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Investment Highlights 
 
1) Synergetics reported solid financial results for their Q1/12 quarter 
(ending October) earlier this month, including revenues of $13.5 
million, an increase of 11.8% year-over-year, and earnings per share of 
$0.05 versus $0.03 one year ago, before charges of $0.02 per share for 
a loss from discontinued operations in Q1/2012. Our estimates had 
been $14.0 million in sales (a 15.9% increase) and earnings per share 
of $0.05. Company management had pre-announced financial results 
in mid- November. Sales growth was led by growth in both ophthalmic 
and neurosurgical product segments, especially new products such as 
the VersaPACK launched last fiscal year and other disposable 
products.  Disposable products such as procedural kits, laser probes, 
cannulas and ultrasonic tips, which typically carry a higher gross 
margin, accounted for 82% of first quarter sales, and helped boost total 
gross margins to 58.6% in Q1/2012 from 58.2% in the prior year 
period. Thanks to higher sales volumes and tight cost controls, 
Synergetics was able to increase its net income and earnings per share 
in Q1/2012, continuing a positive trend first started in fiscal 2009.  The 
Company earned approximately $1.7 million in operating cash flow in 
the first quarter, and cash and investments on hand at October 31st 
were $13.7 million, offset by only $900,000 in long-term debt.  
 
2)  Company management did not provide financial guidance for the 
upcoming second quarter of fiscal 2012 (ending January 2012). 
However, in a subsequent earnings conference call it was noted that 
there was a great deal of interest in several new products for the 
vitrectomy market shown at the October American Academy of 
Ophthalmology conference, and also that in the fiscal second quarter 
Synergetics expects to reduce a temporary increase in backorders 
experienced late in the fiscal first quarter. Bearing these factors in 
mind, as well as considering the results of the most recent quarter, we 
are adjusting our estimates for Synergetics slightly for this fiscal year, 
to revenues of $62.8 million (from $63.8 million), representing an 
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Current Price $7.34

Price Target $7.00

Estimates F2010A F2011A F2012E
Sales($000s) $52,075 $55,845 $62,805
1Q October 12,146 12,076 13,505 A
2Q January 13,014 13,278 14,900 E
3Q April 13,859 14,695 16,600 E
4Q July 13,056 15,796 17,800 E
Prev. Rev. Estimate ($000s) $63,800

EPS (diluted) $0.16 $0.22 $0.28
1Q October 0.02 0.03 0.03 A
2Q January 0.04 0.05 0.06 E
3Q April 0.06 0.07 0.09 E
4Q July 0.04 0.08 0.10 E
Previous EPS Estimate $0.28
P/E (x) 45.3 32.6 26.7

EBITDA/Share $0.33 $0.41 $0.52
EV/EBITDA (x) 20.7 16.5 13.2
Stock Data
52-Week Range $4.11-$7.50
Shares Outstanding (mil.) 25.1
Market Capitalization (mil.) $184.5
Enterprise Value (mil.) $171.7
Debt to Capital (10/11) 1.7%
Book Value/Share (10//11) $2.11
Price/Book 3.5 x
Average Trading Volume (3-Month) 160,000
Insider Ownership 8.4%
Institutional Ownership 20.8%
Short interest 900,000
Dividend / Yield $0.00/0.0%

Price target and ratings changes over the past 3 yrs:

Initiated - January 31, 2011 - Buy - Price Target $6.25

Updated - October 18, 2011 - Buy - Price Target $7.00

Updated - December 28, 2011 - Lower to Neutral
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Daw son James Securities, Inc. ratings for SURG (SYNERGETICS USA INC)
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increase of 12.5% over fiscal 2011, and earnings per share of $0.30 before the recent charge of $0.02 for 
discontinued operations, as compared with our previous estimate of $0.28 and earnings per share of $0.22 in 
fiscal 2011.  Results in fiscal 2012 are projected to be boosted by increased sales, improved gross margins, and 
also from a lower-than-expected tax rate.    
 
Conclusion 
 
Synergetics’ shares have performed very well this year, responding to strong earnings growth and positive 
marketing developments and have exceeded both our initial price target of $6.25 and our most recent increased 
price target of $7.00.  However, SURG shares now carry much higher valuation metrics of 28X this calendar 
year’s estimated earnings, 22X next year’s (calendar 2012) estimated earnings, 3.5X book value, and 3.1X 
estimated revenues for this calendar year, compared with 17X 2011 EPS, 15X 2012 EPS, 3.5X book value, and 
2.7X estimated 2011 calendar year revenues for the industry group.  These metrics are considerably higher or 
level with similar metrics for our comparable company group, (see section below) many of whose members 
have seen little or no share appreciation this year. Thus, we are lowering our rating on SURG shares to Neutral, 
preferring to take profits at this time and wait for lower price re-entry points or until such a time as comparable 
companies in this industry display improved valuation metrics.   

 
Stock Valuation/Comparables 

We have compiled a six-stock comparison group for Synergetics, including several stocks in the ophthalmology 
field such as Alcon (NYSE/ACL/Not Rated) and Iridex (Nasdaq/IRIX/NR); two companies which provide 
devices for neurological applications, Cyberonics (Nasdaq/CYBX/Not Rated) and Integra Life Sciences 
(Nasdaq/IART/Not Rated); and lastly two firms which provide general surgical instrumentation, including 
Conmed (Nasdaq/CNMD/Not Rated) and Covidien (NYSE/COV/Not Rated) through its Valleylab subsidiary.  

