	

	Credit-card-debt collection, health care, continuing education -- this year's roster of fast-growing small companies has learned to thrive in a grueling economy with a combination of risk-taking, smart strategies, and luck 


What does it take to build a thriving business in today's tough economy? The same qualities that have always been required: a willingness to take risks, a business plan that holds up in bad times as well as good, a strong vision, and of course, a big helping of luck. Our annual Hot Growth ranking of America's fastest-growing small companies shows that those qualities are as plentiful as ever.

Just look at Ronald M. Shaich. He co-founded Au Bon Pain, a chain of cafés, in 1981. But with the purchase of another little chain called Saint Louis Bread Co. in 1993, Shaich thought he could do even better. What struck him: Saint Louis Bread, like Starbucks Corp. in coffee or some of the specialty brewers in beer, seemed to satisfy consumers' desires for high-quality, unique products. "Customers are rejecting fast food. They want something better, something special," Shaich says. Before long, he made a big bet: He sold off the Au Bon Pain operations in 1999 to a private investment group, renamed his company Panera Bread Co., and focused on expanding the chain of bakery-cafés.

Shaich may just be on to something. Although the stock is off 6.4% since Jan. 1, to about $33, Panera is ringing up impressive numbers. Over the past three years, sales have climbed at an average annual rate of 19%, to $277.8 million last year, while profits climbed a heady 78% annually, to $21.8 million. Adams, Harkness & Hill Inc. analyst Scott Van Winkle says Panera, No. 52 on this year's Hot Growth list, has thrived in this tough economy by offering high-quality dining at fast-food prices: The average tab is under $7.

That ability to turn today's grueling business environment into an advantage characterizes many of the 2003 Hot Growth companies. Companies that offer their customers a better deal or a way to cope in a weak economic environment also have the edge. Steven D. Fredrickson, co-founder and CEO of Portfolio Recovery Associates Inc., certainly found his company in the sweet spot this year. That's because the Norfolk (Va.) company is the financial industry's equivalent of a scrap-metal dealer. After big credit-card issuers exhaust all efforts to collect on their most delinquent accounts, Portfolio Recovery swoops in and buys up the debt, often for only 2 cents to 3 cents on the dollar. Its collection agents then hit the phones, wheedling whatever they can from the deadbeats.

It doesn't have to be a lot. "We define [it as a] success if we can collect 6 cents on the dollar," says Fredrickson. Those pennies are adding up for investors: The stock has jumped 60% just since the beginning of 2003, closing recently around $30. And over the past three years, revenues have soared an average 67% annually, to $62.6 million, while profits have risen an average 113%, to $18 million. Performance like that helped Portfolio Recovery land the No. 17 spot in this year's Hot Growth ranking.

To find the companies that have a winning formula, BusinessWeek casts a wide net, looking at publicly held companies with revenues as low as $50 million and as high as $1.5 billion. Then we rank them based on sales and earnings growth as well as return on capital over a three-year period, to identify those hot performers that have some staying power. Each contender must have a market cap of at least $25 million, and its stock price must be at least $5 per share. We also eliminate companies with recent earnings declines or ones whose stock has underperformed the Standard & Poor's Industrial Composite Index. The top survivors make the Hot Growth 100.

As a group, our companies churned out average annual sales growth of 25.5% and average earnings growth of 44.4% over the past three years. Compare that with average sales growth of just 5.8% and a 24% drop in profits for the S&P industrials over the same period. The average return on capital for the Hot Growth 100 was just as impressive -- 14.9%, vs. 5.25% for the S&P industrials.

So what industries were big this year? Six education companies made the grade, with more workers trying to polish their résumés and upgrade skills in a tough labor market. Companies like No. 7 Apollo Group, No. 19 Career Education, and No. 25 Strayer Education cater to adults in search of better-paying jobs. "There is now an 85% to 90% income differential between those who have a college degree and those who don't," says Greg Cappelli, an analyst at Credit Suisse First Boston. "Yet 70 million working adults don't have a degree." And with the nation's traditional nonprofit universities raising tuition far above the inflation rate, it leaves plenty of room for these profit-making schools to boost prices.

