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Executive Summary

The Company 

CareX Diagnostics LLC is a California based company that will develop, manufacture, and market a line of proprietary point-of-care (POC) diagnostic devices for the global Veterinary Test (VT) & Human Medical Test (HMT) markets.

We will establish a subsidiary in China and a R&D/prototyping team in US in FY1 with an initial capital infusion of $1.5-2.0M.  Key components and sub-assemblies are to be sourced, built, and tested in our China facility, whereas final quality control will be carried out in US.

Our first product leverages an IP portfolio developed by Careside Inc. (CSA), a US company in Culver City, California.  We negotiated with Careside Medical (the current owner of Careside assets after the Careside bankruptcy) and secured global contractual rights, including exclusive rights to the Greater China Market, for its entire IP portfolio & a future cross-licensing agreement, for a new generation of analyzers.  CareX will execute in its first year significant value-added re-design & engineering work to drastically lower the product line COGS and greatly improve their field service reliability.  Our underling business proposal is to significantly enhance an advanced and proven technology platform, reduce cost, add value, and market to new and fast growing markets.
Our first product will be a portable dry-chemistry blood analyzer targeting the rapidly growing China VT market.  It offers one of the most comprehensive blood analyses in an easy to operate and maintain package, at a lower cost as compared to the offerings from our competitors.  By targeting this market initially, it affords CareX to re-engineer the original analyzer to rectify certain design deficiencies, aggressively drive the cost down, and save time to market as this device has no CSFDA (Chinese State Food and Drug Administration) regulatory approval requirements.  As the underlying technology is applicable for the VT & HMT markets alike, we will pursue aggressively early distribution opportunities in certain developing markets such as Africa, which does not have a lengthy regulatory approval process.  After the first 3 years this analyzer will be sold to the global VT market including North America.  Our product portfolio will be augmented by a comprehensive HMT analyzer for the China market in FY3 and the global market by FY5.  
We benchmark initially against the (US) VT market leaders Abaxis and Idexx Laboratories.  Our goal is to become in 6 years a VT market leader in China, combined with a substantial HMT business by also entering the much larger human market segment; further achieve in 6 years a revenue of $55+M, a 60% gross margin, and an operating income of 20% (combined VT & HMT sales, net IP fees).  
The Product

The CareX Analyzer is a portable POC blood-testing instrument in one compact package weighing about 25lbs.  It uses patented one-time-use disposable test cartridges.  It currently provides 41 individual results for clinical-chemistry, electro-chemistry, and coagulation blood tests.  Our rapid test results differentiate the CareX Analyzer from the traditional testing method of sending blood samples to a main hospital or commercial laboratory, and waiting between 4 and 24 hours for results.  

By employing proprietary cartridge designs that make use of three different detection technologies in one single unit, we enable the POC testing site to reduce the number of instruments it needs to purchase.  The three basic measurements are reflectance (chemistry tests), electrochemical (electrolyte tests) and spectral transmittance (coagulation tests).  This approach is unique among the POC testing devices on the market.  

Our analyzer and cartridge designs are protected by 8 US patents. The FDA has cleared or exempted the Analyzer for 41 different blood tests.  These tests cover a majority of the routine out-patient based blood tests ordered by healthcare professionals.  In addition, the FDA has cleared the analyzer as a “point-of-care” device, meaning the analyzer may be operated in any near-patient setting with properly trained personnel, eliminating the need for a lab specialist to oversee each test.

Our analyzer tests up to 6 cartridges at the same time, for a maximum of eight test items in a single test cycle within 10 minutes from the time blood is drawn from a patient.  Only a minuscule amount of blood in the tens of micro-liters is required per test.  A clinician has the option to test just a single or a few combined panels for any given patient.  This option is especially important in the developing country markets, where client sensitivity to total test cost is high and the pre-determined full panel tests by some of our competitors inevitably include extra items that are not medically necessary.  Our product also presents clinicians a revenue generating mechanism by bringing in house many of the common tests currently only carried out by off-site laboratories.
The Market and Competition

The global in-vitro blood testing market (dry- & wet-chemistry based instruments and consumables) is a fragmented multi-billion dollar market.  
In the dry-chemistry based China HMT segment, Johnson & Johnson takes the market lead with their Vitros series analyzers, primarily used for emergency tests in larger public hospitals as they are still more expensive to compete directly with wet-chemistry based, large volume analyzers from the likes of Abbott Lab, Beckman Coulter, Hitachi, and Sysmex.  The Vitros underlying technologies have however remained scarcely changed over the past 20 years.  Our goal is to become the low cost analyzer of choice for the smaller public and private hospitals, city neighborhood clinics, retirement centers, schools, and military units which in aggregate numbering in the tens of thousands.  This approach is in concert with the on-going $125B Chinese healthcare reform where more routine tests are being pushed toward a vast network of near patient care facilities.  We believe this reform can generate a new billion dollar market for our products.

On the other hand, there are no clear VT dry-chemistry leaders in Mainland China.  Idexx Lab is currently the only known player having a visible presence there.   We believe one of its main barriers to having a more significant market presence in China, is due to the fact that the local VT market is still in its early stage of rapid growth, where bringing in their pets for blood tests is still a relatively new notion for many owners.  

We are aware of a Japanese competitor ARKRAY in the dry-chemistry POC segment.  Its Spotchem chemistry analyzer uses similar Fiji DriChem film based consumables as ours.  We compete favorably on a wider range of test menus (Arkray offers 22 items, no electrolytes).  Arkray has a presence in the Taiwan VT market, where there are now over 1,000 vet clinics serving a human population of 23 million.  

The number of city/urban pet dogs alone in Mainland China number 30+million & it now has 3,000-3,500 pet hospital/clinics nationwide serving a population of 1.4 billion.  We see a fast growing Mainland VT segment with 10 million pet dogs residing in the top dozen most economically developed cities & growing at a CGAR of 15-20%, double the rate of its local economic expansion.  Its current addressable VT market is estimated at $75-125M.  This situation offers CxD an opportunity to get in relatively early, grow with this market and become a leader in 5-6 years.  In addition, with more than a hundred Mainland cities each having a population well exceeding one million, our next tier of combined China VT & HMT market can triple within another 5 years.  
We as yet we face few direct competitions in the area of dry-chemistry based blood test segment from Chinese companies.  Mindray, a leading Chinese medical device company listed on NYSE, has strong in-vitro diagnostic products including Hematology and Chemistry analyzers. But its instruments are wet-chemistry based.  By offering a line of dry-chemistry analyzers complimentary to that of Mindray, we see a potential exit strategy in China, where Mindray currently has a 6X market cap/trailing revenue ratio on the NYSE.  

Our benchmark competitors’ analyzer sells in the $10,000-$14,000 range in China with each test cartridge averaging $1.25-$1.75.  So the ability to develop a cost effective test platform is key to our business viability.  We will approach this from both the analyzer and consumable cartridge fronts.  All basic and most key components localization, machine-user interface simplification, and test cartridge miniaturization are three of our prime targets.  We offer a 30% price reduction for the analyzer and similar savings for consumables to the Chinese VT market.  We are confident in our cost advantage, bolstered by the expansive and complimentary expertise in our founding members, who bring with them from diverse high-tech US industries the best knowledge and practices in developing and manufacturing electronics, optics, mechanics, and associated system integration.  Our team also has extensive experience working with and leading China based teams.

