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Sector: Healthcare

Industry: Healthcare Equipment and Services
Current Price: $83.60

Target Price: $119.15

HealthEquity is a cloud based solution for tax-advantaged HSAs, comparing treatment options and
pricing, evaluating and paying healthcare bills, receiving personalized benefit and clinical
information, earning wellness incentives, and making educated investment choices to grow tax-

advantaged healthcare savings.
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Market Cap: 5B

NI Margin: 19.5%

ROE: 16.86

Kd: 3%

WACC: 8.74

SI Ratio: 4.99

Avg. Volume: 641k

Thesis: HQY was a victim of the recent sell off
and has already started to rebound. The HSA
market will continue to grow at a rapid pace, and
HQY is poised to take advantage. Recent legislation
that will expand HAS use, have passed through the
house and should pass through the senate. Recent
and future interest rate hikes will have a positive
long-term effect on custodial revenue streams.
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Catalysts:
e Short Term: Market Correction Rebound
e Mid Term: Changes in Legislation
e Long Term: Interest Rate Hikes

HealthEquity has proven its capacity to generate revenue and in the past, with continual increases in margin. The
growth should continue, based on the factors discussed below.
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[l Market Capitalization 1,138.2 1,244.0 2,753.6 5,215.0
lul - Cash & Equivalents . 111.0 123. 180.4 . 330.3
|il + Preferred & Other i X | . 0.0
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Gross Profit, Adj 32.8 48.0 72.6 34.9 168.4
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HSA Growth:

According to the CMS Nation Health Expenditure Projections 2017-2016, “Under current law, national health
spending is projected to grow at an average rate of 5.5 percent per year for 2017-26 and to reach $5.7 trillion
by 2026. The need for out-of-pocket expenses will grow along with it. HSA assets exceed 50B. Assets will likely
grow to around 75B by 2020.

HealthEquity is poised to continue to take advantage of the expanding potential consumers with their focus on
innovative and full service capabilities in the HSA space. They have successfully defended their leadership
position in the market as third largest HSA custodian. According to the 2017 Devenir HSA research report,
their market share has nearly tripled from 4% in December of 2010 to 13% as of December 2017.
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They believe the healthcare cost shift to consumers will cause the 190 million under-65 consumers that have
private health insurance to use products like theirs. This is evidence by the YoY increases in HSA members we
keep seeing.
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$7.0B assets
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Current HQY

MARKET WIDE REVENUE

HS5A Members (unaudited)

{in thouzands, except percentages) October 31, 2018 October 31, 2017 % Change January 31, 2018
HSA Members 3677 3013 22 % 3403
Average HSA Members - Year-fo-date 3,540 2873 23 % 2452
Average HSA Members - Quarter-to-date 3642 2977 22 % 3138
Mew HSA Members - Year-to-date 335 338 — % 723
Mew HSA Members - Quarter-to-date 119 123 {3)% 404
Active HSA Members 2472 2536 17 % 2 563
HSA Members with investments 133 93 56 % 122
How they Make Money:
e % of Revenue as of 2Q

e Services: 35%
e Custodial/Record Keeping: 43%
e Interchange: 22%

e Monthly service revenue through contracts with network partners and custodial agreements with
individual members.

e Custodial Revenue from cash assets in banks or invested in annuity contracts with insurance company
partners.



SIENA college BloRKLUND T

e Recordkeeping fees for assets held with investment partner and investment advisory services through

registered investment advisor subsidiary.

e Interchange revenue, which is primarily interchange fees charged to merchants on payments made with

our cards via payment networks

Change in Focus:

Management outlined progress in their five-year strategy to shift their revenue streams in the Q2 Earnings
call. The Q2 YoY percent of service revenue decreased from 40% to 35%. 1H 2018 Margins on service,
custodial, and Interchange are 29%, 86% and 76%, respectively. The company is targeting increases in
custodial assets, as their highest margin business. Q2 saw a 31% increase in AUM, which reflects the strategy,
and the growing demand for HSAs in the U.S.