Twenty-seven companies on this year's list are in the health-care industry. Many of them thrive by reducing costs of care, a strong selling point at a time when those costs keep rising. Odyssey HealthCare Inc., No. 3 on our list, provides hospice care to terminally ill patients -- a less costly and often more humane alternative to hospitals. And players like No. 15 Sicor, No. 22 Eon Labs, and No. 41 Mylan Laboratories are cashing in on the need to reduce health-care costs by supplying generic drugs -- cheaper versions of brand-name products. "Everyone is complaining about the cost of drugs," says Sicor Inc. CEO Marvin S. Samson. "We are in the right place at the right time."

Other health-care competitors are exploiting new technology before the heavy competition moves in. Biosite Inc., No. 47, has posted average annual profit growth of 113% over the past three years, thanks to its pioneering blood test for congestive heart failure. Meanwhile, No. 20 Varian Medical Systems Inc. sells systems for delivering targeted doses of radiation for cancer treatment. While the core technology to do this has been around for years, Varian created automated systems that make the therapy more precise. And Varian is already busy developing next-generation equipment so exacting that it can target a tumor even if its location shifts during a treatment session. Says CEO Richard M. Levy: "You can't stop developing in this kind of business."

Retailers always have a big presence on the Hot Growth list. In an environment that remains brutal for many department stores and big-box chains, our 19 pint-size sellers have distinguished themselves by carving out niches that can withstand a down economy. Our top Hot Growth Company, Aeropostale, is a teen retailer that sells value-priced apparel similar to the wares of higher-priced competitors like American Eagle Outfitters. No. 2 Chico's FAS Inc., which is making its fifth appearance on the list, has generated average annual sales growth of 50% over the past three years. Credit the chain's ability to sell stylish casual clothes that appeal to baby boomer women.

No. 6 Hot Topic Inc., a marketer of edgy teen fashion, stays in the game by catering to the adolescent appetite for the latest pop music styles. No. 12 Coach Inc. has a much older base of customers, but it managed to lure in a new generation of upscale buyers by revamping its staid image with fresh designs and carefully planned brand extensions. "[These retailers] have brands that are very consistent, and they know their niche really well," says Cynthia R. Cohen, president of retail consultant Strategic Mindshare.

Even among tech companies, which as a group remain mired in a slump, a select few have found a way to grow through innovation. Cognizant Technology Solutions Corp., No. 8 on the Hot Growth list, is prospering with products like the Web-based customer service site it set up for General Motors Corp. car owners in 2001. The site allows users access to information on topics such as warranties and service histories. The company keeps costs low by using just a handful of managers in Detroit and some 25 software developers in Bangalore, India. "We allow companies to substantially cut their costs and transform their systems to work better," says Kumar Mahadeva, Cognizant chairman and CEO.

Of course, technology that makes customers happy is always a winner. Internet survivor eBay Inc., No. 43, continues to grow by expanding the variety of products its merchants offer while simplifying the payment process. Last year it bought payment processor PayPal Inc., which allows buyers to pay eBay's merchants online.

Sometimes a company simply reinvents itself, building on a well-known brand to enter new markets. Take WD-40 Co. When Garry O. Ridge took over as CEO in 1997, he didn't want to be just a caretaker of the company's core product, a 50-year-old lubricant. So he made a series of acquisitions, adding products like 3-In-One drip oil and 2000 Flushes toilet bowl cleaner. They may not be sexy, but they've helped generate a 20% return on capital -- and earn the No. 46 spot in Hot Growth. "You need to have a great product, make the end user aware of it, and make it easy to buy," says Ridge.

Sounds simple. But the ability to execute is what makes these small players stand out. "Darwin said it is not the strongest or fastest that survive but those that can adapt quickly," says O. Thomas Barry III, chief investment officer at Bjurman, Barry & Associates and the manager of a small-cap fund there. In a sagging economy, that's a trait many bigger rivals surely envy. 

By Amy Barrett in Philadelphia, with Dean Foust in Atlanta and bureau reports

	For the Class of '01, a Run-In with Reality 

	


Back in 2001, if you were searching for a company on our Hot Growth ranking that had a good chance of maintaining its pace for several years, you might well have been drawn to one of the 35 technology companies. After all, demand for all those gadgets and systems was only beginning to ramp up, wasn't it? Well, it's no secret today that the ramp was a short one, leading to a brick wall. And that heavy weighting of technology stocks is the biggest reason that the Hot Growth companies of 2001, on the whole, have not fared well.