Our sustaining business model is akin to ‘razor and blade’: the analyzer is sold at a fixed cost with proprietary and consumable test cartridges.  We will employ a variation of this model and adapt to the current China market conditions where consumer sensitivity to the consumables cost is high compared to the more developed country/regions. We may initially bundle our analyzer with a free one-year supply of cartridges to gain market share, and as our installed analyzer base grows and we have achieved further scale of economy in reducing our overall cost base, we may then start selling our analyzers at a lower price and achieve higher profit from the consumables.

We will primarily use a direct sales force complimented by a network of local distributors for the first 3 year of China market entrance, where a typical distributor mark-up can be up to 100% from an OEM to the end user.  By achieving a higher analyzer ASP from a motivated in-house direct sales team, we can offset some of the cost inferred by offering free cartridges.

As we enter from FY4 into the global VT market we anticipate a higher weighted cartridge ASP than that from selling exclusively in China. This estimate is to be sustained with our additional planned tests including the higher cost immuno-chemistry panels.

Our products will lead in decentralizing traditional clinical lab operations by enabling near-patient testing in human and veterinary patient-care settings, providing clients with fast and accurate blood test results.
Major Business Plan Milestones

· FY0/1
Series A working capital of $1.5-2.0M.
· FY0/1
Establish business infrastructure in Mainland China, & R&D/prototyping team in US, ready Beta version of the analyzer.
· FY2
Series B capital infusion for manufacturing, sales and marketing expansion.

· FY2
Entrance to China VT market and concurrent entrance to developing country HMT market where lengthy regulatory approval is not a requirement.

· FY3
Entrance to China HMT market upon regulatory approval.
· FY4 
Entrance to Global VT market, achieve >$12 annual revenue and net operating profitability.

· FY5 
Become a VT market leader in China with a substantial local HMT market; Entrance to global HMT market, achieve >$25 total annual revenue.
· FY6
Achieve revenue >$55M, 60+% gross margins, & 20% net operating income.
Business Description

Background

Carex Diagnostics LLC’s first product is a point-of-care blood analyzing system.  The system can provide up to 41 most commonly used chemical, electrochemical, and coagulation analyses of whole blood, serum, and plasma in a human or veterinary clinic.  The product concept is based on an IP portfolio developed by Careside Inc. (CSA), a US company (American Stock Exchange, ticker symbol CSA) in Culver City, California.  CSA spun off from the SmithKline Beecham Clinical Laboratories in 1996 and went public in 1999.  CSA filed for Chapter11 in 2002 after seeing some good growth targeting the North America Human Medical Test (HMT) market, where they achieved their first $1M revenue in 2001 with a total of about 100 analyzers placed up to 2002.  
Careside commissioned in 1997 UMM Electronics of Indiana for the analyzer machine design, system integration, and manufacturing. Because UMM was paid for development and production, it had little, if any incentive to really contain the cost. The Analyzer hardware was designed with mostly proprietary electronics, even things like common computer peripherals, leading to cost overruns.  The Analyzer was not robustly designed and was rushed to the market with various field failures and reliability issues.  In some occasions, Careside had to deploy two or even more analyzers at a single customer site to keep its customers' business running.  Careside had no internal analyzer hardware or software engineers in house and needed to rely on UMM for field services.  Careside could not pin point whether the system failures were related to design or manufacturing processes, so they could only agree to disagree with UMM leading to costly delays.  For example, Careside only realized that UMM’s software had some serious issues after hiring its internal software engineer at a rather late stage of the game and had again to pay UMM to fix its own mistakes. 

After an extensive technology and market condition reviews, including phone surveys of their clients in US, we came to the conclusion that it failed not due to lack of market or customer interests but a few key operational errors where they lost the analyzer design and manufacturing quality control.  That problem was compounded by the too late decision to switch to another CM while the company was gaining a strong demand of their analyzers but faces serious cash flow issues, after a $20M investment with UMM (>8x cost overrun with respect to the original CM agreement) and a 4 year delay in product readiness.  On the test cartridge side, Careside probably also overspent on its internal, elaborately designed cartridge assembly lines based on some overly optimistic volume projections.  Several millions were spent on two automated lines, whereas a simpler manual operation could have been adequate. 
Careside Medical subsequently acquired substantially all of the Careside assets through a debtor in possession process in 2003, but hibernate it instead as an acquisition/cross-licensing target.  CxD had previously approached Careside Medical in early 2004 about an exclusive licensing and manufacturing agreement for the China market.  While CareX at the time had gained substantial interest from some invertors in China to launch a venture similar to that proposed in this business plan, our negotiations with Careside Medical was stalled over their insistence to re-launch the business for the North American HMT market.  We now have secured exclusive contractual rights to the Greater China Market for all its underlying IPs, which we believe with additional development and cost cutting measures, can be applied to today’s Veterinary Test (VT) market segment as an entrance point to achieve a profitable business.

Organizational Structure
The founders of CareX Diagnostics are Fan (Feliks) Qian, Wuchun Wu, and Yonwei Zhang.  Operations of CareX will be directed by Fan Qian as General Manger in China and US.  Wuchun will serve as VP of Engineering, and Yongwei as VP of Marketing, Quality, and Regulatory.  We will have an Advisory Board consisting of 3-5 members who have extensive experience in executive management, sales and marketing, as well as IP/legal expertise in the bio-science industry.  The company Board structure will be determined by our funding outcome.  We currently anticipate our Board to consistent of 5 members, 2 from CareX, 2 from Series A investors, and one independent outside member.  We are actively engaged in recruiting additional key team members with substantial technical latent in blood-chemistry, software, hardware, and system integration.
Founder Summary CV

Fan (Feliks) Qian has 19 years experience in the laser optics field and has been working in various hi-tech industries for 14 years, ranging from early stage, venture capital backed Start-up company at iolon to publicly traded multi-nationals including AMP, JDSU, and Tyco.  He has served in a variety of engineering and management capacities involving product design, development and manufacturing.  Fan has a PhD in Materials Science and Engineering from the University of Florida. Fan graduated from Beijing Tsinghua University, China majoring in Economics and Engineering.
Wuchun Wu has 15 years experience in test equipment manufacturing from design concept through production process. In 2000, he started W2Laboratories, a test engineering and system integration consultancy for optic/photonic, flat panel display, and disk driver industries. Its clients include Seagate, Qualcomm, JDSU, and Intel, etc. He worked as an internal test system developer for several startup companies in the optic/photonic and flat panel display industries. Wuchun obtained his BS degree from Beijing University in China, and a PhD in Physics from Kansas State University.
Yongwei Zhang is currently a Senior Manager of New Product Introduction at Millipore Life Science Division. He has 5 years experience in medical and biomedical device industry. He is part of an extended executive team at Guava Technologies serving as Director of Quality and Service.  He helped Guava to obtain US FDA 510k clearance and China FDA’s approval for Guava’s in-vitro diagnostic medical device EZCD4 used in HIV patient monitoring. Prior to joining Guava, he was co-founder of telecom startup iolon Inc and served in management positions in Development, Quality and Operations.  Yongwei also worked in Fortune 500 companies such as Seagate Technologies and Motorola. He holds two BS degrees from Beijing Tsinghua University, and a PhD in Mechanical Engineering from Johns Hopkins University. He has 3 issued US patents and over 10 scientific papers in peer-reviewed journals and conferences.
Competitive Analysis

