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Sector: Healthcare

Industry: Home Health Care
Current Price: $54.53

Target Price: $66.59

Amedisys, Inc., together with its subsidiaries, provides healthcare services in the United States. It operates

through three segments: Home Health, Hospice, and Personal Care. The Home Health segment offers a range of

services in the homes of individuals for the recovery of patients from surgery, chronic disability, or terminal

illness, as well as prevents avoidable hospital readmissions through its skilled nurses, physical and speech

therapists, occupational therapists, and aides for its patients to complete their important personal tasks. The

Hospice segment offers care that is designed to provide comfort and support for those who are dealing with a

terminal illness, including heart disease, pulmonary disease, Alzheimer’s, HIV/AIDS, and cancer. The Personal Care

segment provides assistance for patients with the activities of daily living.

BUY

Current Price: $54.53
Target Price: $66.59
Market Cap: 1.81B
Beta: 1.31

Cash EBITDA Margin: 5.61%
TTM Revenue Growth: 12.25%
Average Volume: 384.55K

Thesis: Amedisys provides high quality home
health, hospice, and personal care services to clients
all around the country. With 88% of plans operating
at 4.0+ CMS Star Rating, and continued
improvements to operating cost controls, AMED is
in a position to take advantage of the industry
growth that is expected for health care services.
Share price has been beaten down by concerns over
CMS’ Home Health Groupings Model, but the plan
has been dropped, and AMED should be able to see
considerable growth going forward.

Catalysts:
e Continued improvements to quality and
efficiency):

e The ability to generate steady profitable
growth following industry trends through
2025. Adding industry experts and leading
employees to their business development
team.

e Identifying synergies of Personal Care
Segment and tradition Home Care/ Hospice
Segments. Expansion of Personal Care
Segment.
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Earnings Performance:

Opver the last four quarters, AMED has been able to beat
expected EBITDA. This has come through
improvements in operational efficiency and cost cutting.
Management expects to see further improvements in
these areas that will help increase margins. Despite their
margin improvements, AMED has been unable to meet

expectations for revenue in the past four quarters.

A main focus of the past two calls have been their efforts

to build and maintain their business development team.

They have had issues in the past maintaining these key

employees, but are now making an effort to attract top industry talent and retain them. This is important for
their long term success. Amedisys has the clinical services to satisfy customer needs, so a stronger business
development team will be able to help maximize the potential of these quality services.

Guidance Revenue Estimate Revenue Actual Revenue

Industry Outlook:

Both the home health and hospice care industries will see considerable growth moving forward. A major driver
of this industry growth is the aging population. The average age of an Amedisys customer is 81 years old, the
market for their services will be increasing by an estimated 7.8% each year through 2025. Since 2011, the baby
boomers generation has seen about 10,000 individuals turn 65 years old each day. By the time that their
generation will be past retirement age, it is estimated that 18% of the total population will be above 65. This is
a significant increase from the roughly 14% of the population this age group represents today. The Centers for
Medicare and Medicaid Services (CMS) estimate that there will be 81 million beneficiaries by 2030 (Source: The
Fiscal Times). These industry trends signal that there will be plenty of growth opportunities for companies like
AMED that provide quality service to their clients.
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U.S. home healthcare market, by services, 2014 - 2025 (USD Billion)
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The aging population is promising for Amedisys because their services are cost efficient methods of providing
care to members. Grand View Research indicates that “treatment cost for acute care hospital is around $3250
per day” There are clear cost saving opportunities as the home care equivalent costs an average of $50 per day.
It is also estimated that the average charge per day for hospital inpatient care is over $3000, and this is compared
to nursing facilities at $450 and home hospice care at an average of $120 per day. The services that Amedisys
provides will be utilized to responsibly manage the growing spend on health care in the coming years.

Another industry trend that is important for AMED, is that the average base episode payment has been
increasing each year. An episode is a 60 day period of time where care is given, after the patient is reevaluated,
another 60 day episode will begin and will be billed for. This is how AMED generates revenue from Medicare,
as the rates they charge are adjusted prices from these base payments.