Every spring, BusinessWeek takes a look back at the Hot Growth list from two years earlier. That's enough time, we feel, to account for any short-term anomalies in a given business and to compare companies fairly with the broad-based market indexes. The report card for the Class of '01 is in, and it's not pretty. Of 100 companies, only 26 had positive total returns on their stock in the past two years. If you had bought one share in each Hot Growth company on Apr. 30, 2001, your stake would be worth 22.4% less today. Larger companies generally did better: The group managed a 0.3% gain on a market-weighted basis. That compares with an 18.8% fall in weighted return for the small-cap Russell 2000 index and a 26.8% drop for the Standard & Poor's 500-stock index.

There were some strong performers on the 2001 list -- just not nearly enough of them to overcome the contracting tech sector. Six of the 10 worst-performing companies were in info tech. The No. 1 Hot Growth outfit in 2001, Optical Communication Products Inc., is now the biggest loser. Its total return was a humbling -88.8%. The Chatsworth (Calif.) company makes components for fiber-optic networks, a business devastated by overcapacity. "Our customers are the equipment companies, like Cisco, Nortel, and Lucent," says Optical's Chief Financial Officer Susie F. Nemeti. "When their customers [phone companies and data networks] reduced capital spending, they got hit, and it trickled down to us."

Of course, not all the losers were in tech. Skechers USA Inc., the maker of casual shoes, was a big winner in 2000. Soaring sales of its Energy line of athletic footwear helped the stock price more than double. That translated into the No. 9 ranking on our '01 Hot Growth list. But there was no follow-up, and Skechers suffered, with its total return off 81.2% since Apr. 30, 2001. CEO Robert Greenberg is now dealing with shareholder lawsuits concerning an unexpected drop in earnings after Skechers changed its distribution system overseas. The company declined to comment.

But when a growth star builds on its initial success, the results can be spectacular. Forest Laboratories Inc., based in New York, was once a pedestrian maker of generic drugs. Then came its first big antidepressant, Celexa, in 1998 -- a blockbuster that delivered sales of $1.1 billion in 2002. And last fall, Forest launched Lexapro, which is faster-acting and has fewer side effects. Those two drugs have helped Forest achieve two-year total returns of 69.2%. From 2001, profits soared 189%, to $622 million, and revenues rose 87.9%, to $2.2 billion. That propelled Forest from the Hot Growth list into the No. 1 spot on the BusinessWeek 50 this year, our annual ranking of the best-performing large companies.

As the saying goes, past performance is no guarantee of future success. But somewhere among this year's 100 up-and-comers, there may be another outfit ready to make that leap. 

By Robert McNatt in New York
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	Teaching an Old Bag Some New Tricks 

	Coach, purveyor of once-stodgy purses, is building a hip young customer base with its new designs 


Lew Frankfort is the sort of guy who gets emotional about handbags. The 57-year-old chairman and CEO of Coach Inc. points to a straw-and-leather basket in his Manhattan office and insists: "These bags are art!" The baby-blue Hamptons Weekend tote, which also comes in red, white, or black, is such a hit that he wants to make the style a fixture in next year's collection as well. And he's moved by how keenly people want Coach products. One woman he met in Japan, he says, waited more than six hours in line to get into Coach's new flagship store in Tokyo.

You couldn't say that seven years ago. Back then, customers were starting to tire of Coach's thick leather bags -- sturdy and conservative and with all the sex appeal of a catcher's mitt. With kate spade and other high-fashion competitors gaining popularity, the cachet of Coach was waning. But thanks to a design renaissance led by President and Executive Creative Director Reed Krakoff, 39, who came aboard in 1996, Coach's high-end merchandise is once again au courant. Its bags, which can sell for more than $200, boast a range of new shapes, fabrics, and leather. Frankfort and his team also have extended the brand into watches, hats, shoes, sunglasses, coats, and even straw beach mats with the signature "C" in leather. And as competition has heated up in the midmarket category, Coach is gaining share by offering consumers an alluring combination of style and durability. As Paula Kalandiak, a research analyst with Wells Fargo Securities LLC, contends, "the quality for the dollar spent is unparalleled."

Just as important, the financials now look as spiffy as the merchandise. Coach was spun off from Sara Lee Corp. in an initial public offering in 2000, when that conglomerate decided the handbag maker was not a core business. Now Coach has risen to No. 12 on this year's Hot Growth list thanks to strong gains across the board. Annual sales over the past three years have increased an average of 12%, to $893.1 million. Earnings rose an average annual 72%, to $134.1 million, thanks largely to outsourcing (Coach no longer manufactures its own products), improved operating efficiencies, and better terms with suppliers. And Coach's stock price is up 46% in the past year.