There are strong competitions for comparable dry-chemistry based POC blood test products in the US Human Medical Test segment, including Abbott Laboratories, Alfa Wassermann, Bayer, CDC Technologies, Diametrics, Hemagen Diagnostics, Nova Biomedical, Novitron International, Ortho-Clinical Diagnostics, PharmaNetics, and Roche Diagnostics.  
Abaxis and IDEXX Laboratories have over the past decade or so established themselves as VT market leaders in North America.  The corresponding GCM on the other hand, based on our market studies from trips to China, surveys, also discussions with medical equipment distributors and end users, suggests a different competitive landscape and offers a good opportunity for CareX. 
Large portions of the blood testing equipments currently on the Chinese market are imported.  They are often the fully automated, wet-chemistry based systems from big international companies sold into mainstay hospitals in big cities, which essentially serve the test lab roles.  These systems typically sell in the $120,000 - $250,000 range and after sales income for the vendors are generated through the supply of captive/proprietary reagents.  Lower level medical facilities such as county hospitals and rural clinics, which in aggregate serve over 70% of the population, often can not offer POC services due to funding constrains.
There are some wet chemistry based POC products from domestic players, though the core technology still mainly comes from foreign firms.  We are aware of several Chinese companies in this area.  They are Shining Sun of Beijing, Tecom of Nanchang, Jiangxi Province, and Yuehua of Shenzhen, Guangdong Province.  Most of them offer limited test menus for point of care applications, and selling in the $8,000 - $25,000 range.
Conversely, dry chemistry based POC devices for the Chinese HMT market segment appear thus far all imported; we have not identified much domestic efforts on this front.  We are aware of four major foreign players currently serving this market segment: Abbott Laboratories (US), Ortho-Clinical Diagnostics (a Johnson & Johnson company, US), ARKRAY (Japan), and Roche Diagnostics (Switzerland).  With a still emerging VT market, we have not found any significant presence by either of the two current US market leaders in Abaxis or IDEXX.
One distinctive advantage for the POC products in China and to a larger extend most of the developing countries as well, is their lack of central diagnostic lab services.  Running an independent lab requires a supporting network of specimen collection service, error-proof specimen/results tracking system, automated payment/credit system. All of which are not readily available in these markets due to the overall underdeveloped service sector.  The end result is that every hospital or clinic, however small, has to have an internal lab.

Some features differentiating our product from wet-chemistry POC equipment,

· Ease of operation: Wet chemistry machines have more complicated operation procedures and require highly trained specialist, who are more expensive and harder to retain.  Our dry chemistry machines use self contained test cartridges where a high school graduate level medical aid will be able to operate with minimum training. 

· Low maintenance: While our product is basically maintenance free, the wet chemistry units require routine maintenance by specialists, resulting in an increased ownership cost. 

· Accuracy, reliability, and immediacy of results: Dry chemistry devices offer higher measurement accuracy.  Wet chemistry devices are susceptible to cross contamination due to operation mistake or accidents.  Dry chemistry also affords patients transparency to a compete procedure from blood drawing to printed results within 15 minutes. 

· Range of tests: We offer a much broader test menu selections, reducing the need for multiple wet chemistry machines

· Device integration: Most of the semi-automated wet machines do not include centrifuge, thus requiring additional equipment.  
We see the overall dry-chemistry POC blood analyzer market in China a rather fragmented one, without a predominant player.  On both technical and pricing fronts, we offer compelling value propositions.  Our bigger challenge seems to be the powerful marketing muscles from some of the big brand name international players.  This challenge is addressed in our Marketing Strategy section.

Table 1.  Key VT market segment blood chemistry analyzer competitive analysis 
	Company
	Carex  (China/USA)
	ABAXIS (USA)
	IDEXX LAB (USA)
	HESKA (USA)

	Model
	CareX VT Series       
	VetScan Series VS2/Classic
	IDEXX VetTest Chemistry Analyzer
	IDEXX VetLyte Analyzer
	IDEXX Catalyst Dx Chemistry Analyzer
	DRI-CHEM Chemistry Analyzer – a rebadged FUJI Dri-Chem® 4000i 
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	Test
	Sample
	Whole blood, serum, plasma
	Whole blood, serum, plasma
	serum, plasma (need separate centrifuge)
	Whole blood, serum, plasma
	Whole blood, serum, plasma (need separate centrifuge)
	Whole blood, serum, plasma
(need separate centrifuge)

	
	Menu
	41 (including electrolytes, additional 11 planned)
	24 (including electrolytes)
	25 (no electrolyte)
	3 (electrolytes)
	28 (including electrolytes)
	29 (including electrolytes)

	
	Time
	10-15 min
	10-15 min
	10-15 min
	35 sec
	10-15 min
	10-15 min

	Regent
	Format 
	self-contained cartridge
	self-contained rotor disc 
	open slide
	test tube
	open clip
	open slide

	
	Stability
	12-18 month
	9-18 month
	na
	na
	na
	na

	Calibration
	Self-calibrated
	Self-calibrated
	Self-calibrated
	Self-calibrated
	Self-calibrated
	Self-calibrated

	QC Type
	Electronic
	Electronic
	Electronic
	Electronic
	Electronic
	Electronic

	ASP
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$6,000-7,000
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$10,000-12,000
	$8,000 
	$4,000-5,000
	$13,000-15,000
	na


CxD uses the film technology (Dri-Chem) from Fuji Medical.  Our current model offers a total of 41 tests, of which 31 are independently measured values with the remaining 10 calculated.  The electrolyte test (Cl-, Na+, and K+) comes in one cartridge, no film.  Another film-less test is PT (Prothrombin Time).  All other tests use one single film cartridge each.  Fuji makes its own FDC (Fuji DriChem) series of analyzers.  But they seem to be only present in Japan and to a lesser extend in Korea.  The exact reason is unclear.  But one reason for its prior collaboration with Careside is likely its lack of presentation in the US market.  Fiji along with ARKRAY and NAGASE, are the top 3 players in the Japanese market for dry chemistry reagent and analyzers, taking over 80% of the market share.

