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$1.5bn

RECOMMENDATION:

RISK RATING:

PRICE:

Buy

9

$37.13

Initiated on 17/06/2012

MAKO Surgical Corporation is an emerging medical
technology company providing surgical robots for orthopaedic
procedures, as well as the implants used in the procedures.
MAKO is addressing the need for reproducible and accurate
procedures in major joint surgery and is in the early stages of
both surgeon and patient adoption.

52 Week High
52 Week Low
Price to Book Value
Dividend Yield
Free Cash Flow Yield
Dividend Cover
Net Cash
Interest Cover
Emerging markets sales
Next announcement

The investment case:





Demand for joint replacements being driven by ageing
population and obesity.
MAKO technology significantly improves partial knee
replacements over traditional surgery in terms of
accuracy.
Allows earlier-stage patients to be treated, increasing
the addressable market.
Technology has been extended into the hip
replacement market where there is strong demand for
more-precise procedures.

MAKO will not be profitable until 2014, however on an
EV/Sales basis it is comparable to its nearest peer, Intuitive
Surgical. There is significant upside if the business model and
share follows that of Intuitive Surgical.

CATEGORY: UNRESTRICTED
(see bottom of note for risk categories)

$43.00
$15.40
12.2x
$73.5m
25%
6 March 2012

Source: Company Data and Bloomberg Consensus
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Note: UK investors may be subject to a withholding tax of 30% on
dividends from US companies. Dividend yields are stated gross of
this withholding tax. We do not automatically reclaim the
withholding tax on investments held with us. This will reduce the
amount of dividend income that you receive.

Year End
Dec 2010
Dec 2011
Dec 2012
Dec 2013

Sales ($m)
44
82
130
193

Jonathan Jackson (Head of Equities)
Arjun Venu (Equity Analyst)

PBT ($m)
-39
-37
-21
-1

EPS ($)
-1.13
-0.90
-0.49
-0.04

Nicolas Ziegelasch (Global Equity Analyst)
Mick Gilligan (Head of Research)

PE (x)
-32.9
-41.3
-75.2
-884.0

DPS ($)
-

Yield (%)
-
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Please see our initiation note dated 17 June 2011 for more details.
Background
MAKO Surgical Corporation is an emerging medical technology company that provides surgical robots for orthopaedic procedures, as
well as the implants used in the procedures. Whilst robotics has had strong adoption in surgery over recent years, this has been
predominantly focused on procedures within oncology and cardiology. MAKO is addressing the need for reproducible and accurate
procedures in major joint surgery and is in the early stages of both surgeon and patient adoption.
What does MAKO offer
MAKOplasty is made up of the Robotic Arm Interactive Orthopaedic (RIO) surgical platform consisting of a haptic-controlled robotic
arm system and patient-specific visualisation software used to plan the surgery; and the RESTORIS proprietary implants. The
visualisation software uses a CT scan to create a 3D model, then constructs a template of exactly where the implants are to be
inserted, ensuring a perfect fit and minimising the amount of bone that is resected. The surgeon then goes in through a small incision,
using the robotic arm with a high precision burr on the tip to sculpt the bone to allow the implants to be precisely placed into a custom
fit.
MAKOplasty allows surgeons to perform partial knee surgery through an incision that is 2-3 inches long, whereas total knee
replacement procedures are performed through an incision that is 5-8 inches long. In traditional knee replacement, the entire knee joint
is fully exposed and much of the bone and tissues surrounding it is removed. However, surgeons can perform MAKOplasty with
increased surgical precision through a much smaller incision. The robotic arm of the system assists the surgeon to ensure precise
movements, avoid the delicate nerves and blood vessels surrounding the joint, and remove only the bone that has been damaged by
osteoarthritis.