Frankfort credits Krakoff with finding a way to blend what he terms "logic and magic" to woo hip young buyers without alienating Coach's older consumers. Krakoff, a former design guru at Tommy Hilfiger USA Inc., was en route to Milan when he stopped by to check out a job with Frankfort in 1996. After a one-hour meeting, Frankfort canceled his appointments for the rest of the day to keep talking with the man who would become his new partner. Krakoff showed Frankfort a deep appreciation for both the shortcomings and the strengths of the leather-goods maker in that meeting, describing the Coach brand as "amazingly consistent, narrow, and deep." Both men agreed, however, that it was time to move Coach to the next level.

The following July, Coach unveiled the Ergo collection, which focused on a new, rounded shape for bags. By 1998, it moved into a mixture of leather and fabrics. Gone were the disconcerting ads that featured bag-toting descendants of icons like George Washington. "They seemed more standoffish and arrogant; more the exclusive domain of the rich," says retail consultant Kurt Barnard. Instead, the company used "living legends" such as Candice Bergen and John Irving to hawk its products and attract the younger buyers Coach yearned for. Today, the transition is complete: Current ads feature models toting Coach's cool products.

The strategy is working. While the average Coach consumer is still around 40, the lucrative 18-24 market now accounts for 11% of its U.S. sales, up from 5% in 1996. Getting them young is crucial to building brand loyalty, Frankfort says. Analysts note that the company is attracting more first-time buyers to its 150 Coach retail stores, while its core constituency continues to buy. And sales in Japan, where Coach struck a joint venture with Sumitomo Corp. in 2001, are also booming and could total 20% of revenues this year.

The line is so hot, in fact, that Coach might be tempted to slap that "C" on just about anything. And that could be its downfall. Designer Danny Seo wonders whether Coach is becoming too accessible and overexposed. "Every woman doesn't want to have a 'C' logo bag if everyone else does," he argues.

But Krakoff wants to grow without brand extensions that go too far. He doesn't envision, for example, Coach bed linens. "I don't see us in the home business," he says. Instead, he wants to create more accessories and revisit old classics like the duffel bag, but with new fabrics or some other twist.

Coach's transformation is already so entrenched that some younger customers can't quite believe they're buying a brand that has been around since 1941. "It looks pretty trendy for something that old," says Susanna Liu, a 27-year-old marketing executive, while shopping in the company's flagship store on New York's Madison Avenue. As long as it keeps shoppers coming in the door, Coach is happy to live with the contradiction. 

By Diane Brady in New York

	Ringing Off the Hook in China 

	Sci-fi technology? Nope. UTStarcom's ultracheap wireless service makes use of existing networks 


Taiwan-born, Berkeley-educated Hong Liang Lu admits to having had negative stereotypes of mainland China before he first visited there in 1990. "As a kid, I was brainwashed by Chiang Kai-Shek," he says. But rather than a dour land of communist automatons, he found a vibrant populace badly in need of decent phones. Then, as now, less than 10% of the Chinese had a land line, and service was so poor that Lu would have to pick up the phone dozens of times before he got a dial tone. "Before that trip, I hadn't really thought about doing business in China," he says. "Afterward, I felt it made no sense to do business anywhere else."

That was the first of two big decisions that have helped make Lu's UTStarcom Inc. perhaps the world's hottest telecom-gear supplier. The second was taking a chance on a technology called Personal Access System (PAS), which was developed in Japan but never caught on there. PAS uses phones that offer wireless calling. But unlike cellular systems, PAS allows users to send and receive calls only from a limited area and doesn't offer roaming. By combining UTStarcom gear with existing infrastructure, phone companies can deploy PAS for just $100 per subscriber, roughly half the price of cellular systems.

The combination of an underserved market and an inexpensive product that meets its needs has made PAS-based services -- marketed in much of China as "Little Smart" -- a runaway hit. The big Chinese phone companies, including China Telecommunications Corp., have signed contracts with UTStarcom worth more than $1 billion in the past year. As a result, Alameda (Calif.)-based UTStarcom is prospering like it's 1999. It has blown past Wall Street's expectations in each of the 12 quarters since its initial public offering in March, 2000, and it has upped guidance on revenues twice this year already. In the first quarter, sales soared 80%, to $330.5 million, and profits more than doubled, to $37.3 million. For the year, profits are expected to reach $168.7 million on sales of $1.7 billion, according to brokerage Pacific Growth Equities. "Our biggest problem is keeping up with demand," says Lu. So far this year, the stock price has risen 45%, to about $29.