Abaxis’ VetScan Series Classic/VS2 analyzers & associated test consumables are their core VT product offerings, generating about 70% ($74M) of their annual revenue ($105M in FY2009), & over 80% of that $74M comes from the North America market.  Abaxis’ total VT instrument & consumable sales in Asia was about $900k in FY09.  CxD offers a wider test menu and a significant analyzer price advantage

IDEXX’s VT market segment revenue (in terms of instrumentation & consumable sales only) is about 4 times that of Abaxis’ ($318M .vs. $74M), dominated by their VetTest chemistry analyzer’s installed based of over 30,000 units.  Their new offering in late 2008, the Catalyst Dx chemistry analyzer is largely based on a dry slide developed by a wholly owned subsidiary they acquired in early 2007.  It combines the VetTest blood chemistry & VetLyte electrolytes testing into a single machine.  IDEXX is heavily marketing this new equipment in replacement of the older VetTest analyzers.  So technically the IDEXX Catalyst Dx is a close competitor, but as is with Abaxis’ VetScan Series, we offer a wider test menu at a lower price.
Heska’s VT market chemistry analyzer offering is actually a re-badged Fuji DRI-CHEM® 4000i analyzer. The two companies had in 2007 a news release about ‘co-developed’ some of the underlying dry-film technologies. The Fuji Dri-Chem series of analyzers themselves already have a long history of market presence overseas, so this Heska analyzer clearly is a result of an US market distribution agreement.  We have however not been able to find any significant market presence of this analyzer under the Heska brand in the US market.  The I-Stat analyzer from Abbott Lab was previously distributed exclusively by Heska for the US market between 1998 till 2009, when Abaxis appears to be taking over that role.  Heska seems to be struggling financially as the market only affords it a $25M market cap (about 1/3 of its latest trailing annual revenue), whereas both IDEXX and Abaxis’ still enjoy market caps are at or above 3 times their respective revenue

Table 2.  Key HMT market segment blood chemistry analyzer competitive analysis 
	Company
	Carex Diagnostics (USA/China)
	Abaxis (US)
	Abbott Laboratories (US)
	Ortho-Clinical Diagnostics (US) (Johnson & Johnson)
	Roche Diagnostics (Switzerland)
	ARKRAY (Japan)

	Model
	CareX HMT
	Piccolo xpress
	i-Stat (exclusive distribution by Abaxis  starting in 2009)
	VITROS DT60 II (Kodak)
	Reflotron Sprint/Plus
	SpotChem EZ SP4430
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	Test
	Sample
	Whole blood, serum, plasma
	Whole blood, serum, plasma
	Whole blood
	Whole blood, serum, plasma (need external centrifuge)
	Whole blood, serum, plasma (need external centrifuge)
	Whole blood, serum, plasma
(need external centrifuge)

	
	Menu
	41 (31 direct measurement)
	25
	19 (blood gas)
	42
	17
	22 (w/o electrolyte)

	
	Time
	10-15 min
	12 min
	2-3 min
	1-4 min plus centrifuge time
	2-3 min
	8 min

	Regent
	Format
	cartridge
	rotor disc
	cartridge
	open slide
	open slide
	open slide

	
	Stability
	12-18 month
	6-18 month
	4-6 month
	12-18 month
	12-18 month
	na

	 
	Printer
	Yes (internal)
	Yes (internal)
	No
	Yes (internal)
	Yes (internal)
	Yes (internal)

	
	Storage
	1000 tests
	up to 5000 tests
	50
	15
	60 (Plus)/500 (Sprint)
	100 tests

	Calibration
	Self-calibrated
	Self-calibrated
	Self-calibrated
	6 month
	Self-calibrated
	Self-calibrated

	QC Type
	Electronic
	Self-calibrated
	Electronic
	Liquid, by assay
	Liquid
	Self-calibrated

	ASP
	$8,000-$9,000
	$12,000-$16,000
	$5,000
	$14,000-$16,000
	$12,000-$14,000
	$6,000-8,000


Piccolo xpress from Abaxis (US), feature to feature, is a close competitor; it however does not currently have a presence in China due to some supplier agreement constrains.  Substantially all of Abaxis’ HMT market segment revenue ($25M in FY09) comes from this instrument and its associated consumables.
I-Stat from Abbott Lab has a strong presence in China.  It made a PR splash during 2003’s SARS epidemic (with “an emergency shipment of 375 units from US to China to help combating SARS”).  It utilizes a Silicon based bio-sensor chip for cartridge miniaturization.  It is primarily a blood gas analyzer so technically not a direct competitor.  It is listed here since Abaxis becomes in Nov. 2009 the exclusive global distributor for this device expect in Japan, with I-Stat a good complementary device to their Piccolo for the HMT segment.
DT60 from Ortho-Clinical is now over 20 years old.  It appears to be sold in China in tandem with its more robust, high volume cousins DT250 and DT700.  Ortho-Clinical’s parent company is Johnson & Johnson, a big brand name in China.  But it has several drawbacks: it needs an extra centrifuge step since DT60 can only accept serum or plasma, not whole blood; and it was designed before the IT revolution and comes with 3 separate units, a rather cumbersome configuration.

The Reflotron Spring/Plus model line from Roche is not available in the US, but appears to enjoy a good presence in China.  Roche is also a popular name brand in China. We have an advantage in variety of test items offered, & a significantly lower analyzer cost. 

SpotChem EZ SP4430 from ARKRAY also compares closely with CareX’s offering in many features, whereas we offer two advantages: lower per test cost and a wider array of test items.  For electrolyte, ARKRAY needs different equipment (SPOTCHEM EL SE-1520). 
Roche, Abbott, Ortho-Clinical, and ARKRAY all have either manufacturing facility or sales office in Mainland China.

An important factor currently limiting a wider acceptance of dry chemistry devices stems from its relatively high cost per test item estimated to be 3-5 times that of a wet chemistry based unit.  From a pricing point of view, our planned entrance pricing of $8,000 (¥55,000 at the current exchange rate) in FY4 for the HMT analyzer and $1.5 (¥10) for each cartridge offers compelling cost advantage with respect to other dry chemistry devices.  While $1.5 per cartridge is still higher than the prevailing price point for wet chemistry technology, the large number of tests available and its versatility in test item combinations afforded by our device can negate much of that price disadvantage, based on our market studies.  At our targeted market segments, fully automated, wet chemistry based systems suffers their “all or nothing” nature, making a test of only a few selected items for a limited number of patients uneconomical.  Private hospitals and government agency laboratories are also less sensitive to cartridge price.  During our trip to ChinaMed07, where we had two units on display at two separate exhibition locations, there was a strong feedback of “if you can build it, we will sell them” to us from various distributors, who also currently sell wet chemistry based devices.  
Marketing Strategy
Veterinary Test 

Having an average household income now exceeds $25,000, Taiwan has a more established VT segment with over 1,000 independently owned and operated veterinary clinics serving a human population of 23M.  Typical selling price of a VT blood chemistry analyzer is in the $10,000-$13,000 range. At an average per blood test visit cost of $50 (¥1500 Taiwan dollar), we estimate it has a market size of $100M (instrument plus consumables). 
By comparison, the average household income has exceeded US $8,000 per annum in the top dozen or so more economically developed cities in Mainland China, each with a population between three and eighteen million.  The pet care industry is a booming market in a country where owning a dog as a pet was once considered a luxury.  In 2004 less than $500 million was spent on pet food and care; by 2009, that number is projected to increase to over $1 billion, according to Euromonitor International.  We see a fast developing VT market in Mainland with over 10 million pet dogs alone in the top dozen big cities out of 30+ million pet dogs nationwide (excluding rural areas), and a pet care spending CGAR of 15-20%, double the rate of overall economic expansion. Our market studies find a typical 4-12 item blood chemistry test set cost in the $25-$50 range in Mainland China vet clinics. We estimate the combined pet blood test spending between Taiwan and big city Mainland is $150-200M currently, of which $75-125M will be our addressable market.  The total number of pet hospital/clinics in Mainland China is currently just over 3,000, serving an urban/city population over 600M.  This level of VT penetration leaves Mainland China with a vast potential to grow over the next decade, using Taiwan as a reference point. 

