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DISCLAIMER

DISCLAIMER

Hedgeye Risk Management, LLC (“Hedgeye”) is a registered investment advisor, registered with the State of Connecticut.
Hedgeye is not a broker dealer and does not provide investment advice to individuals. This research does not constitute an
offer to sell, or a solicitation of an offer to buy any security or investment vehicle. This research is presented without regard for
individual investment preferences or risk parameters; it is general information and does not constitute specific investment
advice, nor does it constitute or contain any legal or tax opinions. This presentation is based on information from sources
believed to be reliable. Hedgeye is not responsible for errors, inaccuracies or omissions of information. The opinions and
conclusions contained in this report are those of the individual expressing those opinions or conclusion and are intended solely
for the use of Hedgeye’s clients and subscribers, and the authorized recipients of the content. In reaching its own opinions and
conclusions, Hedgeye and its employees have relied upon research conducted by Hedgeye’s employees, which is based upon
sources considered credible and reliable within the industry. Neither Hedgeye, nor its employees nor any individual expressing
opinions, conclusions or data are responsible for the validity or authenticity of the information upon which it has relied.

TERMS OF USE

This report is protected by United States and foreign copyright laws and is intended solely for the use of its authorized
recipient. Access must be provided directly by Hedgeye.

There is a fee associated with access to this report and the information and materials presented during the event.
Redistribution or republication of this report and its contents are strictly prohibited. By joining this call or possessing these
materials, you agree to these Terms. For more detail please refer to the appropriate sections of the Hedgeye Services
Agreement and the Terms of Service at hitps://www.hedgeye.com/terms_of_service.
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PLEASE SUBMIT QUESTIONS* TO

QA@HEDGEYE.COM

ANSWERED AT THE END OF THE CALL
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CREATES ACT & PART D CLIFF

TRADE OFF FOR PART D CHANGE

Data Source: Congress.gov

Creates Act &
Part D Cliff

Avoids increase in
catastrophic coverage from
$1,200 to $6,350

Private cause of action
against brands for not
providing sufficient samples

Relax REMS requirements
for generics

Donut Hole

Increases plan liability to
12%

Rolls back manufacturer
discount to 63% from 70%
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MEDICARE PART D DONUT HOLE

PHARMA WANTS TO ROLL MANUFACTURERS DISCOUNT BACK TO 63%

Catastrophic
Phase

(Max OOP “$7,500)

Brand name drugs, biosimilars, biologics
Manufacturers’ discount = 50% (2018), 70% (2019 and beyond)

Coverage Beneficiary = 35% (2018); 25% (2019 and beyond)
Gap < Plan =15% (2018 ); 5% (2019 and beyond)

Generic Drugs
Beneficiary = 56% (2018); 63% (2019); 75% (2020)
Plan = 44% (2018); 37% (2019); 25% (2020)

Initial Cover-
age Period

(2016 limit = $3,310)

Deductible 100% of cost paid by beneficiary (2016=5360)

Data Source: MedPAC © Hedgeye Risk Management LLC. All Rights Reserved. )



OTHER POSSIBILITIES

HOUSE-PASSED LEGISLATION
[Save American Workers Act J

e Expands HSAs to working Medicare eligible individuals
e Increases contribution limits
e Establishes “copper” plan

[Increasing Access to Lower Premium Plans J

e Delays Cadillac Tax until 2023
e Re-defines full time as 40 hrs, eliminates employer mandate until 2023
e Ends excise tax on tanning services

[Protect Medical Innovation Act J

e Repeals Medical Device Tax

Data Source: Federal Register © Hedgeye Risk Management LLC. All Rights Reserved. 6



OTHER POSSIBILITIES

LESS LIKELY

{Extension of Medicare as Secondary Payer for Dialysis Treatment J

e Almost included in opioid bill
e Opposed by insurance industry and employer groups

{End Surprise Billing Act J

e Requires notice with estimate or charges prohibited

{Transparency in All Health Care Pricing Act J

e Requires all entities offering health care products and services to disclose
wholesale, retail and discounted prices on the internet

Data Source: Federal Register © Hedgeye Risk Management LLC. All Rights Reserved. 7



ACA INDUSTRY TAXES - ACTUAL V PROJECTED

e Cadillac Tax HIF
Medical devices Tanning tax

e Branded prescription drug annual fee
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JCT PROJECTIONS - 2010

* Projected collections for 2010 through 2017 = $71B

Data Source: Joint Committee on Taxation, IRS

2018

= Cadillac Tax HIF
Medical devices Tanning tax

== Branded prescription drug annual fee
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ACTUAL COLLECTIONS