Lu's approach stands in stark contrast to that of many of his beleaguered telecom rivals. While others set off to build gee-whiz technology for the great broadband future, Lu focused on existing customer needs. The former Kyocera Corp. exec raised $220 million before the IPO -- $166 million of that from Softbank Corp., whose CEO, Masayoshi Son, worked with Lu in an Oakland (Calif.) ice-cream parlor during college. Today, Softbank owns 23% of UTStarcom, partly because Western venture capitalists weren't interested in an outfit selling a once-failed, low-end technology to China's masses.

The big Chinese phone companies were also lukewarm at first. Throughout much of the 1990s, Lucent Technologies was their main provider of telecom gear. "[Lucent] could go in with a private jet and see the President of China," says Lu. "We were nobody." Lu was relegated to cold-calling telecom officials in China's hinterland. But sales began to mount in 1998, after UTStarcom began pitching PAS as a cellular alternative. With no charge for incoming calls and with outgoing ones costing just a quarter of the cellular rate, sales took off, particularly among blue-collar folks who didn't travel much and didn't need roaming. Today, there are 12 million PAS subscribers in China. Given that PAS was recently O.K.'d in Beijing and Chongqing, there will no doubt be millions more soon. Lu has also inked deals in Vietnam, Panama, and India -- which has 1.1 billion people but only 35 million phones. "It's a market that's going to explode," says Lu.

That's not to say there aren't risks. SARS is a serious threat to China's economy and could put the brakes on sales. And cellular rivals are moving to lower their prices, which could boost competition. Still, 48-year-old Lu has proved his ability to make the best of bad situations. Now, his efforts are being noticed by suitors. "The rumor is that he has been told: 'You tell us the price, and we'll pay it,"' says JMP Securities analyst Sam Wilson.

And Lu says he was shocked when more than 100 Wall Street analysts showed up for a company briefing on May 21. When he started out, Lu could barely get his calls returned. Now, it seems as if the whole world is on the line. 

By Peter Burrows in San Mateo, Calif., with Dexter Roberts in Beijing
	Hotter than a Pair of Vinyl Jeans 

	Teens are snapping up Hot Topic stores' rock-band t-shirts, Kermit underwear, and other trendy rags 


Jackie Harrold, 17, is totally stoked. At the Hot Topic store in West Covina, Calif., she's about to buy a poster of the band AFI for her boyfriend and a pair of shoelaces featuring the 1980s cartoon Rainbow Brite for herself. As punk music blares from store speakers, Harrold browses shelves stuffed with Kermit the Frog underwear, studded leather belts, and long vinyl coats like the ones in the movie The Matrix: Reloaded/Revolutions. "It's rare to find any store where you can get these kind of items," she says.

Hot Topic's growing reputation as the go-to source for everything teen propelled it into the No. 6 spot on this year's Hot Growth list. Founded as a single store in 1989 by Orv Madden, who retired two years ago, Hot Topic Inc. now has 450 stores in malls across the country and is run by retail veteran Elizabeth M. "Betsy" McLaughlin, 41. In 2001, it launched a new chain, Torrid, which caters to plus-size teen girls. Revenues rose an average 37% annually over the past three years, to $443.3 million, with profit growth up an average 35% a year, to $34.6 million. And while mall traffic has slowed for many retailers, Hot Topic keeps pulling them in, thanks to the teen grapevine: Same-store sales rose 9% in April.

The company, based in City of Industry, outside Los Angeles, prides itself on quickly stocking what its customers crave: hard-to-find fashions coming out of pop culture. "If Gwen Stefani of [the band] No Doubt is wearing plaid pants, then we have plaid pants in the stores," says CEO McLaughlin, who joined Hot Topic as vice-president of store operations in 1993 after stints at department-store chain Broadway Stores and mall clothier Millers Outpost. McLaughlin reads the more than 1,000 comment cards and e-mails that kids send in each month and answers some personally: "They thank me and call me 'dude."' While Hot Topic's teen clerks tune in to MTV to spot new trends, McLaughlin frequents rock concerts to the same end. Just this year, she has seen Linkin Park, AFI, and The All-American Rejects.