There are no clear VT dry-chemistry leaders in Mainland China.  Idexx Lab is currently the only known player having a visible presence there.  We believe one of its main barriers to having a more significant market presence in China, is due to the fact that the local VT market is still in its early stage of rapid growth, where bringing in their pets for blood tests is still a relatively new notion for many owners
We plan to capture in 6 years 30+% of this combined VT market to give us a leadership position in China.  In addition, with over a hundred Mainland cities each having a population exceeding one million, our next tier of addressable VT market can triple within another 5-6 years.  
The ability to develop a cost effective test platform is a key to our business viability.  We will approach this from both the analyzer and consumable cartridge fronts.  Key analyzer components standardization and localization, machine-user interface simplification, and test cartridge miniaturization are three of our prime targets.  We plan to offer at 30% less for the analyzer and similar savings for consumables to the Chinese VT market, than those currently available from market leaders such as IDEXX and Abaxis.  We are confident in our cost advantage as a result of direct sourcing and manufacturing in China, bolstered by the extensive expertise in our core team members, who bring with them from various high tech industries the best knowledge and practices in develop and manufacture electronics, optics, software, and system integration.

We will primarily use a direct sales force complimented by a network of local distributors for the first 3 year of China market entrance, where a distributor mark-up can be up to 100% on the analyzer from an OEM to the end user (.vs. typical markups in the 20-35% range charged by distributors in developed countries).  By achieving a higher analyzer ASP from a motivated in-house direct sales team, we can offset some of the cost inferred by offering free cartridges.

As we enter from FY4 into the global VT market we anticipate a higher weighted cartridge ASP than that from selling exclusively in China. This estimate is to be sustained with our additional planned tests including the higher cost immuno-chemistry panels.

Our underlying technologies are applicable for the VT & HMT markets alike, as such we will pursue aggressively early on, starting in FY2 distribution opportunities through US based NGOs in certain developing markets such as Africa, which does not have regulatory approval requirement for the HMT market.

Human Medical Test 

Over 60% of the Chinese population still lives in rural areas, a vast potential market for our POC HMT products. However, medical service consumption is very unevenly distributed among the population.  This 60% majority currently accounts for no more than 20% of the total annual medical expenditures.  Our strategy is thereby to first target the market segment serving the top 10-20% income bracket.  The bigger HMT market will be tapped after we have established the brand and can make analyzer and cartridges at even lower costs.  Accordingly, we have divided our targeted China HMT market into several segments: new and emerging private hospitals in big cities, governmental affiliated entities, and county/rural hospitals and clinics. 
Private Hospitals in Major Cities: While somewhat controversial, one important trend in the Chinese healthcare delivery system over the last few years is the steady emergence of private, for-profit hospitals. The healthcare policy reform proposed by the government this year reinforced this trend. These hospitals, though still small in size (comprising of 4-5% of total hospital beds and 8-9% of healthcare sector personnel), focus on the wealthiest urban customer base who demands better services than those provided by many of the government sanctioned hospitals. 

These private hospitals will be our first HMT marketing target for the following reasons:

1. These hospitals do not yet have the economic scale to justify purchasing and maintaining fully automated wet chemistry testers.  Out cost effective POC analyzers will help them bringing in house many of the routine tests they currently have to send out, as an additional profit generating venue.

2. The affluent patients choose these hospitals primarily for their quality of with cost comes in second.     

3. The expediency and accuracy our dry chemistry analyzers can help these hospitals enhance their quality service image and attract further business. 

Government Affiliated Entities: including clinics associated with the various central, provincial, and county level government ministries, the military, retirement centers, elementary & middle schools, neighborhood clinics and other such entities numbering in the hundreds of thousands.  For example, blood chemistry analysis is an expedient and effective barometer in sports for training progress monitoring.  An assortment of teams associated with the national Ministry of Sports is already clients of POC blood analyzers such as the Roche Sprint. Together with other such agencies, the incurred tests are most entirely covered by the government, so they are much less sensitive to cost per se.  Concurrently, the existing bureaucracy effectively operates in a top-down fashion: once a product is approved by a top regulatory body, sales to all its subsidiaries will encounter a great deal less resistance.  We believe this establishment enables to concentrate our marketing efforts by primarily focus on the top big cities.  
Secondary City, County and Rural Area Hospitals and Clinics: over 60% of the total population is served by government regulated second tier county level hospitals and rural area clinics.  They number in the thousands, no doubt a huge potential market we will need to capture for long term growth prospects.  Yet tapping into it will be a daunting venture, pricing disadvantage and market fragmentation are two of the outstanding obstacles.

Emphasizing the quality service afforded by our product, it is our goal to convey the following messages to both the hospitals and, through them, to end customers

· Technology: state of the art design and functionality, most comprehensive test menu.

· Quality: high measurement accuracy, exceeding requirements by the FDA

· Cleanliness: no messy liquid, no cross contamination, minimal blood consumption.

· Expediency: patient can see for himself the complete process from blood drawing to printed results before finishing up a cup of coffee, or tea.
Having established name recognition and armed with a matured product line, we will start marketing to the smaller county hospitals and rural clinics.  Taking advantage of our dry chemistry technology, we will target some of the western, more remote provinces first. Many people in these areas are further away from population centers, and thus less likely to have access to even the county level healthcare facilities.  We will develop and market a more affordable version of the original HMT analyzer for these areas.  This analyzer shall have the functionality and quality of the high-end version, but significantly more affordable for our end users.  The key to such cost effectiveness we believe lies with the consumable cartridge, which will be further discussed in our Product Research and Development Roadmap.  We aim to generate a high volume - low cost - higher volume - lower cost momentum.
We plan to enter the developed country/global HMT markets starting in FY4, & compete on our cost advantage while offering comparable levels of quality and services.

Product Design and Development

The CareX blood analyzing system consists of a desktop testing instrument or the analyzer, and proprietary test cartridges.
Basic Functions of the Analyzer and Test Cartridges

Chemistry tests are used by a healthcare professional to assess the general health status of patients as well as to diagnose and monitor diseases of major organ systems such as the heart, liver, kidney, pancreas, endocrine, muscle and bone.  The film chemistry cartridges contain dry chemistry reagents that are stacked as required for the test.  The analyzer’s platter spins the cartridge containing the dry film, which will change color from reaction with the blood element, over a LED/photodiode pairs. The LED lights reflect the colors of the reagent.  Multiple reflectance measurements are performed to yield a result.  In the case of coagulation and immuno-chemistry tests, the cartridge is spun over the same LED/photodiode pairs that shine through a small rectangular hollowed prism, called a prismatic cuvette, built into the cartridge.  The light transmission is then read by the analyzer.