Based on valuation metrics including price/earnings for calendar 2011 and 2012, price/revenue for 2011, and 
price/book (through April 2011 buy-out for Alcon), Synergetics’ shares can be considered fully valued in 
certain aspects, specifically price/book, and over-valued in terms of other metrics such as price/earnings and 
price/revenues. Thus, we are lowering our rating on SURG shares as these have reached our price target and 
current valuation metrics for the Company are too high vis-à-vis other stocks in this area to warrant a higher 
price target. 
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Risk Factors 

 

In addition to normal economic and market risk factors that impact most equities and the common risks 
shared by Synergetics with other companies in the industry, we believe an investment in SURG involves 
the following risks: 

• FDA and regulatory risks – Synergetics is subject to regulatory review for its ongoing research and 
development activities, principally the US Food and Drug Administration’s 510(k) application process. In 
addition, the manufacture and assembly of the Company’s surgical devices and related disposable products 
are subject to ongoing oversight and regulation, and any negative correspondence from the FDA could have 
an adverse effect on the ongoing operations of the Company.    

• Reliance on marketing and OEM partners — A significant portion of the Company’s revenues are 
received through the marketing efforts of distribution and OEM partners, especially and increasingly in the 
neurology market. There can be no assurance that the Company’s current partners will remain financially 
healthy or even if they do so, they will continue to place an emphasis on the marketing of the Company’s 
products.  

• Need to defend patents and other intellectual property – Synergetics currently holds 38 US patents on its 
products and devices, some of which expire as soon as 2012. Although the Company has successfully 
defended its patents in the past, in some cases against much larger companies, Synergetics may need to 
again defend its patents in the US and overseas in the future, and there can be no assurance these defenses 
will be successful. 

• Competitive Markets – The Company competes in both the ophthalmology and neurology markets with a 
number of other manufacturers, some of which represent much larger companies, including Alcon, Iridex, 
Bausch & Lomb, the Valleylab division of Covidien, B. Braun Medical, and Integra Life Sciences. Even 
though Synergetics and its partners (all of which are larger than the Company) have successfully competed 
in their respective marketplaces in the past, there can be no assurance that they will continue to do so in the 
future.  

• Acquisition availability – Synergetics has achieved growth in the past through acquisitions, most notably 
the merger with Valley Forge Scientific in 2005. Recently, Company management has expressed interest in 
becoming more active in the acquisition market, citing the Company’s strong financial position and 
completion of integration of Valley Forge Scientific.  However, Synergetics is competing with a number of 
larger and more aggressive acquirers in the medical device industry, and there can be no assurance that the 
Company will be able to find, close and successfully integrate suitable acquisition candidates in the future. 
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Source: Dawson James Securities, Inc. estimates; Company documents
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Important Disclosures: 
 
Price Chart: 
 

 
 
Price target and ratings changes over the past 3 years: 
Initiated – January 31, 2011 – Buy - Price Target $6.25 
Update – October 18, 2011 – Buy – Price Target $7.00  
Update – December 28, 2011 – Lowered to Neutral  
 
Analyst Certification: The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this 
report accurately reflect his personal views about any and all of the subject securities or issuers discussed; and 2) no part of the 
research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by 
the research analyst in this research report; and 3) all Dawson James employees, including the analyst(s) responsible for preparing this 
research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various 
factors, including total revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment 
vehicles consisting of components of the compensation generated by investment banking activities, including but not limited to shares 
of stock and/or warrants, which may or may not include the securities referenced in this report. 
  
Dawson James has not received investment banking compensation from the company mentioned in this report but may actively seek 
compensation for investment banking services in the future.  Dawson James does not make a market in this security.  Neither the 
research analyst whose name appears on this report nor any member of his household is an officer, director or advisory board member 
of the company.  Dawson James did not receive any other compensation from the company in the previous 12 months. The Firm and/or 
its directors and employees may own securities of the company(s) in this report and may increase or decrease holdings in the future, 
but the firm as a whole does not beneficially own 1% or more of any class of common equity securities of the subject company. 
 

Ratings definitions: 1) Buy: the stock is expected to appreciate and produce a total return of at least 20% 
over the next 12-18 months; 2) Neutral: the stock is fairly valued for the next 12-18 months; and 3) Sell: the 
stock is expected to decline at least 20% over the next 12-18 months and should be sold. 

Company Coverage Investment Banking

Ratings Distribution # of Companies % of Total # of Companies % of Totals

Buy 15 63% 5 33%

Neutral 8 33% 5 63%

Sell 1 4% 0 0%

  Total 24 100% 10 42%  

 

Information about valuation methods and risks can be found in the “STOCK VALUATION” and 
“RISK FACTORS” sections of this report. 
DAWSON JAMES SECURITIES, INC., Member SIPC, FINRA, (the "Firm") does not make a market in these securities.  The Firm may perform or seek to perform investment banking services for these 
companies in the future. Analysts receive no direct compensation in connection with the firm's investment banking business. All Dawson James employees, including the analyst(s) responsible for 
preparing this research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various factors, including total revenues of Dawson James and 
its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but not 
limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report. The Firm, its officers, directors, analysts or employees may effect transactions in and have 
long or short positions in the securities (or options or warrants with respect thereto) mentioned herein. Although the statements of fact in this report have been obtained from and are based upon 
recognized statistical services, issuer reports or communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates included in this 
report constitute the analyst’s judgment as of the date of this report and are subject to change without notice. The Firm may effect transactions as principal or agent in the securities mentioned herein.  The 
securities discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. This report is offered for informational purposes 
only, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 
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