When teen taste suddenly changes, as it inevitably does, Hot Topic moves fast. Customers recently started raving about the Rejects, an up-and-coming rock band from Stillwater, Okla. Hot Topic's buyers got hold of t-shirts with the band's logo, tested them in a few stores, and rolled them out nationwide within eight weeks. To understand how fast that is, consider that Gap Inc. takes an average of nine months to bring a new product from conception to store shelves, says Anne-Marie Peterson, an analyst for Thomas Weisel Partners LLC. This year, she estimates, Hot Topic will earn $42.9 million on $545.8 million in sales. "It's a very nimble company," says Peterson.

Some of that growth will come from Torrid, which was started after Hot Topic got a flood of requests for larger sizes. "We tested a size-15 pair of vinyl jeans," McLaughlin says. "Customers asked for more. And they wanted a store of their own." There are 37 Torrid stores, with another 15 openings planned this year.

Still, Hot Topic could easily fall victim to its own success. It could grow so large that it becomes just the sort of company kids find uncool. Analysts say that is the biggest risk for any company catering to teens. On the other hand, any company that can get $18 for an Insane Clown Posse hat probably already has a pretty good idea of what the kids want. 

By Arlene Weintraub in Los Angeles

	Working for Working Adults 

	Apollo Group's University of Phoenix shows that colleges for older students are a good business 


As an entrepreneur, John G. Sperling was a late bloomer. A PhD who had spent most of his career teaching at San Jose State University, he didn't launch Apollo Group Inc. -- parent of the University of Phoenix, the nation's largest private university -- until 1976, when he was 55. But what Sperling lacked in precociousness he more than made up for in ambition: His goal was nothing less than to turn conventional higher education on its head.

Rather than catering to 18- to 22-year-olds looking to find themselves, Sperling focused on the then-neglected market of working adults. And he recruited working professionals as teachers, rather than tenured professors. Although UOP and its online campus, University of Phoenix Online, have more than 9,000 faculty, only about 250 are full-time. Most radical of all, while nearly all other universities are nonprofits, Sperling ran his university to make money. Those ideas sparked overwhelming resistance from the education establishment, which branded UOP a "diploma mill." The result? "We faced failure every day for the first 10 years," says Chairman Sperling, now 82.

But these days Apollo has been soaring, all the way to the No. 7 spot on Hot Growth. The Phoenix-based company, whose day-to-day operations are run by CEO Todd S. Nelson, 44, generated average annual revenue growth of 27% over the past three years, to $1.2 billion. Profits rose 41% per year, to $202.5 million. And with a price-earnings ratio of 56, Apollo has one of the richest multiples on our list.

Tuition at Apollo averages only $10,000 a year, 55% of what a typical private college charges. A key factor, says Sperling, is that universities for the young require student unions, sports teams, student societies, and so on. The average age of a UOP student is 35, so UOP doesn't have those expenses. It also saves by holding classes in leased office spaces around the country. And 50,000 of its 157,800 students study at University of Phoenix Online.

Sperling is still agitating against the establishment. His latest target: textbooks. "Our goal is to move all of our texts and materials into electronic format," he says. Some 30,000 Apollo students use digital materials. By next March it should be everyone. Who says old professors can't teach new tricks? 

By William C. Symonds in Boston

	Zimmer: Growing Older Gracefully 

	As more baby boomers need hip replacements, the company's joints will be hot sellers 


Zimmer Holdings Inc. owes its industry-leading performance to a lineup of hot-selling products and an outsider CEO who brought with him a knack for marketing. But what may keep Zimmer on the fast track is something that began more than 50 years ago: the baby boom.

That's because Zimmer makes artificial joints, something many of these middle-aged folks will soon need. On average, people are 67 years old when their knees or hips give out and they get a replacement. But that age has been drifting lower as implant surgery becomes more common. Meanwhile, the oldest members of the post-World War II generation are now turning 57. So within the next decade -- and on till at least 2025 -- Zimmer's potential market will be swelled by the biggest generation in American history. "It's simple math," says J. Raymond Elliott, Zimmer's chairman and chief executive. "Our best years are still in front of us."

The past three years haven't been so bad, either. Zimmer's sales rose by 14% per year, on average, to $1.4 billion, while profits climbed 16% a year, to $283.4 million. That pushed the Warsaw (Ind.) company to No. 26 on the Hot Growth ranking. With surgeons and patients willing to pay $5,000 or more for top-quality replacement joints, Zimmer's gross margin is 75%. That helped boost its average return on invested capital over the past three years to 63.6% -- the best in this year's class.