Custodial AUM (Million) Change:

Custodial assets (unaudited)

{in millicns, except percentages) October 31, 2018 October 31, 2017 % Change January 31, 2018
Cusiodial cash 3 3583 % 4383 22% 5 5,480
Custodial investments 1.507 &7 33% 1.259
Total custodial assets 3 Toap 3 5580 2% 5 6,779
Average daily custodial cash - Year-to-date ] 5503 % 4 470 23% 3 4 571
Average daily custodial cash - Quarier-to-date 3 2551 % 4 530 22% 3 4 876
Revenue and Costs (Thousands) Change:
Three months ended July 31, Six months ended July 31,
(im thousands,
except percentages) 2018 2017 % Change % Change 2018 207 § Change % Change
Service revenue -3 24,835 -} 22809 -1 2,129 g% 3 48,755 -3 45 294 5 4230 10%
Custodial revenus 30,715 21,285 9,430 445 59,142 20,604 18,545 4%
Interchange revenue 15,417 12,785 2,632 21% 32,086 26,400 5,608 21%
Total revenue ] 71.087 % 58,879 3§ 14,188 5% 3 140,871 3 112,300 § 28.8M 8%
Three months ended July 31, Six months ended July 31,
(in thousands, except
percentages) 2018 2047 § Change % Change 2018 2047 % Change % Chanpge
Service costs 3 AL - 14082 3 220 15% § 35248 & 30573 3 4,673 15%
Custodial costs 3.502 2,785 7 8% 3.941 5,580 1,355 24%
Interchange costs 3.7 3.284 2497 15% 7,853 8,598 1.255 18%
Tetal cost of revenus 5 24 4932 5 21.077 3 1415 18% 3 50,040 5 432 757 5 T.283 TR

Favorable Legislation:

The average American couple will need $265,000 to cover out-of-pocket
health care costs in retirement. One of President Trump’s initiatives in
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healthcare reform is to expand HSA use and leverage its tax shelter to reduce health-care costs. On July 25,
2018, the house passed two health care bills that, if passed through the senate, could raise HSA contributions
to $6,650 for individuals and $13,000, which are nearly double the current limits, and eliminate multiple
disqualifying laws on potential HSA users. These bills will likely create new accounts and let existing members

contribute more to their accounts, which will increase revenue by a substantial amount.

Current Limits:

Tax year HSA contribution limit

Individual Family
2018 53450 56,200
2019 53.500 57000

Interest Rate Benefit:

The long-term outlook is that interest rates will continue to rise as
the economy grows. HealthEquity is poised to benefit from these
hikes. A significant amount of their custodial revenue comes from
interest rates offered by their FDIC-insured custodial depository
bank partners. They have contracts with fixed or variable interest
rates that range from three to five years. As re-enrollment occurs
as contracts expire, yields will increase, which will lead to revenue.
The recent increase will not have an immediate effect, but will be
highly beneficial over time.

Competition Initiative: Partnership with Vanguard:

Large retail mutual fund companies have yet to engage heavily with the HSA market. Their brand recognition
and wealth of experience could create major competition for HealthEquity. Management proactively entered
into a partnership with Vanguard, which has approximately 5.1 trillion AUM. According to the Vanguard
press release, “Vanguard will offer plan sponsors the ability to provide an HSA solution to their employees
that features low-cost Vanguard funds or the same investment options as their DC plan line-up.” The
partnership serves to mitigate the risks of major player like Vanguard entering the market independently.
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Ownership:

Hedge Funds have remained consistent over the last three quarters. Investment advisors have increased their

stake, as HealthEquity’s prospects have remained bullish.

Ownership Type 11/26/17 Change
11) Investment Advisor 79.89 +8.17
12) Hedge Fund Manager 4.34

£ Annotate

Short Interest:

The Short interest dropped significantly around the high in price as losses realized. It is safe to say that

investors are long on HQY.
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Average Daily Volume 0.835M
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Conclusion:

HealthEquity continues to use its platform to attract new customers and to increase their contributions to
their HSAs. Favorable legislation could potentially open the floodgates in terms of these factors. Management
is pushing to create new partnerships that mitigate risk, while increase the reach of HQY. Interest rate hikes
have the potential to bolster the custodial revenue stream in the long-run. HSAs are a highly useful
investment vehicle for health expenses. The founder, Stephen D. Neeleman, MD, foresaw the major growth
in out-of-pocket expenses. HealthEquity is poised to expand as the market for HSAs sees major growth.

Base Case:
Target 1yr Value: 119.15

Based off the belief in legislation changes in the coming year.

