report is solely for informational purposes and is not intended to be used as the primary basis of investment
decisions. Piper Jaffray has not assessed the suitability of the subject company for any person. Because of individual client requirements, it is not, and it
should not be construed as, advice designed to meet the particular investment needs of any investor. This report is not an offer or the solicitation of an
offer to sell or buy any security. Unless otherwise noted, the price of a security mentioned in this report is the market closing price as of the end of the
prior business day. Piper Jaffray does not maintain a predetermined schedule for publication of research and will not necessarily update this report. Piper
Jaffray policy generally prohibits research analysts from sending draft research reports to subject companies; however, it should be presumed that the
analyst(s) who authored this report has had discussions with the subject company to ensure factual accuracy prior to publication, and has had
assistance from the company in conducting diligence, including visits to company sites and meetings with company management and other
representatives.

This report is published in accordance with a conflicts management policy, which is available at http://www.piperjaffray.com/researchdisclosures.

Notice to customers: This material is not directed to, or intended for distribution to or use by, any person or entity if Piper Jaffray is prohibited or
restricted by any legislation or regulation in any jurisdiction from making it available to such person or entity. Customers in any of the jurisdictions where
Piper Jaffray and its affiliates do business who wish to effect a transaction in the securities discussed in this report should contact their local Piper Jaffray
representative. Europe: This material is for the use of intended recipients only and only for distribution to professional and institutional investors, i.e.
persons who are authorised persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 of the United Kingdom, or
persons who have been categorised by Piper Jaffray Ltd. as professional clients under the rules of the Financial Services Authority. Asia: This report is
distributed in Hong Kong by Piper Jaffray Asia Securities Limited, which is regulated by the Hong Kong SFC. This report is intended only for distribution
to professional investors as defined in the Hong Kong Securities and Futures Ordinance and is for the use of intended recipients only. United States:
This report is distributed in the United States by Piper Jaffray & Co., member SIPC, FINRA and NYSE, Inc., which accepts responsibility for its contents.
The securities described in this report may not have been registered under the U.S. Securities Act of 1933 and, in such case, may not be offered or sold
in the United States or to U.S. persons unless they have been so registered, or an exemption from the registration requirements is available.

This report is produced for the use of Piper Jaffray customers and may not be reproduced, re-distributed or passed to any other person or published in
whole or in part for any purpose without the prior consent of Piper Jaffray & Co. Additional information is available upon request.
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