Like chemistry tests, electrochemistry tests are used to assess general health status and to diagnose and monitor diseases of the major organ systems. The electrochemistry cartridge contains an ion specific electrode slide.  When the slide reacts with the whole blood sample, it generates values that correlate to the concentration of sodium, potassium and chloride in the sample.  The test compares an electrochemical signal generated from a reference solution to a similar signal generated from the patient’s blood.  The reference solution is a liquid contained in a pre-filled pouch embedded in the cartridge.  One side of an ion specific electrode slide is exposed to a reference solution during the testing sequence and the other side is exposed to the patient’s whole blood.  The analyzer reads the difference between the two, thereby generating the test results.

Coagulation testing assesses the ability of a patient’s blood to coagulate.  Coagulation is the series of events that leads to the formation of a blood clot.  Tests of prothrombin time, or PT, and activated partial thromboplastin time, or αPTT, are the primary coagulation tests used by physicians.  Reagents from the coagulation test cartridge are contained inside a small hollowed prismatic cuvette, and in a pouch.  Plasma is delivered to the cuvette by applying pressure to the membrane on the cartridge.  A second reagent, such as a buffer or calcium chloride is added via the pouch. Light is then transmitted through the cuvette.  The coagulation reaction causes a change in the cloudiness, or turbidity of the plasma that is detected optically by the analyzer.  The time it takes for this optical change to occur is reported out as the coagulation time. 

By employing proprietary cartridge designs that make use of three different detection technologies in one single unit, we enable a POC testing site to reduce the number of instruments it must purchase.   This approach is unique among the POC testing devices on the market. The three basic measurements are reflectance (chemistry tests), electrochemical (electrolyte tests) and spectral transmittance (coagulation tests). 

The Analyzer

The CareX analyzer is an automated point-of-care (POC) blood-testing instrument that makes use of testing technologies similar to those used in main hospitals and commercial laboratories, in a small portable package.  It is approximately 400 mm tall by 300 mm wide and 300 mm deep and weighs about 10 kg.  The exterior is made of high impact resin plastic.  The top of the analyzer consists primarily of a touch screen, on which a variety of information including patient, physician, and billing records, tests to be conducted and other necessary commentary can be input by the operator.  This analyzer eliminates many of the processing steps involved in using an off-site commercial laboratory service; including transportation, accessioning, aliquoting, and preparation of specimen, review of batch quality control records, and the communication of results.

The CxD analyzer can be operated by non-technical personnel with less than 30 minutes of training in connection with the use of the device.  The operator will first select one or more test cartridges from inventory depending on the tests ordered by the attending healthcare professional.  The cartridges are inserted in the analyzer directly from the refrigerator after sample dosing.  Most cartridges contain a single test, except the one that measures three for electrolyte.   Up to six cartridges of an individual patient’s blood can be tested at the same time.  The analyzer is currently capable of conducting a maximum of eight tests per patient in a single 10 to 15 minute test cycle.  When development of additional multiplexed test cartridges is completed, the system will be able to handle up to 13 tests in a single 12 minute test cycle. 

To prepare a cartridge, the operator places a small amount of the patient’s drawn blood into the test cartridge with a pipette or other standard transfer device.  The operator then simply loads the test cartridges into the instrument. Any combination of cartridges can be loaded in any order, providing the operator flexibility to perform individual tests or customized panels.  This flexibility is designed to minimize waste by allowing the operator to run only the tests ordered by the healthcare professional rather than the traditional pre-set panels that may contain unnecessary test items.  This feature is particularly well suited to the developing markets with current and expected future requirements of third-party payers.

After the operator inputs patient information and test orders, the instrument will automatically perform the tests and record and display or print the results.  To perform the tests, the analyzer undertakes cycles of heating, centrifuging, and data-reading.  The cycle time from the moment the cartridge is dosed with whole blood and placed into the analyzer to final test result is approximately 10 to 15 minutes for chemistry, electrochemistry, and coagulation tests, or any combination of these tests.  A standard Chem7 panel comprised of sodium, potassium, chloride, carbon dioxide, glucose, creatine and urea nitrogen tests, can be performed in approximately ten minutes and will utilize five cartridges. Sodium, potassium and chloride tests are on one cartridge as they are commonly ordered in combination. At the conclusion of the test, the analyzer ejects the cartridges into a waste container for later disposal in appropriate biohazard vessels.

The analyzer provides test results to the healthcare professional in several ways.  A self-adhesive label can be printed with test results for direct transfer to the patient’s chart.  The analyzer can store patient service records in a SQL database. The electronics output can be easily exported through network connectivity.  

For most POC devices currently available on the market, the user interface is limited to a set of preprogrammed functions on a microprocessor, which accepts only numeric inputs from a membrane keypad and displays results using a one or two-line LCD.

By comparison, our CareX analyzer has more than 200,000 lines of custom software code programmed in an embedded PC to simplify and automate many steps of the testing process previously left to the discretion of POC testing personnel.  Commands are entered on a 10-inch touch screen.  Under the setup menu, users can customize features of the user interface to meet the needs of their specific location.  Selectable features include languages, security password protection, date and time logging, custom reports, patient demographic information, tests to be performed, custom test panels, reference intervals, alert ranges, quality control parameters, and cartridge lot numbers.  All of the settings may be transferred to and from a master.  Help screens and error message make operations of the instrument simple.

POC devices using unit-dose cartridges need a way of communicating to the instrument what test is being performed as well as its lot number, expiration date, and calibration information.  Such information can be input into the instrument by using an EPROM, magnetic strip, bar code label, or keypad.  The CareX analyzer uses information encrypted in the cartridge bar code.  As each test is completed, this information becomes part of the system’s Clinical Laboratory Improvement Amendments (CLIA) documentation.  Because each cartridge contains an identifying bar code that is read by the instrument, cartridges may be inserted in any order.  The analyzer automatically checks that the ordered tests match the cartridges inserted into the device.

The analyzer’s software includes an extensive automated quality control application not found in any other POC device.  The software stores and interprets the quality control data generated using embedded and external electronic quality control checks.  Traditional wet quality control testing using control solutions and test cartridges can also be run on the instrument.  Reusable quality control test cartridges enable the user to automatically perform electronic quality control for reflectance, transmission, and ion specific electrode based tests.  These cartridges reduce the need to perform traditional wet quality control testing and the associated cost of quality control activity.  After testing, quality control data are plotted on graphical charts.  If quality control has not been performed according to the user-defined schedule or the results are out of limits, the discrepancy is flagged.  The instrument automatically locks out the user if quality control results exceed the limits selected by the laboratory director.  Only an individual with a supervisor pass code can unlock the instrument and approve continued testing.

The system’s custom user interface provides sequential instructions that prompt the user to begin by entering their password, patient, physician, and test information via the touch screen.  The operator selects from refrigerated inventory one or more test cartridges corresponding to the tests ordered by the attending healthcare provider.