Elliott isn't banking on demographics alone for growth. By pumping up research and development, Zimmer is introducing 10 times as many products as it did a decade ago. One big hit: a premium-priced hip that should last 20 years, twice the life span of previous prostheses. Zimmer also just opened its own teaching institute to train surgeons in new implant techniques -- while also marketing its catalog and services to them. Then, on May 20, Elliott made a hostile bid valued at $3.1 billion in cash and stock for Centerpulse, which would get Zimmer into the spinal-products market, the fastest-growing segment in orthopedics.

Spun off in July, 2001, from ailing pharmaceutical giant Bristol-Myers Squibb Co., Zimmer has the financial muscle to go shopping. Cash flow has been so strong that the company says it could pay down any takeover debt from a Centerpulse deal by 2006. And with the share price up 62% since it went public, Zimmer has an outsize market cap of $9.1 billion. Suey S. Wong of Robert W. Baird & Co. in Milwaukee predicts Zimmer's 2003 net income will surge 26%, to $325 million, with sales climbing 16%, to $1.6 billion, excluding Centerpulse.

Zimmer owes its Hot Growth status to Elliott. The 53-year-old Ontario native started with American Hospital Supply Corp. and over 15 years worked his way up from sales and marketing to become president of its Far East operations, based in Tokyo. In 1986, he returned to Canada, where his work included a gig with brewer John Labatt Ltd. He then came back to the U.S. and did a series of turnarounds through his own mergers-and-acquisitions firm before Bristol-Myers recruited him in 1997 to revive its prosthesis unit.

Elliott remembers telling his new bosses they had two options: build Zimmer into a core business through acquisitions or cut it loose. Either way, Bristol-Myers had to stop diverting Zimmer's plentiful cash into its pharmaceutical operations. Bristol chose to divest. By then, Zimmer was beginning to take market share from its big rivals, Stryker, Biomet, and Johnson & Johnson's DePuy subsidiary. Elliott's timing was fortunate, as Bristol was beginning its slow and painful decline. "Elliott talks a big game," notes analyst Gregory J. Simpson of A.G. Edwards & Sons Inc. in St. Louis. "But he not only puts up; he exceeds his numbers."

Zimmer's latest endeavor -- minimally invasive surgery -- should help the company maintain its growth pace. At places like Rush-Presbyterian-St. Luke's Medical Center in Chicago, surgeons working with Zimmer now replace hips on an outpatient basis, avoiding hospital stays. That, along with Zimmer's longer-lasting joints, could persuade more people to get an implant -- while lowering the tab for health insurers. [image: image2.png]The Winners by
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Zimmer has proved itself in the short run. Now it looks as if the company has legs for the long haul, too. 

HOT GROWTH COMPANIES
Hot Growth 2003 Scoreboard
To win a position in this table, a company must excel in three ways. The selection process begins by ranking companies according to their three-year results in sales growth, earnings growth, and return on invested capital. The ranks in the table are calculated from these numbers. A company's composite rank is the sum of 0.5 times its rank in return on total capital plus 0.25 times each of its growth ranks. 

Click column heading once to reorder from highest to lowest. Click twice to reorder from lowest to highest.
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	1
	AEROPOSTALE
	550.9 
	31.3 
	52.3 
	64.8 
	31.5 
	30 
	- 5 
	19 
	24 
	671 
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	2
	CHICO'S FAS

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	531.1 
	66.8 
	50.2 
	61.3 
	29.2 
	24 
	- 13 
	21 
	27 
	1,791 
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	3
	ODYSSEY HEALTHCARE
	214.4 
	24.3 
	60.3 
	161.5 
	18.5 
	29 
	- 14 
	29 
	29 
	675 
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	4
	CORINTHIAN COLLEGES

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	472.9 
	60.0 
	37.1 
	80.1 
	23.2 
	48 
	- 24 
	46 
	35 
	2,018 
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	5
	SHUFFLE MASTER
	58.4 
	14.8 
	24.6 
	55.1 
	28.7 
	25 
	- 14 
	24 
	29 
	403 
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	6
	HOT TOPIC
	443.3 
	34.6 
	37.2 
	35.4 
	22.0 
	28 
	- 15 
	25 
	24 
	781 
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	7
	APOLLO GROUP