Base episode
Period payment
January 1, 2014 through December 31,2014 ... .. .. .. ... $2.869
January 1, 2015 through December 31,2015 .. ... i $2.961
January 1, 2016 through December 31,2016 ........ ... .. i, $2.965
January 1, 2017 through December 31, 2017 .. ... i iiiaans $2.990

Another important industry factor that is important to discuss is that the Home Health Grouping Model plan
has been pulled. This was a proposal from CMS to change the pricing model of Home Health services, and the
potential passing of this weighed heavily on the share prices of AMED. As of November, this plan has been
pulled, and AMED can continue with their current pricing model. With less uncertainty over the future cash
flows of Home Health companies, the markets should be able to fairly price these companies.
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Segment Analysis:

Amedisys Operates with 3 segments. Their home health segment accounts for about 76% of their total
revenue in 2016. Their Hospice segment generates about 22% of their total revenue. Both of these segments
generate their revenues from Medicare and Non-Medicare health plans. The EBITDA margin for the Home
Health Segment is 12%. In the most recent quarter, Hospice EBITDA margin was 29.5%. Payment for the
home health services is broken up into 60 day periods called episodes. Historically, 78 to 82% of the revenues
for these segments come from Medicare. Amedisys has been able to grow their higher margin hospice
segment faster than their larger home health segment. Hospice has grown at 13.53% over 2016, and Home
Health has grown at 7.94% in the same time span.

HOSPICE
$ in Millions Q16 )
Medicare . 2039 1979 Medicare 77.0 914
Non-Medicare 65.0 781 Non-Medicare 50 a1
Home Health Revenue $268.9 $276.0 Hospice Revenue $82.0 $96.5
Gross Margin % 30.6% 30.1% Gross Margin % Bo%  505%
4 . o
Segment EBITDA @ 39 332 @
11.9% 12.0% Segment EBITDA 2:19? 289?
0. 205

Both of these segments offer lower cost solutions than their inpatient counter parts. Home Health and
Hospice services will be vital components of managing the growing health care spend.

The third segment that they operate is the new Personal Care segment. This was built around 2 acquisitions in
2016, and they currently operate 14 centers in Massachusetts. As they look for opportunities to grow this
business through acquisitions, they see potential synergies with their other segments. This segment has clients
that consist of health plans and insurers, it does not receive Medicare income. In the current state, this is a
low margin segment. Operating Margin in 2016 was around 4%. Management has indicated that they would

like to pursue growth opportunities in each of these categories through M&A activity if the deals make sense
for the company.

Competitor Analysis:

The competitors below represent home health, post-acute care, and hospice care companies. Their operations
are comparable to the operations of Amedisys. Amedisys has performed in line with their competition for
revenue growth. They have also been able to increase their EBITDA margin at a rate faster than their
competition. Despite EBITDA improvements, they still operate slightly below the median margin for their
comparable firms. As management implements plans to increase their operation efficiency, they should be
able to increase their margins even more to reach the industry standards. Amedisys has seen a year-over-year
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1% decrease in cost per visit for their Home Health segment. To compliment this, Cost per day of Hospice
Service is down 1% over the same time period as well. Being able to achieve or exceed the industry average
margins while providing the quality service that Amedisys does will allow AMED to maximize their profits on

the projected industry growth.

Name Mkt Cap EBITDA fo Net Trailing 12M EBITDA Rev - 1 Yr Gr:Q Rev - 1 Yr Gr:Y
Sales:Q - 1 Yr Growth

ledian 1.47B
EDISYS INC
ST FAMILY INC
IDENCE SERVICE CORP

717.37M
3.84B
4.74B
ELADOC INC 1.988

Quality Scores and Operational Improvements:

The Jan 2018 preview of CMS Stars Scores has 88% of AMED Plans at 4.0+ Stars. This means that they will
be eligible for bonus revenue in the next year from Medicare in 88% of their plans. Being able to provide
service at the 4.0+ level is key in driving revenue growth from Medicare customers. The large proportion of
quality programs at Amedisys also indicates that they have the services developed that will allow them to take
advantage of the industry growth rate that is expected.

Amedisys has developed and implemented a care platform called Homecare Homebase (HCHB). HCHB has
now been implemented at all of AMED?’s care centers for hospice and home health. This is a leading platform
that will help the company gain operating efficiencies as it is developed further.

One simple, scalable E——
solution for home g

health and hospice

Medical Records

What If Analysis:

Bull Case: In this scenario, the revenue assumptions were increased by .5% each year. In addition to these
changes, operating costs decreased an additional percent to 89% over time. This indicates that they will have
slightly higher growth prospects and will be able to exceed the comparable margins. In this scenario the price
target is $74.37 and a 1 year return of 36.38%
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Bear Case: In this scenario the base revenue assumptions were decreased by 1% each year. In addition to this,
the operating costs remained the same at 91% over the forecast period. In this scenario, the one year target is
$55.47 and the return is 1.72%.

Conclusion:

Amedisys is a company that provides top quality service for home care and hospice care clients. These are
two industries that will see considerable growth in the future, and Amedisys has been able to position
themselves to take advantage of the growth. By developing an efficient care model to match their high quality
service, Amedisys will be able to see profitable growth going forward. They have an opportunity to develop a
third segment that will be synergistic with their core developed segments. In addition to those opportunities,
the hiring and retention of top class employees will supplement the growth to maximize the potential of their
services. Amedisys is a buy opportunity.
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