The orthopaedic market
The market for orthopaedics is large and growing. Global revenues were estimated to be $37.75bn in 2009, of which reconstructive
devices represented 35%. Reconstructive devices for knees are estimated to be 18% of total orthopaedics revenues ($6.8bn), whilst
hips are 15% ($5.7bn). Within the US alone, hip and knee implant revenues are forecast to grow at a CAGR of 7.9% between 20092014. This growth is being driven by an increase in osteoarthritis due to a combination of an ageing population and increasing obesity
rates. The US population over 55 is growing by 13% p.a. and is expected to expand by 20m by 2020. Obesity is a significant driver of
demand for orthopaedics as the additional body weight puts excessive strain on joints, causing earlier deterioration. Everyone gets
some amount of osteoarthritis of the hip or knee at some point in their lives.
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Needs in the orthopaedics market




Patients want more natural movement, with shorter recovery, less pain, minimal incision and reduced length of stay.
Surgeons want reproducible precision with optimal implant orientation in order to enhance their practice and attract patients.
Hospitals want a competitive differentiator, with a good return on investment model, that reduces the patient’s length of stay
and attracts patients and surgeons.

Recent results
Mako Surgical reported preliminary Q4 and full-year 2011 operating results on 10 January. During the fourth quarter, 18 RIO systems
were sold (11 in Q3 2011), including 2 outside the US, increasing the worldwide commercial installed base to 115 RIO systems, of
which 111 are in the US. A total of 48 RIO systems were sold in 2011, a 55% increase over 2010. 2,258 MAKOplasty procedures were
performed in the third quarter (1,813 in Q3 2011), a 97% increase over the same period in 2010, and brings the 2011 total to 6,932, a
99% increase over 2010. Average monthly utilisation continues to increase, at 7.2 in the fourth quarter compared to 6.7 a year ago.
Guidance for 2012 is for RIO system sales to be 56 to 62 systems, with 11,000 to 13,000 MAKOplasty procedures anticipated to be
performed.

In September 2011, MAKO commercially launched MAKOplasty Total Hip Arthroplasty (THA). Subsequent to the commercial launch,
twelve MAKOplasty THA applications were sold to the end of September 30, with a further 37 sold in the fourth quarter, bringing the
installed base to 49, resulting in 44% of the domestic commercial installed base having MAKOplasty THA application.
We believe that the MAKO Surgical investment case is very strong. It has a first-to-market technology that is highly attractive to
patients, surgeons and hospitals. This will allow it to significantly grow its addressable market and installed base. Firstly, we expect it to
take market share in existing forecasts of knee replacement surgery, both from traditional uni-compartment partial knee replacement,
which is less accurate, and from full knee replacements, where these are for early to mid-stage disease. Secondly, we expect MAKO to
expand the market for uni-compartmental partial knee replacement, as surgeons become more comfortable recommending the
procedure and young people opt for surgery earlier in the disease’s progression. Thirdly, the recent introduction of a bi-compartmental
option will extend the addressable market to those patients with mid-stage osteoarthritis. Finally, the introduction of a hip replacement
procedure will significantly increase the addressable market, as well as offer the potential to improve utilisation rates. With a unique
business model expected to gain significant market share in a growing market, we believe that MAKO represents a good long-term
opportunity. Buy.
Risks with this recommendation




Hospital capital spending slows.
The hip application fails to gain traction.
Pricing pressure in orthopaedic implant.
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KILLIK & Co RESEARCH RECOMMENDATIONS
Equity Research
Large Cap

Mid Cap

Global

Investment ideas in the
FTSE 100 which we
believe will generate
returns ahead of the AllShare index.

Investment ideas in the
FTSE 250 which we
believe will generate
returns ahead of the AllShare index.

Global investment ideas
which we believe will
generate returns ahead of
the FTSE World (ex UK)
index over the long term.

Fund Research
Absolute Return
Funds that aim to generate
an absolute return over the
medium to long term, i.e. a
positive return irrespective
of equity or bond market
direction.

Income

Growth

Income producing funds,
which are attractive in the
context of the yield
available from cash, gilts
and UK equities.

Funds which we believe
have the potential to
generate a high level of
capital growth over the
long term.

KILLIK & Co RESEARCH PERIODIC PUBLICATIONS
Daily Note

ETFs Bulletin

Thematic

A summary of the day’s newsflow and an update of
opinion on covered stocks.

Focusing on London-listed Exchange Traded Funds
(ETFs) and Exchange Traded Commodities (ETCs).

A number of direct equity and fund ideas that are well
positioned to exploit a key investment theme.