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	1,162.7 
	202.5 
	26.5 
	40.9 
	24.2 
	57 
	- 31 
	56 
	53 
	9,884 
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	8
	COGNIZANT TECHNOLOGY SOLUTIONS

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	257.1 
	37.6 
	36.3 
	43.3 
	19.2 
	26 
	- 13 
	18 
	32 
	1,129 

	[image: image27]

	9
	FACTSET RESEARCH SYSTEMS
	217.9 
	45.2 
	26.2 
	30.3 
	23.9 
	36 
	- 21 
	36 
	28 
	1,198 
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	10
	COLUMBIA SPORTSWEAR

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	841.9 
	108.5 
	20.8 
	46.5 
	21.8 
	49 
	- 27 
	46 
	17 
	1,841 
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	11
	EMERSON RADIO
	352.7 
	20.2 
	15.7 
	74.9 
	21.6 
	8 
	- 1 
	7 
	10 
	180 

	[image: image31]

	12
	COACH
	893.1 
	134.1 
	12.3 
	71.8 
	30.3 
	46 
	- 17 
	46 
	31 
	4,096 
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	13
	CORPORATE EXECUTIVE BOARD

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	172.6 
	32.0 
	32.1 
	32.1 
	17.2 
	41 
	- 24 
	39 
	46 
	1,450 
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	14
	DICK'S SPORTING GOODS
	1,272.6 
	38.3 
	20.4 
	38.5 
	19.1 
	31 
	- 12 
	29 
	13 
	583 
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	15
	SICOR

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	474.9 
	131.6 
	25.8 
	120.6 
	14.2 
	20 
	- 13 
	19 
	17 
	2,221 
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	16
	BALCHEM
	60.6 
	7.7 
	27.8 
	34.1 
	16.4 
	25 
	- 17 
	23 
	15 
	111 

	[image: image38]

	17
	PORTFOLIO RECOVERY ASSOCIATES
	62.6 
	18.0 
	66.7 
	113.3 
	12.5 
	28 
	- 15 
	26 
	18 
	351 
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	18
	POLYMEDICA

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	334.6 
	37.9 
	28.6 
	28.8 
	17.0 
	40 
	- 21 
	34 
	11 
	417 
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	19
	CAREER EDUCATION

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	849.3 
	74.3 
	54.2 
	82.3 
	12.4 
	62 
	- 33 
	61 
	39 
	2,798 

	[image: image43]

	20
	VARIAN MEDICAL SYSTEMS
	950.3 
	111.8 
	13.8 
	112.7 
	16.3 
	55 
	- 32 
	53 
	33 
	3,591 

	[image: image44]

	21
	ITT EDUCATIONAL SERVICES

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	479.8 
	46.1 
	14.1 
	21.8 
	41.6 
	32 
	- 14 
	29 
	29 
	1,293 
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	22
	EON LABS
	266.9 
	52.0 
	42.9 
	98.4 
	11.9 
	33 
	- 13 
	31 
	26 
	1,348 

	[image: image47]

	23
	YANKEE CANDLE
	453.7 
	65.5 
	19.3 
	20.5 
	21.3 
	28 
	- 14 
	21 
	18 
	1,163 
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	24
	ENGINEERED SUPPORT SYSTEMS

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	438.3 
	30.2 
	32.2 
	54.5 
	13.0 
	41 
	- 28 
	36 
	20 
	578 
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	25
	STRAYER EDUCATION

 INCLUDEPICTURE "http://bwnt.businessweek.com/hot_growth/reddot.gif" \* MERGEFORMATINET 

	123.7 
	27.2 
	18.7 
	9.6 
	25.4 
	66 
	- 47 
	64 
	34 
	679 
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A [image: image53.png]


indicates that a company also appeared in last year's rankings (June 10, 2002).

SALES and EARNINGS are the latest figures available through the most recent 12 months. Earnings include net income from continuing operations before gains or losses from extraordinary items.

INCREASES in SALES and PROFITS are calculated using the least-squares method. If results for the earliest year are negative, the average is for two years.

RETURN ON CAPITAL is earnings plus minority interests and tax-adjusted interest expense expressed as a percent of total debt and equity. For ranking purposes, the maximum allowable annual return on invested capital is 100%. If companies have made substantial accounting restatements, long-term returns may be averaged for two years instead of three years.

Time periods vary according to the month of a company's fiscal yearend. Profitability and growth are calculated based on the most recently available data.

STOCK PRICE data are as of May 9, 2003.