During the first 4-1/2 minutes of the test cycle the system warms the cartridges to the appropriate test temperature (37(C).  Although the volume of sample transferred into the cartridge may vary, the amount of sample drawn off for the test is precisely metered.  Excess sample is deposited in an overflow well.  A measured amount of sample remains in the metering passage and is dispensed onto the reagent film or mixed with wet reagent delivered from an interior pouch.  Each test cartridge is hermetically sealed to maximize reagent stability.

The analyzer contains a rotating platter that holds up to six cartridges, and is automatically balanced for any number of randomly inserted cartridges.  The platter moves cartridges to various positions during performance of a test, and retains the cartridges during processing and data collection.  It applies centrifugal forces to transfer the specimen from the specimen well to other parts of the test cartridge and separates plasma from blood cells, thereby eliminating the need for external centrifugation.  Because of the versatility of its cartridge designs and instrument performance, the analyzer can accommodate either whole blood or plasma tests.

The sample transfer mechanism provides the force needed to move a metered amount of sample in the cartridge onto the reagent stack.  The mechanism moves a plunger down onto a flexible seal on the cartridge lid while simultaneously sealing the cartridge vent.  The downward force in conjunction with the design of the cartridge creates pressure that moves the metered sample onto the reagent stack.

The rotating platter moves cartridges across the instrument’s various optics systems to enable detection of results.  The platter incorporates black and white optical standards used by the system’s main optics to calibrate readings.  For reflectance and transmission readings, the optics collects data continuously over 2 to 6 minutes.  These data are then averaged and analyzed, providing highly accurate and precise final result.  For electrochemistry readings, the cartridge stops at a detection station and makes contact with a set of metal pins designed to measure the voltage difference in ion-specific electrodes built into the cartridge.

Test Cartridge

Each test cartridge is designed to perform one test, or a panel of three specific tests, and may only be used once.  Each test cartridge is designed to facilitate the flow of the blood, serum or plasma specimen onto dry chemicals prepackaged in the cartridge.  These chemicals, or reagents, react with the specimen and change.  The changes are then read by the analyzer to yield the test result.  Its various channels and pools assure proper reagent and specimen temperature equilibration, sample separation, sample metering, sample dispensing, test incubation and facilitate result detection. Each cartridge contains all reagents necessary to perform a particular test measurement on a serum, plasma or whole blood sample. The proprietary cartridges are each approximately 64-mm long and 38-mm wide and are comprised of layers of molded plastic with channels for application of the sample to the reagent. 

When stored in refrigerators, the cartridges have a 12 to 18 month shelf life.  Each test cartridge is designed to be airtight to prevent ventilation spoilage of the specimen sample.

The disposable test cartridges have a number of key features that we believe contribute to the system’s reliability, speed, low cost and accuracy of analysis:

· Unique Cartridge Design. Specimen preparation, calibration and test performance are incorporated in an inexpensive plastic cartridge.  Where necessary, the cartridge stores and measures delivery of reagents and electrolytes for mixing with the patient’s sample prior to analysis.  Cartridges are loaded into the instrument manually and are designed so that they can be inserted in only one direction to avoid error.

· Ease of Sampling. Sampling is automatic and requires small volumes using approximately 75 to 150 micro-liters (l) of whole blood, as compared other laboratory methods requiring much larger amounts.  The dosing process requires the tester to fill the cartridge well to a point indicated on the cartridge.  No precise measurement of the blood sample is required by the tester, as the cartridges’ channels measure how much sample is applied to the reagent.

· Built-in Centrifuge. Separation of plasma from whole blood, as required for many tests, is accomplished in the cartridge after placement in the analyzer, so that a separate centrifugation step is unnecessary.

· Flexibility in Testing. One, two or three tests may be contained in each cartridge. Single test cartridges and a three-test cartridge have been designed, manufactured and are commercially available.  Two other test cartridges have been designed, but have not yet been manufactured or used in testing.  This configuration avoids the added cost and complications of using test panels containing unnecessary tests.

· Quality Assurance and Quality Control Features. All test cartridges are bar-coded for test identification.  The bar codes identify the type of test contained in cartridge, as well as a lot number, expiration date and self-calibration information, which are all CLIA requirements. The data from the cartridge’s bar code is read and stored in the analyzer.  As each test is completed, it becomes part of the CLIA documentation.  Because each cartridge contains an identifying bar code that is read by the instrument, the order in which the cartridges are loaded is immaterial.  The system will check that the ordered tests and the cartridges entered in the device match.

Research and Development Roadmap

Carex Proto/Demo
The first demo/prototype units will come from refurbished/reconditioned Careside CA1000 analyzers.  Minimal changes will be made to this product line.  Required work includes:

· Change the front company logo

· Change the back aluminum label with new model number and serial number 

· Change software labels and logos 

Other possible work includes

· Touch panel reconditioning

· Plastic case reconditioning

Carex Beta 
Our US team engineered Beta analyzer will be introduced in a year after business launching. To ensure the successful on time release, we will limit changes to those deemed necessary: new software based on current technology migrating away from DOS, replacing the obsolete electronic hardware and computer with off-the-shelf hardware.  

· Current mechanical design with only changes deemed critical.
· Current optical design with only changes towards accommodating reduced film size.
· In-suit temperature sensing for test time reduction and test accuracy improvement.
· Improved cartridge barcode generating and reading mechanisms:  replacing Careside specific bar code with standard high density barcode such as “data matrix” and placing bar code reader at cartridge loading stage (currently read after centrifuge).
· Standard electronic parts for optical and mechanical assemblies:
· Consumer market PC 
· Standard external printer via USB port
· Low cost DAQ card for all electronic signals: optic, temperature, DIO, and etc.
· Low cost motion control card for cartridge spindle
· Windows XP operation system.
· Software supports multiple patients per run with multi-language user interface
Carex VT & HMT
The primary goals for our VT/HMT series are cost reduction, system reliability, and value added services.

· Smaller footprint based on the continuous computer improvement.
· Internally developed DAQ card based on ADµC 7026 microcontroller.
· Internally developed motion controller.
· Direct cartridge rotor drive replacing belt drive (a major cause of machine failure)

· Dual-film cartridge support (software and hardware)

Next generation analyzer

· Real-time operating system for higher reliability 
· Improve optics design for cartridges with liquid reagent (replacing film with liquid)
· Modular and field upgradeable design
· Laser optics detection assembly 
Next generation cartridges

Cartridge R&D work are tied to analyzers.  We will first duplicate the current CSA cartridges for refurbished CSA line of analyzers.  CareX Beta shall support CSA cartridge form factor, with new bar codes.  Further develop work in sync with analyzers are: 

· Cartridge film size 50% reduction for VT

· Dual or Quad film cartridges for HMT

· Develop own dry chemistry film through collaboration with Chinese suppliers
· Increase available test menu by developing new reagents
· Alternatively, develop a liquid based cartridge for non-Fuji Film technology based tests
We plan to develop an immunochemistry test cartridge.  Immunochemistry tests are used for the diagnosis of drug effectiveness for heart, thyroid analysis and for other purposes.  To date, immunochemistry systems have had limited penetration in the point-of-care market.  Generally, they have been difficult to use, involve expensive instrumentation and costly reagents and have long assay times. 