The Killik & Co Research Policy and recommendation definitions can be found at www.killik.com/research

The Killik & Co Risk Rating system uses categories which are intended as guidelines to the specific risks involved, as follows:
Restricted Lower Risk (1), Restricted Medium Risk (2-3) and Unrestricted (4-9).
Please see the Killik & Co Terms & Conditions for further detail.

Disclaimers

Information for clients of Killik & Co
The Information within this publication is not directed at any person in the United States and is not intended to be used by any person in the United States unless
those persons are already Killik & Co clients and they have applicable US exemptions. This document has been issued by Killik & Co on the basis of publicly
available information, internally developed data and other sources believed to be reliable, but we have not independently verified such information and we do not
give any warranty as to its accuracy. This document does not purport to be a complete description of the securities, markets or developments referred to in the
material. All expressions of opinion are subject to change without notice. Killik & Co does not undertake to keep the subject of all of its recommendations under
review, therefore any recommendations in this publication are given at this point in time and will not necessarily be updated in future. Clients should seek advice from
their Broker on the suitability for their personal circumstances of any investments covered by this publication prior to acting on its contents. The past performance of
an investment is not a reliable guide to its future performance and the value of an investment may fall as well as rise. Higher volatility investments may be subject to
sudden and large falls in value and you may realise a large loss equal to the amount invested. Some investments are not readily realisable and investors may have
difficulty in selling or realising the investment or obtaining reliable information on the value or risks associated with the investment. Where a security is denominated
in a currency other than sterling, changes in exchange rates may have an adverse effect on the value of the security and the income thereon. In addition, if the
security is listed outside the United Kingdom (UK), the listing regime and local regulation may differ from that which pertains in the UK. This may affect the degree of
protection that consumers receive. Prior to publication, this document may have been disclosed to the company that is the subject of the research and factual
amendments may have been made at their request prior to publication. When producing investment research, Killik & Co acts independently and has implemented
measures to manage any potential conflicts of interest that may arise. The institutional sales team that forms part of Killik Capital may provide broking services to
some of the fund management companies that run funds recommended by and/or commented upon by the research team within Killik & Co. Details of these
measures can be found in Killik & Co’s research policy which can be found on the website www.killik.com/research. Killik & Co is a trading name of Killik & Co LLP,
a limited liability partnership authorised and regulated by the Financial Services Authority and a member of the London Stock Exchange. Registered in England and
Wales No. OC325132. Registered office: 46 Grosvenor Street, London W1K 3HN. A list of Partners is available upon request.www.killik.com Member of the London
Stock Exchange
Information for clients of Killik & Co (Middle East & Asia)
This document is provided by Killik & Co (Middle East & Asia) Clients as defined by the DFSA. Killik & Co (Middle East & Asia) is regulated by the Dubai Financial
Services Authority (DFSA) and is a branch of Killik & Co LLP which is authorised and regulated by the UK FSA and a member of the London Stock Exchange. Any
opinions, projections, forecasts or estimates in this report are those of the author only, who has acted with a high degree of expertise. They reflect only current views
of the author and are subject to change without notice. Killik & Co (Middle East & Asia) has not been a party to or had any material input towards this research
publication. Killik & Co (Middle East & Asia) has no obligation to notify a reader or recipient of this publication in the event that any matter, opinion, projection,
forecast or estimate contained herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. The investments referred
to in this publication do not take into account the recipient’s suitability requirements or investment risk appetite. Recipients are urged to base their investment
decisions upon their own appropriate investigations that they deem necessary. In the event of any doubt about any investment, recipients should contact their own
investment, legal and/or tax advisers to seek advice regarding the appropriateness of investing. Any loss or other consequence arising from the use of the material
contained in this publication shall be the sole and exclusive responsibility of the investor and Killik & Co (Middle East & Asia), accepts no liability for any such loss or
consequence. Please note past performance is not necessarily a reliable guide to future performance of an investment. Killik & Co (Middle East & Asia) aims to be
transparent, fair in business dealings and adhere to DFSA conflicts of interest requirements. For further information please contact the Dubai office. Killik & Co
(Middle East & Asia) Principal place of business: No 55, Level 2, The Gate Precinct Building 5, Dubai International Financial Centre (DIFC), Dubai, United Arab
Emirates. Tel: +971 (0) 4 425 0354 Fax: +971 (0) 4 425 0355 Website: www.killik.com
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