Number of Monte-Carlo simulation trials (approximately 1 min per 300 trials)-———> 200

Intrinsic Value Distribution--Probability (Upside)=100%
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CENTER FOR GLOBAL FINANCIAL STUDIES
Target 1year Return: 41.852<

Proba of Price Increase: 101

Harket Digty
$5,535.45

12012018
dycar Price Valume Goaph

Darcriptinn

HealthEquity, Inz. provider variour rolutionr For managing health zare azzounkr, Markek Capikalization

health reimk:

inruranze zampanier, and third=parey adminirkraeorr in the Unite d Searer.

emenkarrang kr, and Flexiklerpending aczountr Far healkh planr,

Daily walume [mill

Zharer gutrtanding (mill

0,99
EZ.ZE

Dilutedrharer gukrkanding [mill E2.BE
#rharer held by inrritukionrs L1

Gansral Infarmatinn #rharer held by invertmentr Managerr T

L&

Vndwrse (i rilions)

o

oo
15 13§15 1315

Hzalth Carz

Sector
Indurkrs
Lart Guidanze

Henkearningr dake

Ertimatad Equity Rirk Fremium

EFfe<kive Tax rate

Health Care

He-alth Care Froviderr and Servizer
May &, 2013

Dezemberd, 2015

Harkast firramptinnr

5.0
21

#rharer held by hedqe Fundr g
T
ELE9
Dayr ko zouerrhortinkerert 4.7
52 weck high $101.5%

5Z-ucckloun

#rharer held by inriderr
Zhortinkerert

Yolatility

Cuwarter snding
TeEE01?

1081 z?
Wz
izl
Tz 1E

Mean

Srandard error

mg Surprirer

1.0

EEITDA
RUN-E50
-1E.58
-9.56
R AL
CLIEN
b Bl
4.5

Harkast and Cradit Scarsr
Fecommendation [STARS] Yalue--0
Fiecommendation [STARS) Dercription--10

Gualivy Fanking Yalue--HF
Guality Ranking Dorcription--Hot Ranked

Zhart Zzore--2

Marker Siqral Frobakilivy of Dafaule 2 (Han-
Fatingr]--0.01:%

CreditModel Szare [(Hon-Fatingri--HiA

Indurtry and Sayq

LTHRavanuar by Gamgraphic Ssqms

United Staker of America--100

Hanagemant
Eerrler, Jon
Maott, Darcy
Dreier, frhley
Oeken, William
Eloomborg, Eduard

Faritinn
Frerident, CEQ & Direzkar
Executive VP& CFO
Exngzutiveg WP, GTO & Chicf Infarmation OFFizer
Exezutive Vize Frerident of Saler
Executive WP &S00
Vize Frerident of Invertar Fclations

Tutal Compesnratinnr Groutl

B5.0dx per annumouer 5y
31.25¥ porannum ouer 3y
TAd#perannumouer gy

Stmck Price Groauth Dering Tonurs

3997 per annumower 33
ET.TT# perannumoner &
49 {5 per annum ouer 1y

Faarr

Computer Froqramr and Sertemr, Inz. athenahealth, Inz.
Toladoz Health, Inz.
EvalentHealth, In=.
HextGen Healthzare, Inc.

Allrzriptr Healthzare Zolutionr, Inz.

Cernor CGorporation

Futrnam, Rizhard
Praufitakility
Fieturnon Capital (GAAF)

Qporating Margin
FievenuefCapival (GAAF]
ROE[GAAF]

Hektmargin

FicuvenuafBEook Yalue [GASF]
Inwsrtad Fundr

CarhfCagpital

HWEGAGapital

Qperating ArrctrdCapital
GooduilldGapital

Lasital Srractars

Total DcbtfMarket Capitalization
Cartof Dok

CZaF S Rating (F-rzore, 2-rzore, and dofaulk Frobakbilit;
WACC

HET (LTH)
5d. 1

d

135

7.3

FAR-F
0011739y
HOT (LTH)
3.5

1dx

Ex X

10
HETILTH)
0.0d

B

AR

14,624

HET Hirtmrical
LR 3

2854

123

1z.d4

X P

0.9z

HET Hirtmrical
R

14

44,55

2.0

HET Hirtmrical
0.0q

LR

101

Fasrr® Madian [LTH]
A [

1.4

L8-1

120

1E1x

107

Faarr® Hadian [LTH)
951

nEe

0.7

i 0

Faarr” Madian [LTH]
n.zo

B

Furtar'r 5 furcar [Scurar ars parcantilar)

Fursacart firramptinnr
Fievenue Grouth CAGR
Aucraqe Dperating Mar
Aueraqe HekMargin
Grouthin Gapival GAGR
Grouthin Claime CAGR
Aueraqe Fckurnon Cagikal
Aueraqe Fickurnon Equity
Aueraqe CGorkof Capikal
Auveraqe Corkof Equity

Explicit Farimd (14 raarr}
15

2+

LS

15

15

18

15

F

-2

Cantinwing Farimd
.5

IEe

Lk

E

E

Fi

Fi

Fi

-4

Inerinai= Value Distribadan--Prebability (THpaddej=100%%

Scnaithity Atiribatian Anshvais
Frrzoas
Cpemsng omm
Cupiol expendoima

Slmgmant Ram