The immunochemistry test cartridge to be developed will be similar in form and function to the coagulation test cartridge, except that a much smaller sample size is delivered to the prismatic cuvette.  The reagents in the cuvette and pouch are different for each immunochemistry test.  The analyzer measures a rate of change or endpoint in cloudiness depending on the test. The rate of change or endpoint is converted from calibration information coded in the analyzer and on the test cartridge, generating a test result.

Financial Analysis

The financial analyses presented here forth are based on the following assumptions

· A Series A funding of $1.5M (RMB ¥10,000,000)

· A Series B funding of $4M (RMB ¥27,500,000)
Table 1.  ASP & Sales Volume 
	 
	ASP
	Volume

	Year
	ASP Analyzer ($US)
	ASP Cartridge ($) 
	Analyzer unit
	Cartridge unit (in 1000's)

	FY1
	$0
	$1.20
	10
	1

	FY2
	$6,000
	$1.16
	100
	150

	FY3
	$7,000
	$1.11
	500
	1,250

	FY4
	$6,909
	$1.70
	1,100
	3,800

	FY5
	$6,952
	$1.79
	2,100
	9,400

	FY6
	$6,985
	$1.87
	3,350
	18,400


Table 2.  Revenue & Gross Margin

	Revenue (VT+HMT combined )

	Year
	Analyzer Rev
	Analyzer Rev%
	Cartridge Rev 
	Cartridge Rev%
	Revenue (pre-IP fee)
	IP fee (3%) 
	Revenue (net IP fee)

	FY1
	$0
	0.0%
	$0
	0.0%
	$0
	$0
	$0

	FY2
	$600,000
	77.5%
	$174,600
	22.5%
	$774,600
	$23,238
	$751,362

	FY3
	$3,500,000
	71.7%
	$1,382,250
	28.3%
	$4,882,250
	$146,468
	$4,735,783

	FY4
	$7,600,000
	54.1%
	$6,460,000
	45.9%
	$14,060,000
	$421,800
	$13,638,200

	FY5
	$14,600,000
	46.5%
	$16,779,000
	53.5%
	$31,379,000
	$941,370
	$30,437,630

	FY6
	$23,400,000
	40.4%
	$34,486,200
	59.6%
	$57,886,200
	$1,736,586
	$56,149,614
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Table 3.  Operating Cash Flow
	Quarter End Cash Flow
	Term Net
	45

	   Quarter 
	Cash Infusion
	Cash
	Cash+Account Receivable

	FY1 Q1
	$1,500,000
	$1,254,697
	$1,254,697

	FY1 Q2
	 
	$1,009,395
	$1,009,395

	FY1 Q3
	 
	$764,092
	$764,092

	FY1 Q4
	 
	$518,790
	$518,790

	FY2 Q1
	 
	$64,035
	$160,860

	FY2 Q2
	$4,000,000
	$3,706,104
	$3,802,929

	FY2 Q3
	 
	$3,348,174
	$3,444,999

	FY2 Q4
	 
	$2,990,244
	$3,087,069

	FY3 Q1
	 
	$2,350,307
	$2,960,588

	FY3 Q2
	 
	$2,223,826
	$2,834,107

	FY3 Q3
	 
	$2,097,345
	$2,707,627

	FY3 Q4
	 
	$1,970,865
	$2,581,146

	FY4 Q1
	 
	$963,235
	$2,720,735

	FY4 Q2
	 
	$1,713,105
	$3,470,605

	FY4 Q3
	 
	$2,462,975
	$4,220,475

	FY4 Q4
	 
	$3,212,845
	$4,970,345

	FY5 Q1
	 
	$2,857,135
	$6,779,510

	FY5 Q2
	 
	$4,666,300
	$8,588,675

	FY5 Q3
	 
	$6,475,465
	$10,397,840

	FY5 Q4
	 
	$8,284,630
	$12,207,005

	FY6 Q1
	 
	$10,093,795
	$14,016,170

	FY6 Q2
	 
	$11,902,960
	$15,825,335

	FY6 Q3
	 
	$13,712,125
	$17,634,500

	FY6 Q4
	 
	$15,521,290
	$19,443,665
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Table 4.  Gross and Net Operating Profit/Loss
	 
	Gross Profit
	 
	Net Profit
	 

	Year
	Gross Income (net IP fee)
	Gross Margin (net IP fee)
	Net Income (net IP fee)
	Net Margin (net IP fee)

	FY1
	$107,387
	na
	$981,210
	na

	FY2
	$392,394
	52.2%
	$1,454,959
	na

	FY3
	$2,609,033
	55.1%
	$652,390
	-13.8%

	FY4
	$8,482,880
	62.2%
	$2,577,680
	18.9%

	FY5
	$19,474,470
	64.0%
	$6,295,290
	20.7%

	FY6
	$36,898,854
	65.7%
	$12,586,650
	22.4%
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Table 5.  Headcount and Overhead Estimate (FY1 - FY3)
[image: image4.emf]All Regions
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CareX FTE

Sales/Marketing
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SW Engr 

Sales/Fiance

Admin

Operator

Technician

Subtotal

CareX FTE

Operator

Subtotal

Total HC

FY1 1 2 1 0 0 1 0 0 5 1 0 1 6

FY2 1 5 3 2 2 1 3 3 20 3 2 5 25

FY3 2 15 6 4 4 2 30 6 69 5 6 11 80



China  US

IDL DL


	 
	FY1
	FY2
	FY3

	staff payroll
	￥2,245,000
	￥6,020,000
	￥13,650,000

	bonus
	￥77,000
	￥238,500
	￥647,000

	housing fund*
	￥0
	￥0
	￥0

	recruitment & training
	￥50,000
	￥52,500
	￥55,125

	rent*
	￥0
	￥0
	￥0

	transportation
	￥100,000
	￥105,000
	￥110,250

	office/computer supplies
	￥50,000
	￥52,500
	￥55,125

	repair/maintenance
	￥50,000
	￥52,500
	￥55,125

	telephone/internet
	￥20,000
	￥21,000
	￥22,050

	travel/entertainment
	￥100,000
	￥200,000
	￥400,000

	permit/license
	￥0
	￥100,000
	￥200,000

	employee relation
	￥50,000
	￥52,500
	￥55,125

	marketing
	￥100,000
	￥200,000
	￥400,000

	legal fees
	￥100,000
	￥105,000
	￥110,250

	freight
	￥50,000
	￥52,500
	￥55,125

	insurance
	￥50,000
	￥52,500
	￥55,125

	consulting
	￥150,000
	￥157,500
	￥165,375

	other
	￥200,000
	￥220,000
	￥242,000

	subtotal (RMB)
	$3,392,000
	$7,682,000
	$16,277,675

	subtotal (US$)
	$498,824
	$1,129,706
	$2,393,776


* local government pledges to provide housing and rent for 3 years for China Operations through domestic incentive programs for hi-tech foreign investments.
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