
 
    

 

 

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. 
 

 

BUY 
Current Price:  $83.60 
Target Price:             $119.15 
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. 

Catalysts:  
 Short Term: Market Correction Rebound 

 Mid Term: Changes in Legislation 

 Long Term: Interest Rate Hikes 

 

Earnings Performance: 

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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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. 

 



 
    

 

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.  

 

 

 

 
 

 

How they Make Money: 

 % of Revenue as of 2Q 

 Services: 35%  

 Custodial/Record Keeping: 43%  

 Interchange: 22% 

 

 Monthly service revenue through contracts with network partners and custodial agreements with 

individual members. 

 

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

partners.  



 
    

 

 

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

registered investment advisor subsidiary. 

 

 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: 

 

Revenue and Costs (Thousands) Change: 

 

 

 

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 



 
    

 

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:  

 

 

 

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. 

 

 
 



 
    

 

 

Ownership: 

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

stake, as HealthEquity’s prospects have remained bullish.

 

 

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. 

 

 



 
    

 

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. 

 

 

 



 
    

 

 