 Actual collections 2010 through 2017 - $54B
* Only taxes on tanning services and branded drugs have
been consistently applied
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LEGISLATIVE PATH

LOW-THC/INDUSTRIAL HEMP; THC < 0.3 PERCENT -« Ifthe Farm Bill passes in

the 2018 lame duck

. session — and that is a BIG
2 if — then regulatory
) . i
C Farm Bill of 2018 (assume passage Nov-Dec 2018) agencies would have to
o harmonize new law with
= Amends CSA to Drug Enforcement Agency regulation.....
g excludfe industgial
hemp from definition H
o of marijuana Decontrol or Department of Justice * ..And address a lot of
hedule by rule 0
- Adds to crop resc y unknowns:
00 insurance program Develop and issueC Revise sentencing Treasury Department
- ; regulations on TH AN
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n made to banking
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- »What is the impact
8 on treaties?
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o »How will FDA
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THESE ARE THE KNOWN UNKNOWNS

How will imports and exports be regulated?

How will bill affect banking regulations?

What is impact on treaties?

Will FDA regulate as food additive or drug?

Data Source:: Library of Congress © Hedgeye Risk Management LLC. All Rights Reserved. 10



REGULATORY PATH
LOW-THC/INDUSTRIAL HEMP; THC < 0.3 PERCENT « This is the best of the

WOrst case scenarios

— * If the Farm Bill doesn’t
n pass there are still
o Farm Bill of 2018 (Doesn’t Pass) regulatory path to getting
g Drua Enf ” something done at the
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< Allowed law lawyers could find
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Data Source: CRS, Hec © Hedgeye Risk Management LLC. All Rights Reserved. 11



CRIMINAL JUSTICE REFORM

PRIVATELY OPERATED FACILITIES There are about 20,000

Federal offenders in
privately managed
facilities

2,500

* GEO operates the
majority of the

facilities and houses
about 10,000 Federal
1,500
offenders
CXW operates two
1,000 facilities — Natchez,
MS and McRae
Helena, GA — with
50 about 3,700 inmates
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Number of Federal Inmates
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Data Source: Bureau of Prisons © Hedgeye Risk Management LLC. All Rights Reserved. 12



CRIMINAL JUSTICE REFORM
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DRUG OFFENSES DOMINATE FEDERAL PRISON POPULATION

* Almost half of all Federal offenders are incarcerated on drug offenses
* Next largest group are weapons offenders

Data Source: Bureau of Prisons

© Hedgeye Risk Management LLC. All Rights Reserved.
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CRIMINAL JUSTICE REFORM

WILL REDUCE CURRENT PRISON POPULATIONS

* Relies on anti-recidivism programs
* Includes compassionate care releases based on risk assessment
* Provides for alternative incarceration like home detention

WILL LIMIT GROWTH OF PRISON POPULATIONS

Reduces three strike penalty from life imprisonment to 25 years; 20 year minimum reduced to 15 years
» Triggering offenses for three-strike penalty reformed to be limited to serious drug and serious violent felonies
* Excludes from the definition of “serious drug felony” non-violent drug felonies for which sentence was
completed more than 15 years ago
* Expands judicial “safety valve”

IMPROVES PRISON CONDITIONS

* Requires prisoner to be located in facility close to primary residence
* Expands markets for prison industries
* Prohibits juvenile solitary confinement

Data Source: Senate Judiciary Committee; Library of Congress © Hedgeye Risk Management LLC. All Rights Reserved. 14



TAX EXTENDERS

PROVISIONS NOT AFFECTED BY TAX REFORM LEGISLATION
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B Cost for Making Permanent Cost for One Year Extension

Nineteen provisions
were not implicated by
2017 tax reform
legislation

Provisions can be
extended, eliminated or
made permanent

Cost for making all of
them permanent is $90
billion

One year extension is
about $9.6 billion

Another seven
provisions relate largely
to expensing and may
be eliminated as
redundant

Data Source: Tax Foundation; Congressional Research Service
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INTERNAL REVENUE SERVICE REFORMS

EXPAND TAXPAYER RIGHTS PROVISIONS

REFORM LAWS GOVERNING IRS EMPLOYEES

ENHANCE SCRUTINY OF IRS AUDIT CRITERIA

PREVENT IDENTITY THEFT AND TAX REFUND FRAUD

0000
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PLEASE SUBMIT QUESTIONS* TO

QA@HEDGEYE.COM

ANSWERED AT THE END OF THE CALL
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